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CBO’s updated budget and economic outlook paints a bleak long-term fiscal 
picture 
 
The latest annual projections from the nonpartisan Congressional Budget Office (CBO) assessing the state of 
the US budget and economy for the next decade show a large and growing mismatch between federal 
revenues and spending even as the agency sees certain economic factors returning to more normal levels in 
the coming years. 
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Revenue, spending projections 

CBO’s Budget and Economic Outlook: 2022 to 2032, which was released on May 25, predicts budget deficits 
will average 5.1 percent of gross domestic product (GDP) over the next decade—almost one-and-a-half times 
higher than the average 3.5 percent of GDP deficit registered over the past 50 years. 
URL: https://www.cbo.gov/publication/58147 

Although the deficit is projected to fall to about $1 trillion—or 4.2 percent of GDP—in the current fiscal year 
(fiscal 2022) from almost $2.8 trillion last year, demographic pressures and other factors will push deficits 
steadily higher in later years. 

Revenues and spending: CBO sees federal revenues reaching 19.6 percent of GDP this year—a two-decade 
high. However, over the course of the next 10 years, CBO projects revenues will hover within a relatively 
narrow band and average 18.1 percent of GDP, a bit north of the 17.3 percent of GDP average over the past 
five decades. 

Although revenues have been marked up slightly compared to CBO’s prior projections last year, that increase is 
due mainly to changes in economic and technical factors that underpin the budget baseline. 

“Most of that [revenue] increase stems from changes in CBO’s economic forecast, primarily its projections of 
GDP and the types of income that make up GDP, such as wages and salaries, corporate profits, and proprietor’s 
income,” the report states. 

Meanwhile, federal spending—which has fallen sharply from its pandemic-era highs—is expected to resume its 
steady climb due to pre-existing demographic trends that are projected to increase the ranks of Social Security 
and Medicare beneficiaries and thus push up spending within those programs. By 2032, outlays would exceed 
24 percent of the economy. 

Over the past 50 years, spending has averaged about 20.8 percent of GDP. 

Publicly held debt: In its January 2020 long-term outlook (published before the pandemic), CBO had projected 
that debt held by the public—that is, federal debt not held in intragovernmental accounts such as Social 
Security and Medicare Trust funds—would not reach 100 percent of GDP until the early 2030s. 

This week’s analysis, however, shows that dubious milestone will be reached by 2027, and that publicly held 
debt will climb to 107 percent of the economy by the end of the 10-year budget window. (Actually, debt briefly 
crossed 100 percent of the economy by the end of fiscal year 2020, but then fell again as pandemic-related 
pressures began to wane). 

Inflation, interest rates, GDP: On the economic front, CBO forecasts that currently elevated levels of inflation 
will normalize at about 2.3 percent annual price growth—as measured by the Consumer Price Index—after 
2023, while annual economic growth (adjusted for inflation) will settle in at about 1.7 percent over the same 
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time span. Inherent in these projections is an assumption that the Federal Reserve’s current campaign to raise 
the Federal Funds Rate will result in a so-called “soft landing” that blunts annual price growth without 
triggering a recession. 

Those short-term interest rate increases, however, will also serve to push up longer-term rates as well as the 
government’s debt service costs. According to CBO, the average rate on 10-year Treasury bonds will rise from 
about 2.7 percent this year to 3.8 percent over the latter half of the budget window. As a result, interest 
payments on the national debt are projected to average 2.6 percent of GDP over the next decade, up from a 
1.9 percent of GDP average in last year’s report—a roughly 37 percent increase. 

‘Current law’ caveat 

It is important to note that, by law, CBO is generally required to make its projections on the basis of “current 
law,” or laws as they are currently in effect. (One exception is excise taxes dedicated to trust funds—for 
example, highway taxes—which are assumed to be continued beyond any scheduled expiration). 

That means this week’s analysis does not account for the budget impact—which could be significant—of any 
potential “Build Back Better” legislation that is currently being pursued by congressional Democrats and 
President Biden. Although the prospects for any deal on this front remain highly uncertain, recent statements 
from key senators such as Joe Manchin, D-W.Va., suggest that any Build Back Better package that could secure 
the support of all 50 Senate Democrats—and thus win passage in the chamber under fast-track budget 
reconciliation rules—may reduce deficits, on net, by several hundred billion dollars over the next decade. (For 
prior coverage, see Tax News & Views, Vol. 23, No. 15, Apr. 29, 2022.) 
URL: https://dhub.blob.core.windows.net/dhub/Newsletters/Tax/2022/TNV/220429_1.html 

In comments to reporters on May 26, Manchin once again insisted that a portion of revenue raised from tax 
increases in a potential reconciliation bill must be applied to deficit reduction. 

“Reconciliation is for getting your financial house in order, OK? So you have to have a tax adjustment to do 
that,” he said. 

On the flip side, also inherent in CBO’s projections is an assumption that the temporary tax provisions 
scheduled to expire over the budget window—including nearly all of the individual tax changes and the 
passthrough deduction under section 199A that were enacted in the Tax Cuts and Jobs Act of 2017 (TCJA, P.L. 
115-97) and are set to lapse after 2025—will not be renewed, and revenues will be higher as a result. That
assumption similarly applies to certain other TCJA provisions—affecting bonus depreciation, the business
interest deduction limitation under section 163(j), the timing of research expenditure deductions, and the
minimum tax on US multinationals known as the global intangible low-taxed income regime—that, if left
untouched by lawmakers, will have the effect of raising revenue under current law later in the budget window.
(A list of all the temporary tax provisions that expired in 2021 or are scheduled to expire through 2031 is
available from the Joint Committee on Taxation staff.)
URL: https://www.jct.gov/publications/2022/jcx-1-22/

https://dhub.blob.core.windows.net/dhub/Newsletters/Tax/2022/TNV/220429_1.html
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Thus, if additional stimulus legislation is enacted into law, or if temporary tax provisions are instead made 
permanent or otherwise extended beyond their scheduled expiration, future deficits may be higher than this 
week’s CBO projections, while passage of a deficit-reducing reconciliation package could have the opposite 
effect. 
 
— Alex Brosseau 

Tax Policy Group 
Deloitte Tax LLP 

 

 
 
IRS releases 2021 Data Book, touts recent hike in upper-income audit rates 
 
The Internal Revenue Service on May 26 released its 2021 Data Book—which provides detailed statistics on 
returns filed and taxes collected, enforcement, taxpayer assistance, the IRS budget and workforce, and other 
selected activities for FY 2021—along with supplemental audit numbers that show a marked increase in audit 
rates for upper-income taxpayers in the first seven months of FY 2022. 
URL: https://www.irs.gov/pub/irs-pdf/p55b.pdf 
 
Data book highlights 
 
The data book notes, among other things, that in FY 2021 (October 1, 2020, through September 30, 2021) the 
IRS collected more than $4.1 trillion in gross taxes; processed more than 261 million tax returns and other 
forms; and issued more than $1.1 trillion in tax refunds, including $585.7 billion in economic impact payments 
and advance child tax credits. 
 
On the compliance side, the data book provides statistical details on activities such as audits of corporate and 
individual tax returns, collections of delinquent tax payments, resolution of cases by the IRS’s Appeals Division, 
and the disposition of civil and criminal tax investigations. 
 
In FY 2021, the IRS closed 738,959 tax return audits, resulting in nearly $26.8 billion in recommended 
additional tax. It also completed 2,766 criminal investigations in three areas: legal-source tax crime cases 
(which involve activities, industries, and occupations that generate legitimate income or threats to the tax 
system); illegal-source financial crime cases (which relate to proceeds derived from unlawful sources such as 
money laundering); and narcotics-related financial crime cases (which involve investigations of narcotics-
related tax and money-laundering crimes, often in cooperation with the Justice Department and other law-
enforcement agencies). 
 
Supplemental audit numbers 
 
In a statement released in conjunction with the data book, the Service offers some additional context around 
its audit activities—an issue that has become a point of contention among some congressional Democratic 
taxwriters, who in recent hearings have argued that the IRS has disproportionately focused its compliance 

https://www.irs.gov/pub/irs-pdf/p55b.pdf
https://www.irs.gov/pub/irs-utl/statement-for-updated-audit-rates-ty-19.pdf
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efforts on lower-income taxpayers, particularly those who claim the earned income tax credit (EITC), because 
those returns are simpler and less expensive to audit than the more complex returns filed by many wealthier 
individuals. (For prior coverage, see Tax News & Views, Vol. 23, No. 18, May 20, 2022, and Tax News & Views, 
Vol. 23, No. 9, Mar. 18, 2022.) 
URL: https://www.irs.gov/pub/irs-utl/statement-for-updated-audit-rates-ty-19.pdf 
URL: https://dhub.blob.core.windows.net/dhub/Newsletters/Tax/2022/TNV/220520_1.html 
URL: https://dhub.blob.core.windows.net/dhub/Newsletters/Tax/2022/TNV/220318_1.html 
 
The Service notes in its statement that the information in the data book is current as of September 2021 and 
does not reflect the impact of ongoing compliance efforts involving open tax years. For example, the Service 
explains that it can continue to pursue new enforcement actions for tax year 2019 returns through at least 
2023 and that, particularly in the case of higher-income taxpayers, “examination activity is often initiated later 
in the statutory period.” 
 
To illustrate that point, the Service states that data for the first seven months of FY 2022 (covering October 1, 
2021 through May 1, 2022, and thus not reflected in the data book) show an uptick in audit rates “for 
taxpayers in every income category above $100,000.” According to the supplementary data, audit rates for 
income categories between $500,000 and $1 million doubled to 0.6 percent as of May 1 (compared to 0.3 
percent as published in the data book); audit rates for the $1 million to $5 million category more than doubled 
to 1.3 percent (compared to 0.6 percent in the data book); and audit rates for taxpayers with income over $10 
million have more than quadrupled to 8.7 percent (compared to 2.0 percent in the data book). 
 
At the lower end of the income scale, the Service notes that the audit rate for EITC claimants is 0.8 percent as 
of May 1, 2022—unchanged from the level cited in the new data book. 
 
Resource constraints led to long-term audit rate decline 
 
But the Service also notes that while the FY 2022 statistics provide “a more real-time” picture of the agency’s 
efforts to address high-end noncompliance, “resource constraints limit the work [it] is able to do.” The 
agency’s audit ranks have fallen to roughly 6,500 front-line revenue agents—a situation it has attributed to the 
combined effects of employee attrition and congressionally mandated budget cuts over the last several 
years—and, as a result, “levels of enforcement activity at the high-end of the distribution, particularly for 
global high net-worth individuals, large corporations, and complex structures like partnerships are far lower 
than in the past.” 
 
On the individual side of the tax code, the Service notes that between tax years 2010 and 2017, audit rates fell 
by 77.5 percent for taxpayers with income between $1 million and $5 million, 77.1 percent for taxpayers with 
income between $5 million and $10 million, and 73.1 percent for those with income of $10 million or more. 
Audit rates for returns claiming the EITC declined by 44.8 percent. 
 
Audit rates for business returns likewise show steep declines over the same period. For example, audits of 
corporate returns dropped by 34.8 percent for taxpayers showing balance sheet assets of $20 billion or more, 
52.2 percent for taxpayers with assets between $5 billion and $20 billion, and 65 percent for taxpayers with 

https://dhub.blob.core.windows.net/dhub/Newsletters/Tax/2022/TNV/220520_1.html
https://dhub.blob.core.windows.net/dhub/Newsletters/Tax/2022/TNV/220318_1.html
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assets between $1 billion and $5 billion. Audit rates for partnership returns fell by 79.3 percent and audits of S 
corporation returns declined by 53.2 percent, the Service says. 
 
— Michael DeHoff 

Tax Policy Group 
Deloitte Tax LLP 

 

 
 
A note on our publication schedule 
 
The House and Senate will be out of session the week of May 30 for the Memorial Day recess. Barring any 
significant unexpected developments on the tax policy front, the next edition of Tax News & Views will be 
published the week of June 6, when the legislative session resumes. 
 
— Jon Traub 

Managing Principal, Tax Policy 
Deloitte Tax LLP 
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