JoINT Economic COMMITTEE
DEMOCRATS

REPRESENTATIVE PETE STARK (D-CA) — RANKING M EMBER

Economic PoLicy BRIEF May 2003

A ReaLITY CHEcCK oON “FAITH-BASED” REVENUE ESTIMATION

ExECUTIVE SUMMARY

The Congressional Budget Office’ sanaysisof the
President’s budgetary proposals for fiscal year
2004 found that those proposals would add $2.7
trillion to the cumulative 2004-2013 budget deficit.
The CBO analysisalso providesareality check on
committed supply-siderswho assert that adifferent
method of budget estimation known as “dynamic
scoring” would produce substantially smaller
estimates of the budgetary costs of those policies.

This JEC Democratic staff study findsthat CBO’s
analysisof the potential macroeconomic effects of
the President’ sbudgetary proposals providesstrong
support for critics of dynamic scoring, who believe
that it isneither feasible nor desirableto incorporate
dynamic analysis into the normal revenue
estimating process. In particular, the following
lessons can be drawn from the CBO analysis.

= Thereisno uniquely appropriate model or
framework for conducting dynamic budget
anaysis.

= Considerabledisagreement and uncertainty
exists about many of the key economic
effects and policy assumptions that must
be incorporated into thiskind of analysis.

= Dynamic analysisisaslikely to add to the
estimated revenue loss from atax cut asto
lower it.

=  Dynamic analysis is unlikely to produce
revenue estimates that are substantially
different from those produced using current
methods of revenue scoring.

= Tax cuts (and spending increases) can also
have demand-side (business-cycle) effects
in the near term, but those are temporary.

The lessons from CBO’ s analysis of the potential
macroeconomic effects of the President’s
budgetary proposal s strengthen the conclusions of
an earlier JEC Democratic staff study comparing
the centerpiece of those proposals, the “Jobs and
Growth Initiative,” with aDemocratic alternative.
Together these studies show the following:

» Inthefirst year, the Democratic aternative
would provide roughly twice as large a
boost to jobs and growth asthe President’s
proposal. The Demacratic plan raises GDP
up to 1.6 percent by the end of the year and
creates 1.1 million jobs.

» The President’s plan continues to provide
demand stimulus beyond when it is
effective, which puts upward pressure on
interest rates and hurts long-term growth.

= Based on standard budget estimation
methods, the President’s plan is nearly
seventimesasexpensive asthe Democratic
aternative.

=  When short-run increases in revenue and
long-term debt service costs are included,
the President’s plan is nine times as
expensive as the Democratic alternative,
yetitislesseffectivein generating jobsand
growth in the short run, while hurting
growth and income in the long run.

JoINT Economic ComMITTEE © 804 HART SENATE OFFIcE BuiLDING ® WASHINGTON, D.C. 20510 « 202-224-0372




A ReaLITY CHEck oN “FaITH-BAseD” REVENUE EsTiMATION — EXECUTIVE SUMMARY

Bush Plan Produces Fewer Jobs and Less
Growth in the First Year
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Bush Plan Has Much Higher Budgetary
Costs
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