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GENERAL LEAVE

Mr. NEY. Mr. Speaker, | ask unani-
mous consent that all Members may
have 5 legislative days within which to
revise and extend their remarks and in-
clude extraneous material on the sub-
ject of House Resolution 110.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from Ohio?

There was no objection.

———

APPOINTMENT AS MEMBER TO
TICKET TO WORK AND WORK IN-
CENTIVES ADVISORY PANEL

The SPEAKER pro tempore. Pursu-
ant to section 101(f)(3) of the Ticket to
Work and Work Incentives Improve-
ment Act of 1999 (42 U.S.C. 1320b-19),
and the order of the House of January
8, 2003, the Chair announces the Speak-
er’s appointment of the following mem-
ber on the part of the House to the
Ticket to Work and Work Incentives
Advisory Panel:

Mrs. Berthy De la Rosa-Aponte, Coo-
per City, Florida, to a four-year term.

—————

SPECIAL ORDERS

The SPEAKER pro tempore (Mr.
CULBERSON). Under the Speaker’s an-
nounced policy of January 7, 2003, and
under a previous order of the House,
the following Members will be recog-
nized for 5 minutes each.

———

TAX CUTS FOR THE WEALTHY
NOT HEALTHY

The SPEAKER pro tempore. Under a
previous order of the House, the gen-
tleman from Oregon (Mr. DEFAZIO) is
recognized for 5 minutes.

Mr. DEFAZIO. Mr. Speaker, 2 years
ago, as the recession began and the
government was projecting a $5.6 tril-
lion surplus, the President muscled
through a big $1.2 trillion tax cut based
on those rosy projections that we
would have surpluses as far as the eye
could see. He said we could have it all.
We could fully fund the Social Security
Trust Fund and the lockbox and the
Medicare Trust Fund and the lockbox,
we could increase spending for edu-
cation, the military, and we could cut
taxes. A number of us at the time said,
well, we really should not spend the
money before we have it in the bank,
and we said, let us do it year by year.
We lost and we went forward.

Now, they also said at the time, and
this is a quote from the gentleman
from California (Mr. THOMAS), the
chairman of the House Committee on
Ways and Means, that their $1.2 trillion
tax proposal was the solution for the
then beginnings of the malaise of the
United States economy.
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The quote, ‘‘By moving quickly our
hope is to have both monetary and fis-
cal policy pull this economy out of its
nose dive.”
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Since the gentleman from California
(Mr. THOMAS) made that statement on
the day the bill was passed, March 8,
2001, the United States of America has
lost a million jobs and the economy is
still in decline.

Now the entire surplus has vanished.
We are now confronted with deficits as
far as the eye can see. And what do
they propose? They propose now to bor-
row money to give tax cuts. That is
right. We are going to borrow money to
give tax cuts. Never before in the his-
tory of our Nation will we have bor-
rowed so much, a trillion dollars, to
give to so few. A few thousand individ-
uals will benefit principally from this
massive tax giveaway.

Every penny of the Social Security
surplus only paid by wage-earning
Americans will be borrowed and in
great part transferred to those who
earn over a million dollars a year,
$105,000 each average tax cut for people
who earn over a million dollars a year.
It is an awful lot of Social Security
taxes. That is an awful lot of hours
worked by Americans and their fami-
lies to finance those tax cuts for the
wealthiest of the wealthy. The top 5
percent, $200,000 and up, will get 64 per-
cent of the benefits. And as | said, fam-
ilies $1 million and up will average
$105,600. And it principally goes to peo-
ple who do not work for wages.

Somehow this administration honors
those who either inherited or other-
wise, perhaps they were part of the
Enron scam or something else have ac-
cumulated a bunch of money, or other-
wise honorably earned a bunch of
money, but they can invest for a living.
They do not work for wages. They do
not have to go in 40 hours a week, 60
hours a week. They do not have to hold
two jobs. They do not have to work for
wages. They should pay a tax rate
lower, according to this administra-
tion, than working American families.

Now, in the short term they say this
trickle down from these wealthy people
will put those working wage-earning
folks back to work, and understand
their theory since wage earners will
pay higher taxers than investors, that
will ultimately undo the deficits. We
will get the money from the wage earn-
ers because the investors will not be
paying the taxes anymore. But even to
get there, they had to put in a Brook-
lyn Bridge provision which is that
many of the provisions of this legisla-
tion will expire in a few years. Other-
wise, the cost tag would go over a tril-
lion dollars; and since we are bor-
rowing all this money to give back,
that would be a problem with a lot of
folks. So the Brooklyn Bridge provi-
sion says that most of these tax cuts,
except the ones that go to the wealthy,
will expire in 2005. So the child care
credit increase up to a thousand dol-
lars, well, that drops back down to $700
in 2005. The increasing of the 10 percent
bracket for the lowest income earners,
those around $12,000-$14,000 a year,
well, that expires in 2005. Married cou-
ples, helping to do away with the mar-
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riage penalty, that expires in 2005. The
AMT, a lot of people do not know what
that is, but a lot of middle-income fam-
ilies and upper-middle-income families
will be falling into this trap, it needs
to be fixed, that expires in 2005.

But guess what? The capital gains
and dividend provisions, those that
give the $105,000 a year to the families
that earn over a million dollars, that
never expires under the proposal the
House will vote on tomorrow. And the
top bracket rate reductions, those will
not ever expire either. Wage-earning
suckers will pay the bill while people
who can afford to invest for a living
will reap the benefits.

But this is trickle-down economics
revisited; and as we know, it worked
really well in the 1980s. In fact, DicK
CHENEY was one of the principal archi-
tects back then to the deficit-pro-
ducing, job-killing, trickle-down eco-
nomics of the 1980s; and now we will re-
visit it in the 21st century. Shame on
this House of Representatives for
bringing up this bill in this manner
with this constrained debate with no
alternative that would produce jobs
and wealth in this country allowed to
be offered.

———

MACROECONOMIC ANALYSIS OF
H.R. 2, THE *“JOBS AND GROWTH
RECONCILIATION TAX ACT OF
2003 PREPARED BY THE STAFF
OF THE JOINT COMMITTEE ON
TAXATION

The SPEAKER pro tempore. Under a pre-
vious order of the House, the gentleman from
California (Mr. THOMAS) is recognized for 5
minutes.

Mr. THOMAS. Mr. Speaker, pursuant to
clause 3 (h)(2)(A)(iii) of rule XIII, I submitted
the following macroeconomic impact analysis:

In accordance with House Rule XI111.3(h)(2),
this document, prepared by the staff of the
Joint Committee on Taxation (“‘Joint Com-
mittee staff’’), provides a macroeconomic
analysis of H.R. 2, the ‘““Jobs and Growth
Reconciliation Tax Act of 2003.” The anal-
ysis presents the results of simulating the
changes contained in H.R. 2 under three eco-
nomic models of the economy. The models
employ a variety of assumptions regarding
Federal fiscal policy, monetary policy, and
behavioral responses to the proposed changes
in law.

1. DESCRIPTION OF MODELS AND RESULTS

FORMAT
(A) MODELS

The Macroeconomic Equilibrium Growth
(““MEG”’) model.—This model, developed by
the Joint Committee staff, is based on the
standard, neoclassical assumption that the
amount of output is determined by the avail-
ability of labor and capital, and in the long
run, prices adjust so that demand equals sup-
ply. This feature of MEG is comparable to a
Solow growth model, described as the ‘“‘text-
book growth model” by the Congressional
Budget Office (An Analysis of the President’s
Budgetary Proposals for Fiscal Year 2004,
March 2003, pp. 28-29) (‘‘CBO”). Individuals
are assumed to make decisions based on ob-
served characteristics of the economy, in-
cluding current period wages, prices, interest
rates, tax rates, and government spending
levels. Because individuals do not anticipate
changes in the economy or government fi-
nances, this type of behavior is referred to as


Genevieve.Cowan
Highlight


H3830

““myopic behavior.”” Consumption in MEG is
determined according to the life-cycle the-
ory, which implies that individuals attempt
to even out their consumption patterns dur-
ing their lifetimes.

MEG differs from a simple neoclassical
growth model in that prices in MEG adjust
to equilibrate supply and demand with a
delay or lag, rather than instantaneously.
This feature allows the model to simulate a
disequilibrium adjustment path, in which re-
sources may be underemployed or over-em-
ployed (used at an unsustainable rate) in re-
sponse to policies that stimulate or depress
economic activity. It also allows an analysis
of the effects of differing intervention poli-
cies by the Federal Reserve Board. In this re-
spect, the MEG model resembles econo-
metric models such as the Macroeconomic
Advisers model and the Global Insight
model.

In the MEG simulations in each of the ta-
bles below, it is assumed that the Federal
Reserve Board either acts aggressively by
raising interest rates to counteract almost
completely any demand stimulus provided
by H.R. 2 (““MEG aggressive Fed response’’),
or remains neutral with respect to any
changes in fiscal policy, allowing temporary
changes in demand to affect levels of em-
ployment and output (“‘MEG neutral Fed re-
sponse’’).

The Global Insight (“‘GI'’) econometric
model.—Like the MEG model, this commer-
cially available model is capable of simu-
lating disequilibrium  adjustments to
changes in demand. The model is made up of
a set of equations that estimate from histor-
ical data the behavioral coefficients that de-
termine the timing and strength of economic
relationships within the model. Comparable
parameters in the MEG and OLG models are
derived from economic research. In many
cases this research is also based on econo-
metric analysis of historical data.

Individuals and firms behave myopically in
the GI model. For this analysis, the Joint
Committee staff uses an estimated monetary
reaction function designed to moderate
gradually, but not completely offset, devi-
ations from full employment by lowering or
increasing interest rates. Thus, if the econ-
omy is operating near capacity, proposals
that increase employment and accelerate the
economy will result in increasing interest
rates.

The overlapping generations life cycle
model (““OLG”’).—In this model, individuals
are assumed to make consumption and labor
supply decisions with perfect foresight of
economic conditions, such as wages, prices,
interest rates, tax rates, and government
spending, over their lifetimes. The OLG
model is similar to the type of model de-
scribed as a “‘life cycle model’’ by the CBO,
ibid.

One result of the perfect foresight assump-
tion is that if a policy results in an economi-
cally unstable outcome, such as increasing
government deficits indefinitely into the fu-
ture, the model will not solve. Therefore, to
run simulations in this model, it is necessary
to assume that an offsetting budget bal-
ancing fiscal policy will be enacted. In the
tables below, it is assumed that either gov-
ernment spending will be reduced after 2013
to offset the tax cut (““OLG future govern-
ment spending offset””) or individual income
tax rates will be increased after 2013 (“‘OLG
future tax rate increase”).

The cut in government spending to offset
the costs of a tax cut can be modeled either
as a cut in transfer payments, as is presented
here, or as a cut in ‘““‘non-productive govern-
ment spending.” The latter assumption is
used in CBO, ibid. The difference between the
two approaches is that consumers are as-
sumed to value transfer payments, and thus
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work and save more within the budget win-
dow in anticipation of losing them; but they
are assumed not to value non-productive
spending, and therefore do not increase work
or savings in anticipation of this cut. Thus,
the anticipation of valued spending cuts re-
sults in more growth in the early years than
the anticipation of non-valued spending cuts.
(B) RESULTS FORMAT

Because the exact time path of the econo-
my’s adjustment to changes such as a new
tax policy is highly uncertain, the Joint
Committee staff presents results as percent
changes during the Congressional budgeting
time frame. In addition, for the MEG and
OLG models, which have been designed to
provide long-run equilibrium results, infor-
mation is provided about the long run. While
it is impossible to incorporate unknowable
intervening circumstances, such as major re-
source or technological discoveries or short-
ages, these models are designed to predict
the long-run effects of policy changes, as-
suming other, unpredictable influences are
held constant.

Because the MED model is myopic, if the
policy simulated is ultimately a fiscally un-
stable policy, such as a net decrease in taxes
that produces deficits that grow faster than
the rate of growth of the economy, ‘“‘long-
run’ is defined as the last period before the
model fails to solve because of this unstable
situation. For the OLG simulations, which
incorporate a stabilizing fiscal policy offset,
“long-run’’ is defined as the eventual steady-
state solution.

2. ESTIMATED MACROECONOMIC EFFECTS OF

H.R. 2

The magnitude of the macroeconomic ef-
fects generated by these simulations depends
upon a number of assumptions, some of
which are described above, that are inherent

in the models used. Several additional as-
sumptions detailed below.
(A) ASSUMPTIONS
Effect of tax rate reductions on invest-
ment.—Reductions in marginal tax rates
(tax rates on the last dollar of income
earned) on interest, dividend, or -capital

gains income create incentives for individ-
uals to save and invest a larger share of their
income, as each additional dollar of invest-
ment yields more after-tax income. Con-
versely, reductions in the average tax rate
on income from capital provide taxpayers
with more after-tax income for the same
amount of investment, reducing their incen-
tive to save and invest. Changes in the statu-
tory tax rate affect both marginal and aver-
age rates of tax on these sources of income,
providing potentially offsetting incentives.
Consistent with existing research, the model
simulations assume that on net, the mar-
ginal rate effect is slightly larger than the
average rate effect, and thus decreases in tax
rates on capital income increase savings.
Effect of reductions in the dividend tax
rate.—There is general agreement that divi-
dend taxation reduces the return on invest-
ments financed with new share issues. How-
ever, there are two alternative views regard-
ing the effect of dividend taxation on cor-
porate investment returns financed with re-
tained earnings. The ‘‘traditional view”
holds that reductions in dividend taxes
would lower the cost of corporate investment
financed with either new share issues or re-
tained earnings, and thus would provide an
incentive for corporations to increase invest-
ment. Alternatively, the ““new view,”” holds
that a reduction in the dividend tax rate
would not lower the cost of corporate invest-
ment financed with retained earnings. Under
this view, a decrease in the dividend tax rate
would result in an immediate increase in the
value of outstanding stock reflecting the re-
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duction in dividend tax payments, thus in-
creasing the wealth of the stockholders, and
providing an incentive for additional con-
sumption. The model simulations assume
that half of the corporate sector is in accord-
ance with the traditional view and half with
the new view.

Foreign investment flows.—Increased Fed-
eral government budget deficits increase the
amount of borrowing by the Federal govern-
ment. Unless individuals increase their sav-
ings enough to finance completely the in-
creased deficit, the increase in government
borrowing will reduce the amount of domes-
tic capital available to finance private in-
vestment. This effect is often referred to as
the “‘crowding out’ of private business activ-
ity by Federal government activity. A reduc-
tion in national saving may lead to a reduc-
tion in domestic investment, and domestic
capital formation, depending on the mobility
of international capital flows. The govern-
ment and private firms would compete for
the supply of available funds and interest
rates would rise to equate the demand and
supply of funds. Returns on foreign invest-
ments would accure mainly to foreigners and
would only increase the resources available
to Americans to the extent that higher do-
mestic investment resulted in higher wages
in the United States. The MEG and GI sim-
ulations incorporate an assumption that
there would be some in-flow of foreign cap-
ital to the extent that the rate of return on
capital is increased by the tax policy. How-
ever, the inflow in foreign capital is not
enough to offset completely the increased
Federal borrowing. The OLG simulations as-
sume there is no inflow of foreign capital.

Effect of tax rate reductions on labor sup-
ply.—As in the case of savings responses, tax
rate reductions provide offsetting labor sup-
ply incentives. Reductions in the marginal
tax rate on earnings create an incentive to
work more because taxpayers get to keep
more of each dollar earned, making each ad-
ditional hour of work more valuable; while
reductions in the average tax rate create an
incentive to work less, because they result in
taxpayers having more after-tax income at
their disposal for a given amount of work.

Consistent with existing research, the sim-
ulations assume that taxpayers in different
financial positions respond differently to
these incentives. Typically, the largest re-
sponse comes from secondary workers (indi-
viduals whose wages make a smaller con-
tribution to household income than the pri-
mary earner in the household) and other un-
deremployed individuals entering the labor
market. As described above, labor supply re-
sponses are modeled separately for four dif-
ferent groups in MEG: low income primary
earners, other primary earners, low income
secondary earners, and other secondary earn-
ers.

Effects of reductions in tax liability on de-
mand.—Generally, any net reduction in
taxes results in taxpayers making more pur-
chases because they have more take-home
income at their disposal. Policies that in-
crease incentives for taxpayers to spend
their income rather than save it provide a
bigger market for the output of businesses.
The amount of economic stimulus resulting
from demand side incentives depends on
whether the economy has excess capacity at
the time of enactment of the policy, and on
how the Federal Reserve Board reacts to the
policy. If the economy is already producing
near capacity, demand-side policies may, in-
stead, result in inflation, as consumers bid
up prices to compete for a fixed amount of
output. If the Federal Reserve Board believes
there is a risk that the policy will result in
inflation, it may raise interest rates to dis-
courage consumption. In this case, depending
on how strongly the Federal Reserve Board
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reacts, little, if any increase in spending will
occur as a result of would-be stimulative tax
policy. The MEG aggressive Fed response
simulation assumes the Federal Reserve
Board completely counteracts demand stim-
ulus; the MEG neutral Fed response simula-
tion assumes the Federal Reserve Board ig-
nores the stimulus; and the GI simulation
assumes the Federal Reserve Board partially
counteracts demand stimulus. The OLG sim-
ulations have no monetary sector because
they assume demand automatically adjusts
to supply through market forces.
(B) SIMULATION RESULTS
Economic Growth.—

TABLE 1.—EFFECTS ON NOMINAL GROSS DOMESTIC
PRODUCT PERCENT CHANGE IN NOMINAL GDP

Calendar years

2003-08 2009-13

Neoclassical Growth Model:

MEG—aggressive Fed reaction 0.3 0.2

MEG—neutral Fed reaction ...... 0.9 1.0
Econometric Model:

Gl Fed Taylor reaction function .......... 15 12
Life Cycle Model With Forward Lookin Behavior:

OLG Reduced Government Spen mg in 2014 . na. na.

OLG Increased Taxes in 2014 .. na. na.

TABLE 2.—EFFECTS ON REAL GROSS DOMESTIC PRODUCT
PERCENT CHANGE IN NOMINAL GDP

Calendar years

2003-08 2009-13

Neoclassical Growth Model:

MEG—aggressive Fed reaction 0.2 -01

MEG—neutral Fed reaction ...... 0.3 0.0
Econometric Model:

Gl Fed Taylor reaction function ........... 0.9 -01
Life Cycle Model With Forward Looking Behavior:

OLG Reduced Government Spending in 2014 ..... 0.2 -01

OLG Increased Taxes in 2014 0.2 -02

As shown in Table 1, depending on the as-
sumed Federal Reserve Board reaction to the
policy, the estimated change in Gross Do-
mestic Product (‘“GDP’’) due to this proposal
can range at least from a 0.3 percent (an av-
erage of $43 billion) to a 1.5 percent (an aver-
age of $183 billion) increase in nominal, or
current dollar GDP over the first five years,
and 0.2 percent to a 1.2 percent increase over
the second five years. As shown on Table 2,
depending on the assumed Federal Reserve
Board reaction to the policy, and on how
much taxpayers anticipate and plan for the
effects of future Federal government defi-
cits, the change in real (inflation-adjusted)
GDP due to those proposal can range from a
0.2 percent (an average of $18 billion per
year) to a 0.9 percent (an average of $76 bil-
lion per year) increase in real GDP over the
first five years, with a small decrease over
the second five years.

Investment.—

TABLE 3.—EFFECTS ON CAPITAL STOCK

Calendar years

2003-08 2009-13

Percent Change in Non-Residential Capital Stock
Neoclassical Growth Model:

MEG—aggressive Fed reaction 0.6 04

MEG—neutral Fed reaction ...... 0.8 0.6
Econometric Model:

Gl Fed Taylor reaction function ......... 15 04
Life Cycle Model With Forward Looking Behavior:

OLG Reduced Government Spending in 2014 . 0.1 -07

OLG Increased Taxes in 2014 0.1 -08

Percent Change in Residential Housing Stock

Neoclassical Growth Model:

MEG—aggressive Fed reaction -10 -15

MEG—neutral Fed reaction ...... -08 -11
Econometric Model:

Gl Fed Taylor reaction function ......... —-05 -13
Life Cycle Model With Forward Looking Behavi

OLG Reduced Government Spending in 2014 ..... -02 -01

OLG Increased Taxes in 2014 ..........ccocouurrvvvivnnns -02 -0.1

As the results in Table 3 indicate, this pol-
icy may increase investment in non-residen-
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tial capital in the first five years by 0.1 per-
cent to 1.5 percent, while reducing invest-
ment in residential capital by —0.2 percent
to —1.0 percent because of the reduced cost
of capital, which is due to the reduction in
taxation of dividends and capital gains, and
the temporary bonus depreciation. The in-
vestment incentives for producers’ equip-
ment in this proposal are likely to shift
some investment from housing to other cap-
ital. The size of the shift differs between the
simulations because of different assumptions
about adjustment costs and savings re-
sponses. In the second five years, the sunset
of the bonus depreciation provision, com-
bined with the negative effects of crowding
out will slow increases in private nonresiden-
tial investment. The simulations indicate
that eventually the effects of the increasing
deficit will outweigh the positive effects of
the tax policy, and the build up of private
nonresidential capital stock will likely de-
cline.
Labor Supply and Employment.—

TABLE 4.—EFFECTS ON EMPLOYMENT PERCENT CHANGE
IN EMPLOYMENT

Calendar years

2003-08 2009-12

Neoclassical Growth Model:

MEG—aggressive Fed reaction 0.2 0.0

MED—neutral Fed reaction ... 0.4 -0.1
Econometric Model:

Gl Fed Taylor reaction function ..............cccoeeevevee. 038 —04
Life Cycle Model With Forward Looking Behavior:

OLG Reduced Government Spending in 2014 . 0.2 -01

OLG Increased Taxes in 2014 0.2 -01

As shown in Table 4, employment may in-
crease from 0.2 percent (approximately
230,000 new jobs) to 0.8 percent (about 900,000
new jobs) in the first five years, as the ef-
fects of the acceleration of individual rate
cuts, and the initial increase in investment
prevail. Employment increases in the first
five years because of both the positive labor
supply incentive from the individual rate
cuts, and the economic stimulus effect of the
proposal taken as a whole. This increase dis-
appears by the end of the budget period,
ranging from 0 percent to —0.4 percent. The
acceleration of the individual tax rate reduc-
tions is effectively a temporary provision
relative to present law; thus, the positive
labor supply incentives are temporary.

A substantial portion of the tax cuts in the
proposed growth package, those attributable
to the acceleration of the individual income
tax provisions in the Economic Growth and
Tax Relief Reconciliation Act of 2001
(“EGTRRA”), and the bonus depreciation/
NOL carryback combination are temporary
(operating from 2003-2006), and therefore
likely to result in modest demand stimulus
primarily in the first five years in the my-
opic models. In the OLG stimulations, in
which individuals foresee the temporary na-
ture of the stimulus, the increase in con-
sumption is spread across both periods.

3. BUDGETARY EFFECTS

When the macroeconomic effects of a
change in tax policy are taken into account,
estimates of the change in receipts due to
the proposal may change. To the extent that
a new policy changes the rate of growth of
the economy, it is likely to change the
amount of taxable income, which will have a
““feedback effect’” on receipts. In addition, by
increasing the after-tax return on invest-
ments in capital that generate taxable in-
come, a change in policy may shift invest-
ment from non-taxable or tax-favored sec-
tors, such as the owner-occupied housing
market, into the taxable sector, and thereby
increase receipts. The model simulations in-
dicate that the policy analyzed here is likely
to result in more economic growth in the
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first five years than under current law, and
hence results in less revenue loss than what
is predicted using conventional revenue esti-
mates. As the GDP growth declines in years
6-10, the revenue feedback also declines.

A change in policy, however, may result in
inflation as well as real economic growth. In-
flation causes increases in nominal revenues
(revenues measured in current dollars), with-
out necessarily increasing the purchasing
power of the Federal government. Conven-
tional budget analysis is conducted in nomi-
nal dollars. To the extent that this analysis
applies equally to revenue and expenditure
estimates, this practice provides a reason-
ably accurate picture of the effects of infla-
tion on the Federal budget. However, the
Joint Committee staff analyzes the effects of
tax policy on receipts, but not spending. Re-
porting revenues due to inflation, without
reporting the commensurate budget effects
would present an inaccurate picture of the
effects of the proposal on the entire deficit.
Therefore, the Joint Committee staff pro-
vides budgetary analysis in real (inflation-
adjusted), rather than nominal terms. Table
5 shows the percent revenue feedback rel-
ative to the conventional revenue estimate,
in real terms.

Even when presented in real terms, rev-
enue feedback analysis alone may provide an
incomplete picture of the effects of tax pol-
icy on the Federal budget. To the extent
that the policy results in a net decrease in
Federal receipts, with no offsetting expendi-
ture reductions, the policy results in an in-
crease in the Federal deficit. Increases in the
Federal deficit generate additional debt serv-
ice costs.

To determine how changes in tax policy af-
fect the ability of the government to meet
its current and future obligations it is help-
ful to compare tax-induced changes in the
deficit and GDP. If GDP is growing faster
than the deficit, the fiscal situation is im-
proving, whereas if the deficit is growing
faster, the fiscal situation is worsening. If
deficits are growing faster (slower) than
GDP, then the ratio of Federal debt to GDP
would increase (decrease), which implies
that future generations would have less
(more) income to consume and invest after
making payments on the debt.

TABLE 5.—EFFECTS ON REAL REVENUES PERCENT FEED-
BACK IN REAL REVENUES RELATIVE TO REAL CONVEN-
TIONAL ESTIMATE

Calendar Years

2003-08 2003-13

Neoclassical Growth Model:

MEG—aggressive Fed reaction 9.8 36

MEG—neutral Fed reaction ... 215 234
Economic Model:

Gl Fed Taylor reaction function ...........c..cocenee 16.1 118
Life Cycle Model With Forward Looking Behavior:

OLG Reduced Government Spendmg in 2014 . 6.1 3.0

OLG Increased Taxes in 2014 .. 58 26

Table 5 shows the relationship between the
change in receipts generated using macro-
economic analysis, and the predicted change
in receipts provided by a conventional rev-
enue estimate. A positive percentage indi-
cates the estimated revenue loss is less when
macroeconomic effects are taken into ac-
count than when estimated using conven-
tional methods. As the simulations indicate,
depending on how much temporary demand
stimulus is generated by the proposal, the
revenue feedback could range from 5.8 per-
cent to 27.5 percent in the first five years,
and 2.6 percent to 23.4 percent over the ten-
year budget period.

4. DATA SOURCES

All of the macroeconomic models used by
the Joint Committee staff are based pri-
marily on quarterly National Income and
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Product Account (““NIPA’’) data published by
the Bureau of Economic Analysis, U.S. De-
partment of Commerce. In the MEG model,
and to the extent possible in the commercial
models, Joint Committee staff use the fore-
cast for Federal and State and local govern-
ment expenditures and receipts forecast by
the Congressional Budget Office (The Budget
and Economic Outlook: Fiscal Years 2004-
2013, January 2003) instead of the NIPA series
for these fiscal variables. For purposes of
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modeling changes in average and marginal
tax rates in the macroeconomic models, the
Joint Committee staff use microsimulation
models that are based on tax return data
provided by the Statistics of Income Division
of the Internal Revenue Service (“‘SOI”’).

The Joint Committee staff uses these
microsimulation models to determine aver-
age tax rates and average marginal tax rates
for the different sources of income in each
model, and to calculate the changes in these

TABLE 6.—PERCENT CHANGE IN TAX RATES DUE TO PROPOSAL
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rates due to the proposal. The tax calculator
calculates the change in liability due to the
proposal for each record. These changes are
aggregated for use in the macroeconomic
models according to the different levels of
disaggregation in each model. In the aggre-
gations, averages are weighted by the in-
come for each group. The percent change in
average and marginal rates due to this pro-
posal are:

Average marginal tax rate on

Average
Year tax rate on :
. Capital
wages Wages Interest Dividends qains
2003 -1 -9 -1 —-51 —24
2004 —-10 -6 -8 —49 -23
2005 -9 -3 -6 -52 —24
2006 0 0 0 —48 -23
2007 -1 0 0 —48 -23
2008 0 0 0 —-50 -22
2009 -1 0 0 —47 -22
2010 -1 0 0 —48 -22
2011 -1 0 0 —52 -22
2012 -1 0 0 —-50 =21
2013 0 0 0 0 0

To obtain information about the effects of
proposals affecting business tax liability, the
Joint Committee staff uses a corporate tax
microsimulation model that is similar in
structure to the individual tax model. This
data source for the corporate model is a sam-
ple of approximately 140,000 corporate tax re-
turns provided by SOI.

Depending on the requirements of the pol-
icy simulation, the corporate model can be
run either on a full cross section of sampled
tax returns, (i.e., one full year, or on a panel
of returns constructed from any combination
of tax years in the 1987 through 1998 period).
This panel feature is particularly useful in
tracking net operating losses and credits
that can be either carried back or carried
forward to other tax years.

Finally, Joint Committee microsimulation
tax calculators are also used to help assess
the effect of a tax proposal on the cost of
capital because some firms are operating at
or near a net operating loss (‘““NOL’’) posi-
tion, not all of the 50 percent of equipment
expenses can be deducted by each firm each
year. A key component of the cost of capital
is the net present value of depreciation de-
ductions. An increase in the value of the de-
preciation deduction lowers the cost of cap-
ital. The calculated percent increases in the
net present value of the depreciation deduc-
tion due to this proposal are shown below
(the change is different for each of the first
three years because of the temporary nature
of the bonus depreciation provisions in
present law and in the proposal):

TABLE 7.—EFFECTS ON NET PRESENT VALUE OF
DEPRECIATION DEDUCTION

Percent change

Year from present law

2003 83
2004 9.1
2005 15.4

2006 .005

5. CONCLUSION

The Joint Committee staff model simula-
tions indicate that H.R. 2 would likely stim-
ulate the economy immediately after enact-
ment by creating temporary incentives to in-
crease work effort, business investment, and
consumption. This stimulus is reduced over
time because the consumption, labor, and in-
vestment incentives are temporary, and be-
cause the positive business investment in-
centives arising from the tax policy are
eventually likely to be outweighted by the
reduction in national savings due to increas-
ing Federal government deficits.

The SPEAKER pro tempore (Mr.
GINGREY). Under a previous order of the
House, the gentleman from Indiana
(Mr. BURTON) is recognized for 5 min-
utes.

(Mr. BURTON of Indiana addressed
the House. His remarks will appear
hereafter in the Extensions of Re-
marks.)

——

The SPEAKER pro tempore. Under a
previous order of the House, the gen-
tleman from California (Mr. FILNER) is
recognized for 5 minutes.

(Mr. FILNER addressed the House.
His remarks will appear hereafter in
the Extensions of Remarks.)

———

SUPPORTING JOBS AND GROWTH
ACT OF 2003

The SPEAKER pro tempore. Under a
previous order of the House, the gen-
tleman from Texas (Mr. HENSARLING) is
recognized for 5 minutes.

Mr. HENSARLING. Mr. Speaker, |
rise today in strong support of H.R. 2,
the Jobs and Growth Act of 2003. Now
that we have won the battle for Bagh-
dad and liberated the people of Iraq
from despotism, it is time to win the
battle for jobs and liberate the Amer-
ican family from economic uncer-
tainty.

American families need more job op-
portunities and they need them now.
The Democrats’ plan for the American
family is the same that it has been for
50 years, tax and spend, tax and spend,
in other words, to take a larger slice of
the family income pie. Our plan, the
Republican plan, is to grow the size of
that family income pie by growing the
economy. Democrats have a plan to
create more government. Republicans
have a plan to create more jobs. The
Republican plan will create 1.2 million
new jobs by the end of 2004. The Demo-
crat plan grows the government and
erases tax relief, increasing taxes by
$128 billion, dramatically threatening
our economic recovery.

Mr. Speaker, Americans want more
jobs, not more government. When eco-

nomic growth occurs, businesses gen-
erate greater profits, more people go to
work, they get better jobs, and they
get better wages. But to encourage in-
dividuals and families to risk their
time, to risk their savings on that new
software idea, a transmission repair
shop or any other enterprise, they need
tax relief. Our plan provides it.

Mr. Speaker, we have historical evi-
dence that tax relief works. Each time
our Nation has significantly reduced
income tax rates, economic growth has
followed. After President Reagan low-
ered tax rates in the 1980s, real eco-
nomic growth averaged 3.2 percent per
year and Federal revenues actually in-
creased by 20 percent.

When President Kennedy reduced
marginal rates in the 1960s, we experi-
enced several years of 5 percent eco-
nomic growth.

The same is true of tax relief during
the 1920s, where economic growth aver-
aged 4.3 percent. The Democrats criti-
cize the Jobs and Growth Act because
they claim tax relief causes deficits.
But as | just explained, history shows
us that tax relief and business incen-
tives can grow our economy and create
jobs. That is the way to fight deficits.
And while the Democrats protest job-
creating tax relief on the one hand,
they want to bust the budget by in-
creasing Federal Government spending
by over $1 trillion on the other.

The tax relief proposed in the Repub-
lican Jobs and Growth Plan amounts to
just 2 percent of the budget. In other
words, 98 percent of the deficit problem
is on the spending side, the Democrat
side. No Democrat in Congress should
be able to look the American people in
the eye, claim to care about deficits,
yet propose to spend billions and bil-
lions more on Federal programs.

The Democrat plan guts the family
budget. It is wrong. It is unfair, and
does nothing to create jobs. Democrats
claim to love jobs. They just seem to
hate those who create them.

Now, Mr. Speaker, before becoming a
Member of Congress, | was a small
businessman for 10 years. And small
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