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Mr. Chairman and Members of the Subcommittee, | am pleased to be here today to
discuss the status of the Highway Trust Fund and its highway account. My state-
ment focuses on the methods that the Congressional Budget Office (CBO) usesto
project the revenues that are deposited into the trust fund, the reliability of those
projections, and the difference between CBO’s projections and those of the
Administration.

My testimony has six main conclusions:

m Revenuesfrom the variousfuel and truck taxesthat are credited to the Highway
Trust Fund will total $167 billion from fiscal year 2006 through fiscal year
2009, CBO projects. About $146 billion of those revenues will go into the trust
fund’s highway account. Outlays from the highway account would total $158
billion over 2006-2009 period if annual obligation limits were set at the levels
authorized in 2005. As aresult, balances in the highway account (currently
about $11 billion) would decline over the next three years, leading to the
exhaustion of account balances by the end of 2009.

m The Administration projects somewhat lower revenues for the Highway Trust
Fund ($161 billion) and for the highway account ($140 billion) over that
period—differences of about $6 billion and $5 hillion, respectively. Its revenue
projections, when combined with its outlay estimates, also imply that the high-
way account will incur a shortfall in 2009.

m CBO projects higher trust fund revenues than the Administration does mainly
because CBO assumes greater increases in fuel usage in the future as the econ-
omy grows and smaller reductions in fuel usage as aresult of recent price
increases. In addition, CBO's projections start from a higher level, based on
higher estimates of recent revenues, and use some different underlying eco-
nomic assumptions. Those factors, however, play amuch smaller role in caus-
ing CBO’s revenue projections to exceed the Administration’s.

m Projections of trust fund revenues are subject to significant uncertainty.
Changesin ail prices, the economy, and the fuel efficiency of vehicles can all
cause future revenues to differ from current projections. Experience suggests
that CBO'’s and the Administration’s projections are subject to similar uncer-
tainties and are comparable in their reliability.

m The difference between CBO’s and the Administration’s current revenue pro-
jections is smaller than the range of past differences between projected and
actual revenues. Thus, the difference between those projectionsis not an indica-
tor of their respective reliability.

m The uncertainty associated with both revenue and outlay projectionsimplies
that the highway account could exhaust its resources either before or after 2009.



Overview of the Highway Trust Fund

The Highway Trust Fund is an accounting mechanism in the federal budget. It
records specific cash inflows (revenues from certain excise taxes on motor fuels
and trucks) and cash outflows (spending on designated highway and mass transit
programs). The fund comprises two separate accounts, one for highways and one
for mass transit. By far the largest component of the trust fund is the Federal-Aid
Highway program (see Table 1).

Spending from the Highway Trust Fund is not automatically triggered by the col-
lection of tax revenues. Authorization acts provide budget authority for highway
programs, mostly in the form of contract authority (the authority to incur obliga-
tions in advance of appropriations). Annual spending from the Highway Trust
Fund islargely controlled by limits on the amount of contract authority that can be
obligated in a particular year. Such obligation limitations are customarily set in
appropriation acts.

The most recent authorization law governing spending from the trust fund—the
Safe, Accountable, Flexible, Efficient Transportation Equity Act: A Legacy for
Users (SAFETEA-LU)—was enacted in 2005 and is due to expire at the end of
2009. SAFETEA-LU provides specific amounts of contract authority over the
2005-2009 period and authorizes appropriations for certain programs that are not
funded through contract authority. It also specifies annual obligation limitations
(which may be superseded each year by limitations set in annual appropriation
acts).

In addition, the 2005 law includes a funding mechanism, known as revenue-
aligned budget authority (RABA), that is designed to strengthen the relationship
between the highway account’s revenues and spending. Under RABA, the Admin-
istration estimates revenues for the highway account and compares its estimates
with the revenue amounts anticipated in SAFETEA-LU and with the estimates
made the previous year. On the basis of those comparisons, the Administration, as
part of the President’s annual budget request, is required to adjust contract author-
ity for programs funded from the highway account. (If the current revenue esti-
mates are higher than the revenue amounts anticipated in SAFETEA-LU, contract
authority isincreased. If the revenue estimates are lower than the anticipated
amounts, contract authority is reduced, as long as highway account balances are
less than $6 billion.) The obligation limitations set in appropriation acts, however,
do not necessarily reflect RABA adjustments.

Balances of the Highway Trust Fund

The status of the Highway Trust Fund is generally assessed by projecting the bal-
ances in the fund, which indicate whether its expected revenues will be sufficient
to cover its anticipated outlays. Those balances represent the cumulative differ-
ence between revenues and outlays over the life of the trust fund and indicate how



Table 1.
Major Components of the Highway Trust Fund, 2006

(Billions of dollars)

Budget Authority
Estimated and Obligation Estimated
Receipts® Limitations® Outlays
Highway Account
Federal-Aid Highway program n.a. 36.3 33.7
Motor carrier safety n.a. 0.5 0.5
Highway traffic safety n.a. 0.8 0.6
Other _na. _ 0 _02
Subtotal 349 37.6 349
Mass Transit Account
Discretionary grants n.a. 0.1 0.1
Trust fund share of transit programsc n.a. 6.9 08
Subtotal 51 6.9 0.8
Total, Highway Trust Fund 40.0 44.5 35.7

Source: Congressional Budget Office.
Note: n.a. = not applicable.
Numbers may not add up to totals because of rounding.

a. Receipts are deposited in the highway and mass transit accounts but are not earmarked for spe-
cific components.

b. Obligation limitations enacted in appropriation acts limit the amount of budget authority avail-
able to most Highway Trust Fund programs. The amounts in this column are the sum of obliga-
tion limitations and budget authority that is not subject to any such limitation.

c. Includes only outlays from 2006 funds. Outlays from previous years’ funding were recorded in
those years as transfers to other budget accounts.

much the fund has available, at any particular time, to meet its current and future
obligations.

In the case of the fund’s highway account, most of the obligations involve capital
projects, on which money is spent over a number of years. (In other words, some
of the highway programs' existing obligations will be met using future tax reve-
nues.) Therefore, existing obligations of programs paid from that account far
exceed the amounts now in the account. At the end of 2005, the balance of the
highway account stood at $11 billion, whereas the outstanding obligations of high-
way programs totaled almost $45 billion.

CBO has estimated the highway account’s future balances by projecting revenues
and outlays through 2009 (see Table 2). Revenues and outlays are estimated inde-



Table 2.

CBO’s Estimate of Highway Account Balances,
Assuming Funding at L evels Authorized in
SAFETEA-LU

(Billions of dollars)

Total,
2006-
2005 2006 2007 2008 2009 2009

Federal-Aid Highway Program

Obligation limitation 333 35.6 38.2 39.6 41.2  154.6
RABA adjustments to obligation limitation® 0 0 0.8 19 1.8 4.6
Discretionary budget authority” 19 0 0 0 0 0
Contract authority not subject to
obligation limitations 0.7 0.7 0.7 0.7 0.7 3.0
Safety Programs (Obligation limitations) 0.9 1.3 1.2 1.2 1.3 5.0

Total Funds Available for Obligation® 36.8 376 40.9 434 45.0 167.1

Estimated Outlays 331 34.9 38.1 41.4 432 157.6
Estimated Receipts 33.3 349 35.9 36.9 379 1457
Projected End-of-Year Balance 11.0 11.0 8.8 4.4 -0.9 n.a.
Change from Previous Year's Balance n.a. * -2.2 -4.5 -5.3 -11.9

Source: Congressional Budget Office.

Notes: SAFETEA-LU = Safe, Accountable, Flexible, Efficient Transportation Equity Act: A Legacy for
Users; RABA = revenue-aligned budget authority; n.a. = not applicable; * = between zero
and $50 million.

Numbers may not add up to totals because of rounding.

a. The 2007 figure for RABA adjustments comes from the President’s 2007 budget. The figures for
2008 and later years are illustrative estimates by CBO. (The Administration is responsible for
determining RABA adjustments.)

b. Includes funding provided by the Transportation, Treasury, Independent Agencies, and General
Government Appropriations Act, 2005 (Public Law 108-447) and by the Military Construction
Appropriations and Emergency Hurricane Supplemental Appropriations Act, 2005 (Public Law
108-324) to respond to hurricanes and meet other disaster-related needs.

c. CBO assumes that future appropriation acts will provide for SAFETEA-LU funding levels and any
RABA adjustments.

pendently of each other because they have different bases—revenues depend on
the collection of various taxes, and outlays depend largely on the obligation limita-
tions set in appropriation acts. For those projections, CBO assumes that policy-
makers will continue to control spending through such limitations. Further, the
projections assume that appropriation acts will set obligation limitations equal to
the amounts specified in SAFETEA-LU raised or lowered by annual RABA



ad ustments.® Under those assumptions, the amounts available for obligation from
the highway account would rise from about $37 billion last year to $45 billionin
20009.

To estimate the flow of trust fund outlays that result from the obligation limita-
tions, CBO looks at historical spending patterns. For example, the Federal-Aid
Highway program typically spends about 27 percent of its budgetary resourcesin
the year they are provided and the rest over the next severa years. If the Congress
choseto set obligation limitations at the amounts authorized in SAFETEA-LU and
to include RABA adjustmentsto the limitations for 2007, 2008, and 2009, outlays
from the trust fund’s highway account would gradually increase from $33 billion
in 2005 to about $43 billion in 2009, CBO estimates. Those outlays would exceed
revenues by about $2 billion in 2007, $4.5 billion in 2008, and more than $5 bil-
lionin 2009. As aresult, balances in the highway account would be exhausted by
2009, and the account would incur a shortfall of about $0.9 billion in that year, by
CBO's estimate.

The Administration estimates that the highway account will have a shortfall of
$2.3 billion at the end of 2009. That outcome is the result of cumulative revenues
of $140 billion and cumulative spending of $153 billion over the 2006-2009
period. CBO'’s estimate of revenues over those four yearsisabout $5 billion higher
than the Administration’s, but its estimate of spending over the same period is $4
billion higher (assuming that annual obligation limitations are set at the amounts
authorized in SAFETEA-LU). The difference in projected outlays stems from two
sources. First, CBO's higher estimate of revenues implies RABA adjustments that
would provide about $2 billion morein budgetary resources for highways. Second,
CBO expects adlightly faster pace of highway spending over the next four years
than the Administration does.

CBO’sRevenue Projectionsfor the Highway
Trust Fund

Asapart of itsannual baseline budget projections, CBO projects the amount of
revenues generated by the taxes that are deposited into the Highway Trust Fund.
Following the provisions of the Balanced Budget and Emergency Deficit Control
Act of 1985, as amended, CBO’s baseline revenue projections assume that current
law remains the same, except that excise taxes dedicated to trust funds are
assumed to be extended at current rates. Thus, the Highway Trust Fund taxes that

1. That assumption differs from the one underlying CBO'’s baseline budget projections, which are
governed by the rules set forth in the Balanced Budget and Emergency Deficit Control Act. In
its most recent baseline, CBO projected highway spending over the next decade by assuming
that the budget authority and obligation limitations in each future year would equal those
enacted in the 2006 appropriation act for the Department of Transportation (Public Law 109-
115), adjusted for inflation. With that projection method, baseline funding levels for highways
are lower than the levels specified in SAFETEA-LU.



Table 3.

Estimated Highway Trust Fund Revenues, 2005

Percentage of Total

Revenue Source Billions of Dollars Trust Fund Revenues
Gasoline and Gasohol Tax 255 66.7
Diesel Tax 9.3 24.2
Retail Sales Tax on Trucks 2.8 74
Heavy-Vehicle Use Tax 1.2 31
Tax on Truck Tires 05 1.2
Refunds _-10 26
Total 38.2 100.0

Source: Congressional Budget Office.

Note: Numbers may not add up to totals because of rounding.

are now scheduled to expire on September 30, 2011, are assumed to be perma-
nently extended in CBO’s baseline projections.

How CBO Projects Trust Fund Revenues

The largest source of revenues to the Highway Trust Fund is the tax of 18.3 cents
per gallon on gasoline and gasohoal. It currently produces about two-thirds of the
fund's total revenues (see Table 3). The second-largest source isthe levy of 24.3
cents per gallon on diesel and special motor fuels, which accounts for about one-
quarter of revenues. Thus, taxes on motor fuels generate about 90 percent of the
trust fund’s total revenues. The rest of the revenues come from a 12 percent tax on
thefirst retail sale of atruck or trailer above a certain weight, taxes on truck tires
for highway use, and an annual use tax on heavy trucks. CBO projects al five of
those revenue sources separately, along with refunds on amounts paid by certain
taxpayers who are exempt from the taxes.

In addition, CBO projects the amount of revenue recorded separately in the high-
way account and the mass transit account of the Highway Trust Fund. Revenues
from the taxes on gasoline and diesel fuel are credited to the full fund, and each of
the accounts receives a share.? Revenues from the three different taxes on trucks
are credited entirely to the highway account. Currently, more than 85 percent of
highway revenues go to the highway account.

CBO'’s revenue projections cover not only the current year and next 10 years (its
standard projection period) but also the previous year. The previous amounts are
not yet known because, when taxpayers pay their total excise tax liabilities to the

2. About 84 percent of the gasoline and gasohol revenue and 88 percent of the diesel revenueis
credited to the highway account.



Internal Revenue Service (IRS), they are not required to identify the specific taxes
that their payments cover. Given the delays in reporting that information to IRS
and the time that IRS needs to process the information, about six months el apse
after the end of aquarter before data on payments of different types of excise taxes
become available. Before those data are available, the Treasury Department esti-
mates the amount of excise taxes that should be allocated to the various trust
funds. It then adjusts those all ocations | ater when the actual data become available.

The baseline projection of revenues that CBO prepares each December is thus
based on only two quarters of actual datafor the previousfiscal year. For example,
when it prepared its most recent outlook for trust fund revenues, in December
2005, the latest data available to CBO were from January through March of 2005.
CBO must forecast the breakdown of excise taxes for the remaining two quarters.
In making that forecast, CBO relies on other economic data, various extrapolation
methods, and the current projections for that year from its forecasting models.

Gasoline Tax. To estimate future revenues from gasoline and gasohol taxes, CBO
projects the number of taxable gallons of those fuels that will be purchased and
multiplies that amount by the tax rate specified in law. In CBO’s model, growth in
fuel purchases over time depends on real (inflation-adjusted) economic growth,
changesin fuel prices relative to the prices of other goods, and changesin the fuel
efficiency of the total fleet of gasoline-powered vehicles. Economic growth gener-
atesincreases in fuel purchases and tax revenues, whereas growth in relative fuel

prices and in fuel efficiency generates reductionsin fuel purchases and revenues.>

CBO developsits own projections of the inputs into its model. I1ts economic pro-
jection includes measures of real economic activity and prices. In addition, CBO
projects fuel efficiency by looking at past and expected changesin relative fuel
prices.

Diesel Tax. CBO projects purchases of diesel fuel by looking at their historical
relationship to real economic activity. Over along period of time, the number of
galons of diesel fuel consumed has grown at a dightly faster rate than real gross
domestic product (GDP), and CBO expects that relationship to continue over the
next 10 years. In CBO’s model, the recent rise in fuel prices does not cause are-
duction in the use of diesel fuel, except to the degree that GDP is affected. Because
there are limited alternatives to shipping freight by truck that do not also use diesel
fuel, businesses generally must absorb higher fuel costs or pass them along to cus-
tomers.

Truck Taxes. Growth in the other sources of trust fund revenues—the retail sales
tax on trucks, thetire tax, and the highway use tax—is also projected on the basis

3. Fuel pricesin CBO's model largely capture the effects on the number of miles driven, and fuel
efficiency separately captures miles per gallon.



Table 4.

CBO’sCurrent Projections of Highway Trust Fund
Revenues, 2005 to 2016

Average Annual

Percentage Change

Billions of Dollars 2007- 2010-

Revenue Source 2005 2006 2007 2008 2009 2006 2009 2016
Gasoline and Gasohol Tax 25.5 263 27.0 27.7 28.4 3.2 2.6 1.8
Diesel Tax 9.3 10.0 10.4 10.7 11.1 7.8 3.7 2.9
Retail Sales Tax on Trucks 2.8 31 3.1 3.2 33 8.5 2.4 1.7
Heavy-Vehicle Use Tax 1.2 1.2 1.2 1.3 1.3 2.6 2.3 1.6
Tax on Truck Tires 0.5 0.5 0.5 0.5 0.5 2.7 2.4 1.7
Refunds -1.0 -1.0 -1.0 -1.1 -1.1 1.0 2.7 1.9
Total 382 400 412 424 435 4.7 2.8 2.1

Source: Congressional Budget Office.

Note: Numbers may not add up to totals because of rounding.

of historical relationships to real economic growth. Revenues from all of those
taxes are projected to grow more slowly than real GDP, on average, as they have
donein recent years.

CBO’sCurrent Projection of Revenuesfor the Highway Trust Fund
The revenues credited to the Highway Trust Fund will rise over the coming
decade, CBO projects, but the rate of growth will slow with time (see Table 4).
Revenues are projected to increase by 4.7 percent this year—to $40 billion from
about $38 billion last year—partly because of recent legislation that affects the tax
treatment of kerosene and hence receipts from the tax on diesel. Over the next
three years, trust fund revenues are projected to grow at an average annual rate of
2.8 percent, reaching $43.5 billion in 2009. Over the 2010-2016 period, the esti-
mated growth rate slows to an average of 2.1 percent per year.

For the trust fund's highway account, CBO projects that revenueswill be sufficient
to keep it solvent through 2008 (if annual obligation limitations are set at thelevels
specified in SAFETEA-LU). In 2009, however, the highway account is projected
to incur asmall shortfall.

Gasoline Tax. Receipts from gasoline and gasohol taxes will grow more slowly
than real GDP over the next 10 years, CBO projects—at average annual rates of
2.6 percent between 2007 and 2009 and 1.8 percent between 2010 and 2016. That
projection isinfluenced heavily by CBO’s outlook for oil markets and real eco-
nomic growth.

Nominal oil priceswill remain relatively stable through 2007, CBO projects, and
thus will decline dlightly relative to other prices, which are expected to rise. After



2007, oil prices are expected to increase at about the general rate of inflation. The
inflation-adjusted price of gasoline has jumped markedly from its average level of
2003, but CBO does not project further increases over the 10-year projection
period. The recent price rise is expected to generate steady increases in the fuel ef-
ficiency of the nation’s fleet of gasoline-powered vehicles over the next decade.

In addition, the economy is expected to continue growing in real terms, though
more strongly in the earlier years of the projection period than in the later years.
CBO projects real economic growth of 3.6 percent this year, 3.4 percent in 2007,
and an average of 3.3 percent in 2008 and 2009. After that, growth of real GDPis
projected to slow to an annual average of 2.7 percent over the 2010- 2016 period,
largely because an increasing portion of the baby-boom generation will be retiring.

Diesel and Truck Taxes. The projection of aslowdown in real economic growth
means that revenues from the levy on diesel fuel and the other highway taxes are
also expected to grow at decreasing rates over time. CBO projects that diesel fuel
revenues will increase by 3.7 percent ayear, on average, from 2007 to 2009 and by
2.9 percent ayear, on average, from 2010 to 2016. Other sources of revenue for the
Highway Trust Fund are projected to grow about 1 percentage point more slowly
than diesel fuel revenues.

Differences Between CBO’s and the Administration’s

Revenue Projections

CBO projects atotal of $167 billion in revenues for the Highway Trust Fund over
the 2006-2009 period. The Administration’s projection, $161 billion, is about 4
percent smaller. CBO’s projection of revenues for the highway account over that
period also exceeds the Administration’s estimate by about 4 percent, or $5 hillion
(see Table 5). More than half of that difference results from varying projections of
gasoline and gasohol revenues, and less than half isfrom projections of diesel fuel
revenues. Differences in projections of retail sales taxes on trucks offset a portion
of the differences in estimates of gasoline and diesel tax revenues.

The Administration and CBO generally use similar technigues to project the reve-
nues dedicated to the Highway Trust Fund, but their specific models differ in some
ways. In examining the differences, it is useful to distinguish between economic
factors and technical factors. CBO classifies differences as stemming from eco-
nomic factors if they are caused by differences in underlying projections of total
income and prices in the economy. CBO classifies all other differences as techni-
cal in nature; they typically reflect differences in models and varying interpreta-
tions of recent tax collections.

Technical differences, not economic ones, are the most significant factor explain-
ing the differences in revenue projections. CBO and the Administration make dif-
ferent assumptions about the future fuel efficiency of the vehicle fleet, use some-

what different variables to forecast diesel fuel usage, and use different historical



Table 5.

Projections of Revenues for the Highway Account
Over the 2006-2009 Period

(Billions of dollars)

Difference
(CBO minus Administration)
Billions of

Revenue Source CBO Administration Dollars Percent
Gasoline and Gasohol Tax 924 88.6 38 43
Diesel Tax 37.2 35.0 2.2 6.3
Retail Sales Tax on Trucks 12.7 13.6 -0.9 -6.3
Heavy-Vehicle Use Tax 5.0 4.7 0.2 4.6
Tax on Truck Tires 2.0 2.3 -0.3 -12.3
Refunds -3.6 -39 03 -8.5

Total 145.7 140.3 5.4 3.9

Sources: Congressional Budget Office and Department of the Treasury.

Note: Numbers may not add up to totals because of rounding.

periods in their models. Despite the divergence, the key elements of those models
are consistent with the range of resultsin the economics literature.

The Administration and CBO both project that use of gasoline and gasohol will
change in response to changes in their prices and as the economy grows. Differ-
ences in that estimated responsiveness, however, cause the two projections of fuel
usage to diverge. CBO projects that people will increase their gasoline useto a
greater extent as national income rises than the Administration does. For its part,
the Administration assumes more long-term responsiveness to changes in gasoline
prices than CBO does. Thus, compared with the Administration, CBO’s modeling
puts more weight on the revenue-increasing effects of projected income growth
and less weight on the revenue-decreasing effects of the recent rise in fuel prices.

In projecting use of diesel fuel, the Administration again assumes greater sensitiv-
ity to fuel prices and less sensitivity to economic growth than CBO does. As with
gasoline, those differences cause the Administration’s projection of diesel fuel rev-
enues to be lower than CBO’s. Unlike the Administration, CBO does not project
that the use of diesel fuel is significantly responsive to changesin its price—at
least not at the price levels currently expected. In addition, although both the
Administration and CBO use measures of real income as a primary input in their
models, CBO’s model assumes more responsiveness to changes in income. To
model those income effects, CBO uses real GDP as a measure, whereas the
Administration currently uses real disposable income and industrial production.
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Another technical factor—which explains about 5 percent to 10 percent of the total
difference in revenues over the 2006-2009 period—involves differences in esti-
mating 2005 revenues. The Administration attributed a smaller share of total
excisetax receiptsin the second half of the year to highway sourcesthan CBO did.
Asaresult, CBO's estimate of highway revenuesin 2005 was higher than the
Administration’s. That differencein the “base” year of the forecast causes CBO'’s
revenue projections to exceed the Administration’s throughout the projection
period. (Information now available suggests that revenues for 2005 were between
CBO's and the Administration’s estimates.)

Other technical differences arise in projecting revenues from retail sales taxeson
trucks. In that case, CBO projects slightly lower revenues than the Administration
does (by atotal of about $0.9 billion over the 2006-2009 period). In projecting
those tax revenues, the Administration uses its economic forecast of equipment
investment as a key determinant, whereas CBO uses its forecast of real GDP.

Differences in economic assumptions play arelatively small role—explaining
roughly 5 percent of thetotal differencein revenue projections over the 2006-2009
period, by CBO’s estimate. The major economic factors that determine the amount
of tax revenues dedicated to the Highway Trust Fund are the overall growth of the
economy and fuel prices. Currently, CBO isforecasting stronger economic growth
through 2009 than the Administration, which by itself would cause CBO’srevenue
projections to be higher than the Administration’s. However, CBO is aso forecast-
ing higher fuel prices through 2009, which would cause its revenue projections to
be lower than the Administration’s. If CBO had used the Administration’s eco-
nomic assumptions, it would have projected slightly lower revenues, narrowing
the gap between the two projections.

Uncertaintiesin CBO’s Revenue Outlook

Both CBO’s and the Administration’s projections of highway revenues face a vari-
ety of uncertainties. The economy could grow faster or more slowly than expected.
Oil prices could climb higher or fall substantially. Consumers might adjust more or
lessto changesin fuel prices (for example, by driving fewer milesin the short term
or purchasing more-fuel-efficient vehicles in the longer term). All of those
changes could affect revenues.

In addition to uncertainty about the future, thereis also some uncertainty about the
recent past. For example, analysts still do not know the extent to which consumers
reduced their use of motor fuel in response to market disruptions last fall.

The Accuracy of CBO’s Past Projections of Highway

Trust Fund Revenues

CBO regularly assesses the performance of its models and has tabulated the differ-
ences between its projections of Highway Trust Fund revenues and actual reve-
nues since 1991. To properly calculate the difference between its projections and

11



Table 6.

Aver age Difference Between CBO’s Revenue
Projectionsfor the Highway Trust Fund
Since 1991 and Actual Outcomes

(Percentage of actual revenues)

Year for Which the Projection Was Made
Previous Current Budget Budget Budget Budget Budget

Year Year Year Year +1 Year +2 VYear +3 VYear +4
Average Difference -0.2 14 * 0.1 0.3 -0.1 0.6
Average Absolute Difference 0.8 3.6 4.5 6.3 6.6 6.3 5.7

Source: Congressional Budget Office.

Notes: The comparison covers the projections made each winter since 1991. Differences are CBO’s
estimate of actual values minus the projected values. In calculating those differences, CBO
adjusted its projections for the estimated effects of any new legislation that was enacted
after a projection was made.

A positive average difference indicates that CBO underestimated the amount of revenues.
Unlike the average difference, the average absolute difference indicates the distance
between the actual and projected values without regard to whether the projections are
overestimates or underestimates.

The current year is the fiscal year in which the projections are made; the budget year is the
following year.

* = between -0.05 percent and zero.

actual outcomes, CBO adjusted the previous projections for the estimated effects
of any new legidation that was subsequently enacted. Because of alack of avail-
able data, the analysis could be done only for the entire trust fund, not the highway
account. However, the differences should be about the same, in percentage terms,
in both cases because the tax bases for the two accounts (highway and mass tran-
sit) are largely the same.

Highway revenues tended to exceed the projections that CBO made through much
of the 1990s because of unexpectedly strong economic growth and arapid increase
in purchases of sport utility vehicles (SUV's), which have below-average fuel effi-
ciency. Conversely, projections made in the years just before 2002 generally
turned out to be too high. The 2001 recession and the effects of the September 11
terrorist attacks caused trust fund revenues in 2001 to fall well below CBO’s
expectations.

The projections made since 2001 for years through 2005 have been more accurate
than the average. Whether that change reflects improvements in forecasting tech-
niques or less volatility in the revenue sources—and hence more predictability—is
difficult to determine.
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In absolute terms (ignoring whether a difference is an overestimate or an under-
estimate), the average deviation between projected and actual revenues since 1991
isincreasingly large for the first three years of a projection and then declines
dightly for the fourth and fifth years. For the year just completed, the average
absolute deviation isrelatively small—typically, less than 1 percent of actua reve-
nues (see Table 6). That average difference rises to about 3.6 percent for the year
in which the forecast is made (the “current year”), to 4.5 percent for the year after
the current year (typically referred to as the “budget year”), and to 6.6 percent for
the third year out (corresponding to 2009 in CBO’s | atest forecast). A deviation of
6.6 percent from CBO's current projection of revenues for 2009, $43.5 billion,
would correspond to ailmost $3 billion. Deviations beyond the three-year horizon
have tended to be slightly smaller, declining to 5.7 percent, in absolute average
terms, for projections made five years ahead.

By CBO's calculation, the Administration’s revenue projections for the Highway
Trust Fund tend to show asimilar pattern of differences from actual outcomes.
Forecasts done in the early to mid-1990s underestimated revenues, those made
from early 1999 through early 2001 overestimated revenues for 2001 and later
years; and forecasts produced between those two periods were generally more
accurate, on average. One projection by the Administration was significantly more
accurate than CBO's: the Administration’s February 2000 forecast, which was
lower than CBO’s, had about two-thirds of the difference from actual outcomes of
CBO's estimate. With that projection included, the Administration’s track record
has been dlightly better than CBO’s. Looking at the record without that forecast
and the onein which CBO performed best relative to the Administration, the over-
all accuracy of the two sets of projectionsis indistinguishable. The differencesin
accuracy are small and do not indicate that either organization’s methods have
been superior or statistically more reliable. The performance of the two modeling
approaches has been roughly comparable.

Possible Outcomes Based on CBO’s Past Forecasting Experience

Past differences between projections and actual Highway Trust Fund revenues
suggest that future projections have significant uncertainty. In fact, the range of
historical uncertainty is much larger than the difference between the current fore-
casts by CBO and the Administration.

One way to illustrate that uncertainty isto simulate the effect that past deviations
from actual outcomes would have on current projections. Using 2005 as a starting
point, CBO applied the deviations from each of its past 15 projections to simulate
alternative projections (see Figure 1). The alternative paths are not intended to
suggest confidence bands around CBO’s current forecast; rather, they illustrate
what revenues would look like in the future if CBO’s past forecasting errors
recurred.
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Figure 1.

Current Estimates of Highway Trust Fund Revenues
Compared with Alternative Estimates Based on
Differences Between CBO’s Past Projections and
Actual Outcomes
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Source: Congressional Budget Office.

Note: The dotted lines represent illustrative alternative projections of revenues for the Highway
Trust Fund. CBO constructed them by applying to its current projection the differences
between its past projections and actual outcomes.

History may not be agood indicator of the future for such revenue projections, of
course. In particular, wide fluctuationsin fuel prices may lie outside the range of
experience and introduce more uncertainty. Certain unexpected developmentsin
the past, such asthe shift to SUVsin the 1990s, may or may not recur.

The distribution of illustrative outcomes indicates that the Administration’s pro-
jection of revenues for the Highway Trust Fund is well within CBO’s range of out-
comes. The uncertainty of the revenue outlook encompasses very different
forecasts.

For the trust fund's highway account, CBO projects that revenues will be sufficient
to keep it solvent through 2008 (if annual obligation limitations are set at thelevels
specified in SAFETEA-LU). In 2009, however, the highway account is projected
to incur asmall shortfall. The Administration, by comparison, projects that the
account will also have balances at the end of 2008 but a greater shortfall at the end
of 2009 than CBO projects.
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Figure 2.

Current Estimates of Highway Account Balances
Compared with Potential Balances Based on
Differences Between CBO’s Past Estimates and
Actual Outcomesfor Revenues
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Source: Congressional Budget Office.

Note: The dotted lines represent illustrative alternative projections of the balance in the highway
account. CBO constructed them by applying to its current projection the differences between
its past projections and actual outcomes. Data are for balances at the end of the year.

Simulations based on historical differences between CBO’s projections and actual
outcomes suggest significant uncertainty about when balances in the account will
be exhausted, from 2008 to beyond 2010 (see Figure 2). If actual revenuesfall
short of projections to the extent that occurred with CBO’s forecasts produced in
and just before 2001, then the highway account may run out of funds as early as
2008. (That assumes, for example, that the percentage differences between the
January 2001 forecast and actual outcomes for the 2001-2004 period occur for the
current forecast for the 2006-2009 period.) However, if revenues exceed current
projections by amounts consistent with the deviations from CBO’s forecasts for
the 1990s, the highway account may be in surplus for some period beyond 20009.
(Some uncertainty in the outlay projections also exists, even if revenues are pro-
jected perfectly. Uncertainty about outlays is not incorporated into those simula-
tions except to reflect RABA adjustments in response to alternative revenue
paths.)

Both of those statistical exercisesillustrate that a difference in the projections of
CBO and the Administration is not an indicator of their reliability or of the likeli-
hood of trust fund exhaustion. Revenue projections are subject to agreat deal of
uncertainty. Even if CBO and the Administration produced identical projections,
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there would still be a chance that revenues would be significantly lower or higher
than projected and that the highway account would exhaust its resources either
before or after 2009.
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