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Goldman Sachs Projects 2004-2013 Deficit of $4.2 Trillion
Long-lerm Budget Outiook Ear Worse than Officially’ Projected
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Source: Congressional Budget Office, Goldman Sachs, “Global Economic Research®, March 14, 2003




Gross Federal Debt

Assuming Enactment of GOP Budget Conference Report

(in trillions of $)
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The Next Ten Years:
The Budget “Sweet” Spot
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lax Cuts Explode as hrust Eunae

Cash Sulrpluses; Become Deficits
FY 2003-2023

(Billiens ofi Dollars)
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Source: 2002 Trustees Report, CBO, and Senate Budget Committee Staff
Note: Tax cut includes associated interest costs.




EFed Chairman Alan Greenspan
Believes Deficits Matter

“There Is no question that as deficits
go up, contrary to what some have said,

It does affect long-term interest rates. It
does have a negative impact on the
economy, unless attended.”

—Testimony before the Senate Banking Committee
February 11, 2003
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Greenspan Says Tax Cut Without Spendmg Reductions Could Be Damaging

By DAVID E. ROSENBALUM

WASHINGTON, April 30 — Alan
Greenspan, the chairman of the Fed-
eral Reserve Board, told Congress
today that the economy was poised to
grow without further large tax cuts,
and that budget deficits resulting
from lower taxes without offsetting
reductions in spending could be dam-
aging to the economy. Opponents of
the large cul favered by President
Bush took Mr. Greenspan’s testimo-
iy @z support for their position,

Mr. Greenspan’s siatements to the
House Financial Services Commit-
tee were made as new Treasury data
showed that tax revenues have ar-
rived at a much slower pace than
expected thiz spring. Az a conse-
quence of the revenue shortfall and
increased spending enacted this
manth, povernment and private ana-
lysts said today, the budget deficit
this fiscal year will be at least $80
billion higher than the Congressional
Budget Office projected last manth,

With a large deficit, Mr. Green-
span said, “'you will be significantly
undercutting the benefits that would
be achieved from the tax cuts."

The combination of Mr. Green-
span’s testimony and the prospects
of a higher deficit gave added ammu-
nition to Mr. Bush's political oppo-
nents, as the president continued to-
dav to press Congress (o approve a
$5350 hillion, 10-year tax cut.

“These deficit numbers are just
the latest reminder that what many
of us have expressed concern about
i% becoming even more of a prob-
lem,” sald Senator Tom Daschle of
South Dakota, the Democratic lead-
er.

The president met today on the tax
issue with Republican Congressional
leaders. Afterward, Senator Bill
Frist of Tennesses, the majority
leader, said that the president and all
the leaders wanted as large a (ax cut
as possible and that Congress might
consider maore than one 1ax measure
this year,

Ari Fleischer, the White House
spokesman, plaved down any dis-
agresment with Mr. Greenspan. Last
week, the president announced that
he would renominate Mr. Greenspan
to his fifth term as Fed chairman,
and Mr. Greenspan, 77, said he would
accepdt.

Mr. Fleischer said today that Mr.
Bush's first priorily was croaling
jobs immediately and that the gov-
ernment coubd reduce the deficit
“over time." He agreed with Mr
Greenspan that the best way (o lower
the deficit was to hold the line on
government spending.

Mr. Greenspan sald that with the
end of the uncertainties associated
with the war in Iraq, the economy
was in & position for strong growth.
But if that does not sccur, he said, the
Fed was prepared to lower Interest
rates further.

Ag is his practice, Mr, Greenspan
spoke elliptically in his Congression-
al testimony and never addressed
the tax legislation before Congress
specifically.

But he said that even without add:-
tional stimulus, “'the economy Is po-
sitioned to expand at a noticeably
better pace than it has during the
past year."

He also said new academic evi-
dence had strengthened his opinion

Daig Mills The

Alan Greenspan, the Federal Reserve chairman, before a House panel.

that budget deficits led direcily to
higher interest rates.

Mr. Greenspan’s view on Lax cuts
is similar to one he expressed in
February, but the environment has
changed. Congress is now on the
verge of drafting and voting on actu-
al tax legislation, and the Fed chair-
man’s views on economic matters
carry more weight in Congress than
the opinions of any other econosmist,

In respense (o a question about the
need for additional economic stimu-
lus, Mr. Greenspan said that with the
tax cuts enacted in 2001 and sizable
growth in government spending, "“we
already have a significant amount of
stimulus in place.”

He added that he was skeptical of
the ability of changes in tax and

spending policy to “fine tune" the
economy in the short term,

Mr. Greenspan sald he strongly
supporied the president's tax policy,
particularly the proposal to elimi-
nate taxes on most stock dividends,
“provided it is matched by cuts in
spending.

Deficits are especially important
in the near future, he said, because of
the pressure on the economy early in
the next decade when the baby boom
generailon begins to reach refire-
ment age:

The shortfall in tax revemues has
been apparent all spring, but the
magnitude did not become clear, ¢co-
nomic analysts said, until they exam-
ined the Treasury’s daily reporis of
tax receipts in the two weeks since

the April 15 filing deadline.

William C. Dudley, chief economist
at Goldman Sachs, said he was see-
ing “a prety sizable shortfall rela-
tive to expectation.”

Goldman is forecasting a $425 bil-
lion deficit in the current fiscal vear,
which ends Sept. 3. In February, the
White House projected a deficit of
£304 billion. Last month, the Congres-
sional Budget Office, using a differ-
ent method of calculation, projected
a deficit of $246 billion.

A senior Republican siaff member
in Congress who has analyzed the
Treasury data said that revenues
were running about $40 billion lower
than the Congressional Budget Of-
fice expecied. He sabd tax refumds
were about $20 billion higher than
anticipated and tax payments about
£20 hilliom lower,

Ome reason for the shortfall in rev-
enues, economisis say, is that the
poor performance by the stock mar-
ket in 2002 resulted in smaller lax
pavments of capital gains taxes and
fewer taxes paid by business execu-
tives who exercised siock options.

In addition to the deficit increase
resulting from lower revenues, the
projections by the White House and
the Congressional Budget Office do
not count the $42 billion in additional
spending, mostly for the war, that
Congress approved this month, Nor
do they consider the likelihood that
Congress will approve tax cuts and
make at least some of them refroac-
tive to Jan. 1 and the probability that
the administration will ask Congress
for additional spending awthority for
reconstruction costs in Iraq.




Democratic Plan Trumps Bush Plan in Both
Short and Long Term
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CBO Concludes “Dynamic* Effiect of Bush
Budget Would Be Small and Possibly Negative

“[T]he net effect [of the proposals in the
President’s budget] on economic output could
be either positive or negative...Importantly,
regardless of its direction, the net effect on
output through long-term changes to the
supply side ofi the economy...would probably

be small.”

—CBO Analysis ofi the President’s Budgetary.
Propesals fior Fiscal Year 2004

March, 2003




Eoulr el Seven Long-Term CBO 'Dynamic* Estimates; of Buish
Budger Shew: Larger Deficits iinan Uneer Static Scorng

($ i trllions)

Using “static” scoring, CBO projects Bush
budget has $2.71 T impact on deficit
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Only iree el Seven Long-lerm CBO  Dynamic: Estimates
Shiew: Smaller Deficitsiiihan Uneder - Static™ Scenng

$2 ($ trllions)
CBO estimates show lower deficits relative to “static”
scoring only by assuming large tax increases ($250 B
relative to today’s economy) beginning in 2014.*
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Using “static” scoring, CBO projects Bush budget
has $2.71 T impact on deficit

“Jlese three CBOestimates assuime taxpayersiwillwork arderthis decade te save for
nigher texes, that will'bereguired to halance budget andiservice debi 1in 2014 and heyond.
Soeurce: CBO
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“The tax cut teur™
Cleveland Plain Dealer, April 24, 2003

“Althoughi the dividends tax cut Bush seeks might
someday be a reasonable step, that day IS not now.
Not amid talk of a federal deficit approaching $500
pillion next year. Not when Alan Greenspan, the
Federal Reserve chairman Bush just reappointed,
sees no economic stimulus in a plan he said, If
enacted, should be paid for by offisets elsewhere to
avold the danger of deeper deficits. Not when there
IS no end In sight to the costs of re-creating lrag as
a democracy.”




“\War and taxes”
St. Louis Poest-Dispatch, April 16, 2003

“The national debt isn‘t free. We'll pay interest on It
for decades. Every dollar of interest Is a dollar that
can't be used for education, law enfercement,
defense, or help for the poor and elderly. The public
senses this, and that's why It's not eager for a new
tax cut...

“In fact, Mr. Bushis steering the economy toward
an iceberg. Massive deficits year after year
contribute to higher interest rates. Higher rates can
choke off prosperity.”
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Blsih Economic Record:

Eirst Administration tor Lose: Privatie Sector Jobs In 70 Years
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Revenues as a Percent of GDP
Headed Teward Cowest [Levell Since 1959
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Tax Cut Trickery: Part I

HE HOUSE Ways and Means Commit-
- tee plans to take up a tax plan today that
makes President Bush’s look like a mod-
el of budgeting honesty, fiscal probity and dis-
tributional fairness. The plan concocted by
Chairman Bill Thomas (R-Calif.) junks the
president’s proposal to end taxes on dividends
in favor of a proposal to cut the top rate on
both dividends and capital gains to 15 per-
cent. The Thomas plan is more straight-
forward than the administration’s complicat-
ed proposal but has not much else to
recommend it. First, it is tilted even more
heavily to the very wealthy An analysis by the
Urban Institute-Brookings Tax Policy Center
shows that households with annual incomes
of more than $1 million would see their taxes
drop an average of $42,800 under the Thomas
capital gains-dividend cut, compared with
$26,800 under the Bush dividend plan. Taking
the two plans as a whole, those households
would receive an average tax cut in 2003 of
$105,600 under the Thomas plan and $89,500
under the Bush plan. Supporters say this cal-
culation fails to take into account extra taxes
the well-off would pay on stocks they hadn’t
been planning to sell and the benefits of job
creation further down the economic ladder.
But the Thomas plan also takes tax gim-
mickry to a whole new level by pretending
that most of its provisions (though not the
capital gains-dividend reductions) would ex-
pire after just three years, at the end of 2005.
No one—least of all those pushing the cuts—
intends for this actually to happen. This artifi-
cial sunset, however, serves to let lawmakers
pretend that their tax cut would fit within the
spending ceiling—$550 billion through
2013—that they imposed on themselves last
month. In fact, the real cost of the package

wotld exceed even the president’s original

$726 billion plan. According to estimates by

the liberal Center on Budget and Policy Priori-
ties, the Thomas plan would cost at least $760
billion through 2013 if its cuts did not expire.
Mr. Thomas has plenty of company in the
tax dlshonesty game. In the Senate, the dodge
du jour is to phase in the president’s dividend
exclusion over three years, then sunset it after
five years—all this masquerade in the service
of making the tax cut look as if it fits within
the Senate’s $350 billion limit. Sen. Olympia
J. Snowe (R-Maine)-—one of the proponents
of that ceiling and an important vote on the
Senate Finance Committee—said yesterday
that she won’t accept that kind of “gimmick.” .
And then there’s Mr. Bush, peddling a woe-
fully incomplete account of how the deficit got
so large and dangerously misstating the im-
pact of his tax cut on future deficits. In Arkan-
sas yesterday, for example, Mr. Bush attribut-
ed the deficit to the recession and to his
decision to send troops into combat. Both
have indeed helped turn projected surpluses
into deficits. But so has something Mr. Bush’s
account omits: his first, $1.35 trillion tax cut.
Budget director Mitchell E. Daniels Jr. ac-
knowledged to the House Budget Committee

.in February that next year’s deficit would be

more than one-third smaller were it not for
that cut. Most worrisome, Mr. Bush continues
to suggest, unplaumbly—m contrast to the as-
sessment of his own economists—that his tax
cut would more than pay for itself. In Silicon
Valley last week, Mr. Bush said, “The way to
deal with the deficit is not to be timid on the
growth package; the way to deal with the def-
icit is to have a robust enough growth package
S0 we get more revenues coming into the fed-
eral Treasury.” The nonpartisan Congression-
al Budget Office estimated that Mr. Bush’s full
tax cut would add $2.7 trillion to the deficit

through 2013. That's too robust for our

tastes.




