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Mr. Co-chairmen and members of the Commission:

It is a pleasure to be with you today to discuss the budget
and tax situations. In doing so, I shall  try to relate my
comments to the Cornmissionrs mandate to provide recommendations
for reducing the budget deficit  while promoting economic growth,
saving, and capital formation. This guali fying charge, to
promote growth, was given to the Commj-ssion by the Congress and
the Pres ident .  I t  should be taken very ser ious ly .

I .  In t roduct ion:  fssues Confront ing the Commiss ion

The Nat ional  Economic Commiss ionrs mandate is  to  propose
means for reducing the federal budget deficit  and for fostering
saving, capital formation, and economic growth. In response to
this mandate, the NEC must determj-ne whether signif icant reduc-
t ions in the deficit  can be achieved without raising taxes. If
i t  concludes that tax increases are needed to achieve adequate
deficit  reduction, the NEC must then determine whether i t  can
identify any tax increase that wil l  not inf l ict more damage on
the economy than that al legedly result ing from budget deficits.

One of the hardest thi-ngs for any National Commission to do
is to do less rather than more. fn thj-s instance, the Commj-ssion
should work very hard indeed to recognize the progress that has
already been made, and the l imited job that remains to be done,
in  reducing the def ic i t  to  acceptable levels .

I  be l i -eve that  rea l is t ic  pro ject ions of  federa l  budget
trends and outcomes urge that no tax increases are called for to
achieve substantial deficit  reductions, provided that our budget
policy makers impose moderate restraints on the growth in total
federal outlays. I f  i t  deems the prospects for constraining the
expansj-on of federal spending to be so poor that a tax increase
is needed to reduce the deficit ,  then the NEC should recognize
that the econornyrs performance and growth wil l  be impaired both
by the expansion of the federal government's spending and by the
addi t ional  taxes that  would be ra ised to  f inance these addi t ional
out lays.  I f  spending growth cannot  be ef fect ive ly  l i rn i ted,  i t  is
ext remely unl ike ly  that  tax increases wi l1 ,  in  fact ,  b€ appl ied
to reducing the budget  def ic i t ;  i t  is  far  more l ike ly  that
addit ional tax revenues wil l  be used to f i-nance add.it ional
federa l  out lays.
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I can think of virtual ly no tax increase that wil l  not
adversely affect private saving and capital formation, economic
eff iciency, and grovrth. No tax increase wil l  result in any
s igni f icant  increase in  nat ional  sav ing.  No tax increase wi l l
reduce r rcrowding out . r r  And real is t ica l ly  perceived,  no tax
increase wil l  be restr icted to deficit  reduction. The reason to
raise taxes, after al l ,  is to f inance more government spending,
no t  l ess .

If ,  notwithstanding their adverse economj-c effects, taxes
are to be increased, any such increase should satisfy a number of
essent ia l  cr i ter ia .  Mere ly  ra is ing taxes wi l l  not ,  in  ny
judgment, serve very long to reduce the budget deficit .  I f
budget deficits are to be reduced to acceptable levels and kept
there, signif icant changes in the kinds of taxes we rely on to
finance the federal government, not tax increases, wil l  be
needed. The federal tax system needs to be made far more effec-
t ive than it  now is in performing the basic function of a tax
system --  to  pr ice out  the government 's  act iv i t ies.  In  my
judgrnent, none of the tax increases that have been widely
proposed would contribute to achieving this objective. Whether
any of them would reduce the deficit  in the short run is gues-
t ionable; virtual ly al l  of thern would surely contribute to faster
expansion of the federal governrnent in the long run.

I I .  The Budget  Out look in  Real  Terms

It is vital ly important that the Commission look not at
where the def ic i t  is ,  but  a t  where i t  is  headed.  I t  is  egual ly
urgent that the Commission look at the deficit  in real terms,
corrected for  the d is tor t ing ef fects  of  in f la t ion.  The econom-
ica l ly  re levant  rea l  def ic i t  is  headed for  v i r tua l  ext inct ion
under current law by L993.

Looking Ahead

Are tax increases needed to achieve signif icant reductions
in the federal budget deficit? The numbers indicate not. The
projections of current services outlays and revenues in the
midsession reviews by both the Off ice of Management and Budget
and the Congressional Budget Off ice strongly urge that substan-
t ia l  proqress in  def ic i t  reduct ion is  l ikeIy  to  cont inue.  CBO
pro jec ts  a  de f i c i t  o f  $ fZ f  b i l l i on  by  FY-L993 ;  OMB p red i c t s  $53
bi l l ion.  Both rev iews pro ject  the budget  def ic i t  fa l l ing below 2
percent  o f  GNP in f isca l  L993i  OMB, in  fact ,  pro jects  the budget
def ic i t  as wel l  be low 3-  percent  o f  GNP in that  f isca l  year .  In
both cases, the national debt would be growing more sIowly than
the econofry, leading to a lower debt service burden on the budget
over  t i rne.  Nei ther  set  o f  pro ject ions inc ludes any tax in-
creases other  than those speci f ied in  ex is t ing s tatutes;  both
inc lude the increase in  payro l l  taxes scheduled to  occur  in  l -990.
These pro ject ions are summar ized in  Tables 1 through 2.A.
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Of part icular interest is that both OMB and CBo project
current services outlays growth over the projection perj-ods at
average annual rates well below 6 percent, 4.6 pg5cent in the OMB
project ion and 5.6 percent  in  the CBO est imates.  Lr l  These average
expansion rates compare with L3.5 percent in the f iscal years
L973 through LgSL and 6.8 percent  in  the f isca l  years L982
through L987.  The lower rates pro jected for  f isca l  years L989 and
beyond are a testimonial to the efforts of the Administration and
the Congress to curb the expansion of federal government activi-
t ies. The fact that spending growth has been so sharply slowed
dernonstrates that, contrary to the conventional wisdom, chang:es
in federal spending programs to reduce their size and growth are
qui te  feas ib le .

over  90? of  the def ic i t  now consis ts  of  net  in terest
payments. I f  that were the entire deficit ,  we would be home
free, ds the economy normally grows faster than the net (after
tax) interest rate. The cycl ical element of the deficit  is
nearly zero. The non-interest structural (prograrnnatic) port ion
of the Federal budget wil l  swing j-nto surplus by the end of
ca lendar  1988 on a nat ional  income and product  accounts bas is .
This is already true on a general government basis, counting
state and loca1 surp luses.  At  that  po int ,  the non- in terest
surp luses in  the Federa l  budget  wi l l  be eat ing in to pr inc ipa l ,
and the economy wil l  be growing out from under the debt at a
rap id  c I i p .

Looking at  the ReaI  Def ic i t

In f la t ion d is tor ts  the def ic i t .  Everyone is  fami l iar  by now
with the difference between the nominal and the real interest
rate,  and wi th  the impor tance of  making that  d is t inct ion.  I t  is
just  as leg i t imate,  and just  as impor tant ,  to  rnake the d is t inc-
t ion between the real and noninal deficit  and the real and
nominal debt. An elegant, short paper on this important point
prepared at the Federal Reserve Bank of Philadelphia is attached
(Tab  A) .  Le t  me  exp la in  i t  b r i e f l y .

At  zero in f la t ion,  money borrowed must  be repaid at  fu l1
real  va lue.  Wi th in f la t ion,  repayment  is  in  devalued dol lars .
Lenders demand, and borrowers are wil l ing to pay, a higher
interest rate to compensate for the loss in value of the princi-
pa1. This inf lat ion premiurn is added on to the real interest rate
to produce the nominal  in terest  ra te.  Tax considerat ions as ide
(or  put t ing the example on a net-of - tax bas is) ,  borrowing aE 2Z

wi th zero in f la t ion is  ident ica l  to  borrowing at  6? wi th  4?
inf la t ion.  The real  va lue of  pr inc ipa l  and in terest  over  the
l i fe  of  the loan are the same in  both cases.

The U.S.  is  a  rna jor  borrower (as the Commiss ion is  acute ly
aware) .  In terest  is  a  najor  e lement  of  the budget .  Indeed,  i t
about equals the budget deficit .  That interest is about half
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real and about half inf lat ion prernium. The half due to inf lat ion
is recorded on-budget just as any real expenditure. The current
inf lat ion of about 4? per year is reducing the real value of that
por t ion of  the nat ional  debt  he ld by the publ ic  (about  $L800
bi l l ion)  by about  $ZO to $75 b i l l ion each year .  This  is  a  rea l
capital gain (drop in t iabi l i ty) for the government, but i t  is
not recorded anlnrhere in the budget, either rfonrr or | toffrr.
Yet these two items, the inf lat ion premium on budget and the drop
in the real value of outstanding debt not on budget, are a wash.

If inf lat ion were reduced from 4e" Eo zero, interest rates
would faII from about 62 (after tax) to about 22. As the debt
rol led over, the on-budget interest outlay due to the inf lat ion
prernium in the interest rate would fal l  to zero, and the nominal
deficit  would drop sharply. At the same tine, the exist ing debt
would cease to  fa l1  in  va lue.

No one would complain about a budget deficit  problen if
in f la t ion were zeto,  in terest  ra tes were 2eo (a1I  rea l ) ,  and the
nominal  def ic i t  were zero.  Yet ,  in  rea l  terms,  th is  is  ident ica l
to  a s i tuat ion of  42 in f la t ion,  6eo in terest  ra tes (2e"  rea l )  ,  and
a nominal budget deficit  of 4eo t irnes the exist ing publicly held
national debt. In both cases, the real national debt held by the
public would be unchanged frorn year to year, and the real deficit
would be zero-

The fol lowing table compares three scenarios that are
ident ica l  in  rea l  terms.  I t  assumes a publ ic ly  he ld debt  o f
$2500  b i l l i on  (abou t  wha t  t he  U .S .  w i l l  have  i n  1993) ;  and
inf la t ion rates of  zero,  2Z (c lose to  the OMB assurnpt ion) ,  and 4?
(c lose to  the CBO assurnpt ion)  ,  and in terest  ra tes of  2eo,  42 and
6Z respect ive ly .  At  zero in f la t ion,  rea l  budget  ba lance would
regui re a zero nominal  def ic i t .  AE 22 in f la t ion,  rea l  budget
balance would ex is t  wi th  a nominal  def ic i t  o f  $50 b i l l ion.  At  4?
in f l a t i on ,  a  de f i c i t  o f  $100  b i l l i on  wou ld  be  a  rea l  ba lance ;  a
zero nominal  def ic i t  would be a real  surp lus of  $ fOO bi1 l ion.

There is no economic reason to go beyond real budget
balance.  That  is  a l l  the Commiss ion should a im for .  Under  CBO
assurnptions, real budget balance would be achieved with a nominal
de f i c i t  o f  rough ly  $L00  b i l l i on  i n  L993 ,  on l y  abou t  $20  b i l l i on
below CBO's current  serv ices pro ject ion.  Wi th OMB's lower
in f la t ion and in terest  ra te assumpt ions (not  so d i f ferent  in  rea l
terms f rom CBOrs) ,  rea l  budget  ba lance would be achieved wi th  a
nomina l  de f i c i t  o f  abou t  $50  b i l l j - on  i n  L993 ,  v i r t ua l l y  a t  oMB 's
current  serv ices pro ject ion.



Real Budget Equivalents

(dol lar  amounts in  b i l l ions)

Inf la t ion rate

Interest rate

Interest on debt

Real interest

Deb t ,  s ta r t  o f  y r  $2500

oz

2z

5 0

5 0

29o

4z

$2 5oo

L 0 0

5 0

5 0

2 5 5 0

2  5 0 0

5 0

0

4z

6Z

$2 soo

t-5 0

50

l -oo

2600

2500

100

o

Loss of  va lue of  0
debt to inf lat ion

Debt ,  end of  yr  2500

ReaI  debt ,  end of  yr  2500

Nominal  def ic i t  0

Real  def ic i t  (=  0
change in real debt)

Assume a budget in balance at zero inf lat ion. Taxes
cover outlays on government programs, plus real
in terest  on the government  debt  ( taxes $1150 b i I I ion,
program out lays $ l -L0O bi l l ion,  in terest  covered by
taxes  $50  b i l l i on ) .

The above example is not substantial ly different from
the current  serv ices basel ines for  l -993 publ ished by
OMB and CBO, summer, L988, assurning debt were roIled
over to adjust to the assurned inf lat ion and interest
rates.  The OMB basel ine is  roughly  equal  to  the 22
inf la t ion example,  CBO to the 4? case.

I I I .  fmpac t  o f  Recess ion

The deficit  reductions projected by both OMB and CBO are
widely challenged on the grounds that the continuing although
slower econornic Arowth over the projection period assumed by both
organizations is unlikely, given the extraordinary length of the
current expansion. Many have expressed concern that the opti-
rnist ic current services forecasts could be derai led by a reces-
s ion between now and 1993.  A recess ion j -n  the near  fu ture,  i t
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is freguently maintained, would reduce current services revenues
quite substantial ly while increasing current services outlays,
thereby expanding the deficit  and sett ing back efforts to reduce,
i f  not  e l i rn inate,  i t .

In fact, however, quite plausible economi-c and budget
scenarios strongly suggest that very substantial reductions in
the deficit  are attainable without tax increases, even in the
face of  a  severe recess ion in  the near  fu ture.  Whi le  a cyc l ica l
def ic i t  would temporar i ly  boost  the overa l l  def ic i t ,  i t  would not
have a lasting impact.

one such scenar io  pos i ls  a  severe recess ion in  the f isca l
yea r  L989 ,  ds  s teep  as  tha t  i n  f i sca l  L982 ,  f o l l owed  by  a  b r i sk
recovery in  f isca l  years L990 and L991 at  a  rate s l ight ly  faster
than that  fo l lowing the ear l ier  recess ion.  This  modest ly  more
vigorous recovery is based on the assumption that, apart frorn the
dtheduled payro l l  tax h ike,  taxes would not  be increased,  in
contrast with the very large tax increase -- the Tax Eguity and
Fiscal  Responsib i l i ty  Act  o f  1-982 - -  enacted just  as the ear l ier
recovery got under way and with the addit ional tax boosts enacted
in 1983 through L987.  Susta ined economic expansion at  a  much
slower rate is  assumed in  f isca l  years l -992 and fo l lowing.
In f la t ion at  a  rate of_about  3.8 percent  is  assumed to pers is t
throughout the perioa. [ 2 ] with n-o change in tax 1aws, Lax
revenues as a percentage of  norn inal  GNP decl ine f rorn 1-9.1 percent
i n  f i sca l  1988  to  L8 .7  pe rcen t  i n  f i sca l  L989 ,  resu l t i ng i  i n  a
decl ine in  revenues of  about  $to b i l l ion,  despi te  the increase of
$57 b i l l ion in  nominal  GNP. Tax revenues increase br isk ly  in  the
recovery years and then more slowlyi the ratio of federal budget
receipts  to  GNP reaches 19.6 percent  in  L992 and remains at  that
level  through L994.

Federa l  spending,  measured in  current  pr ices,  is  pro jected
in  th i s  scenar io  to  i nc rease  by  6 .6  pe rcen t  i n  f i sca l  L989 ,
ref lect ing recess ion-generated increases in  out lays.  In  the
fo l lowing f isca l  years,  spending is  pro jected to  grow at  a  s teady
rate of  6  percent .  For  the ent i re  per iod,  federa l  out lays are
pro jected as qrowing at  an average annual  ra te of  6 .1 percent ,
s ign i f icant ly  faster  than the 5.6 percent  and 4.6 percent  average
annual  ra tes in  the CBO and OMB basel ine pro ject ions.

In  th is  budget  and economic scenar io ,  the def ic i t  soars to
$235  b i l l i on  i - n  f i sca l  L989 ,  ds  a  resu l t  o f  t he  impac t  o f  t he
recession on budget  aggregates.  fn  the ensuing years,  however ,
the economic recovery and subsequent (slower) GNP expansion bring
the def ic i t  down,  to  $ l -28 b i l l ion in  f isca l  1994.  In  that  year ,
the pro jected def ic i t  represents 1.8 percent  o f  cNP.

Although this deficit-to-GNP ratio may be deemed to be too
high, i t  nevertheless represents continuation of the substantial
progress of  recent  years both in  reducing the def ic i t 's  magni tude
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and its relationship to aggregate economic activity. This
proglress is part icularly signif icant in that i t  occurs despite a
severe recession in the near term and without any changes in the
present tax structure. Moreover, the deficit  reductions occur in
the face of a faster rate of expansion of government spending
than that projected in the CBO current services baseline. At the
end of  the pro ject ion per iod,  the def ic i t  in  th is  scenar io  is
only  $7 b i l l ion greater  than that  pro jected by CBo (Tables 3 and
3 .A .  )  .

An alternative budget scenario assumes the same sharp
recession and econornic recovery with the same budget revenues
that are are assumed in the preceding projections. In this
alternative, however, budget outlays are projected to grow at a
constant  5 .6 percent  ra te af ter  L989.  For  the ent i re  per iod,
spending growth is  s l ight ly  more rapid than in  the cBors basel ine
pro ject ions through 1-984.  The budget  def ic i t  resul ts ,  however ,
are dramat ica l ly  d i f ferent .  In  L994,  under  th is  scenar io ,  the
de f i c i t  f a l l s  t o  j us t  ove r  $100  b i l l i on ,  1 .4  o f  GNP in  tha t  yea r
(Tab les  4  and  4 .A . ) .

wi th  the 3.8 percent  in f la t ion rate assumed in  th is  sce-
nar io ,  federa l  out lay growth in  constant  do l lars  is  pro jected at
an average rate of  2 .2 percent  per  annum in the f i rs t  o f  the 1989
recession scenar ios and of  1- .9  percent  in  the a l ternat ive.  In
the CBo basel ine pro ject ions,  constant  do l lar  out lays increase by
2 .7  pe rcen t  i n  l - 988  and  a t  ra tes  fa l l i ng  to  1 .4  pe rcen t  i n  L994 .
The nominal and real spending growth rates projected in the
recession scenar ios are far  faster  ra tes of  federa l  spending
expansion than occurred in  f i -scaI  L987,  the last  complete f isca l
year ,  when nominal  spending rose by 1.4 percent  and real  out lays
fe l I  by O.7 percent .  In  shor t ,  a l though the spending growth
rates in  these recess ion scenar ios are not  exuberant ,  ne i ther  are
the projected spending paths accurately perceived as niggardly
(Tab les  5  and  6 ) .

The results of these economic and budget projections for the
federa l  budget  def ic i t  are cer ta in ly  acceptable in  terms of  any
reasonable dernands for  def ic i t  reduct ion.  Wi th moderate re-
straint on spending growth and no tax increases, very signif j-cant
prog'ress in reducing the federal budget deficit  over the next
severa l  f isca l  years is  qu i te  p laus ib le ,  even i f  a  severe
recession were to overtake the economy in the near future.

ff  budget policy rnakers were to impose truly r igorous
ccjnstraints on the expansion of federal outlays, the reducti-on in
the federa l  budget  def ic i t ,  indeed i ts  to ta l  e l iminat ion,  could
be accomplished in very short order, without tax increases and
even in the face of the same severe recession assuned in the
preceding scenar io .  For  example,  i f  budget  out lays in  current
dollars were permitted to increase no faster than the assumed
in fLa t i on  ra te ,  t ha t  i s ,  3 .8  pe rcen t  a  yea r ,  t he  de f i c i t  wou ld
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fa11 rapid ly  af ter  a  br ie f  surge in  the f isca l  l -989 recess ion
year .  In  f isca l  1-992,  under  th is  pro ject ion,  the def ic i t  would
be only  $L9 b i l l ion,  0 .3 percent  o f  GNP in that  year .  Two years
Iater, assuming continued, moderate growth in GNP, the budget
wou ld  be  $58  b i l l i on  i n  su rp lus  (Tab1e  7 ) .

The zero growth in real outlays inpl ied by constraining
expansion of nominal spending to the inf lat ion rate would
assuredly reguire the exercise of a kind of budgetary dj-scipl ine
seldom seen in the United States in modern t imes. Unless
entit lement programs were rnodif ied to reduce substantial ly the
leve1 of their growth path or their rate of growth, very signif i-
cant reductions in the absolute amounts of other programs, not
merely  cutbacks f rom thei r  pro jected current  serv ices 1evels ,
would have to be rnade.

In i tse l f ,  th is  drast ic  pruning of  the enormous array of
federal spending programs i-s not irnplausibl-e; i t  strains credu-
11ty to assert that every federal spending program and program
element  could be just i f ied,  re ly ing on even the most  genia l  cost -
benefit  test. There are enormous savings to be made by el imi-
nating or reducing federal activit ies and programs that produce
returns far less than the costs they impose on the nation. The
problem j-n realizLng these savings is the formidable diff iculty
even the most eager outlay-cutter would encounter in identifying
these proqrams and in determining the extent to which they could
and should be cut .  One of  the major  sources of  th is  d i f f icu l ty
is the effort by those in and out of government who have a stake
in these activit ies and programs to protect them from cuts,
indeed to expand thern. Another source of diff iculty is the lack
of  meaningfu l  concepts of  both benef i ts  and costs  of  these
programs and act iv i t ies.

These  d i f f i cu l t i es  have ,  o f  cou rse ,  l ong  been  no ted .
Although no easy resolution of thern has yet been discovered to be
workable,  th is  is  cer ta in ly  not  to  say that  the task is  hopeless.
Perhaps the most important contribution the National Economic
Commission could make to dealing with the problem of the budget
def ic i t  would be to  produce pract ica l  gu ides for  determin ing the
worthiness of federal spending programs and activit ies to replace
the long-standing ad hoc budgetary dec is ion making.

The basic  point  o f  do ing these exerc ises in  budgetary
ar i thmet ic  is  to  demonstrate that  s ign i f icant  reduct ions in  the
federa l  budget  def ic i t  are at ta inable wi thout  tax increases,  even
in the face of  recess ionary economic developrnents.  The key,  o f
course,  is  budget  po l icy  makersr  exerc is ing rest ra in t  in  the i r
decisj-ons about the composit ion and amount of federal giovernrnent
act iv i t ies and spending.

This  rest ra in t  is  des i rab le in  i tse l f ,  i r respect ive of
whether  net  budgetary outcomes are def ic i ts ,  surp luses,  or  t idy
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balances. When the perceived need to reduce the budget deficit
confronts budget makers with the choice of spending restraint or
tax increases or some combination of the two, the urgiency in
restraining spending growth is al l  the greater. Any tax increase
wil l  be injurious to the economy; a great many spending reduc-
t ions wi l t  be econorn ica l ly  benef ic ia l .  Disc ip l in ing federa l
spending decis ions should be the h ighesL pr ior i ty  ob ject ive of
the National Economic Commission in addressing its mandate to
reconmend ways to reduce the federal budget deficit .

I I I .  The Economic Ef fects  of  Tax fncreases

Any proposal for raising taxes to reduce the deficit
confronts the Commissionts mandate to provide recommendations for
promoting saving, j-nvestment, and economic Arowth. The argument
on which such proposals are based is that properly designed tax
increases wil l  reduce consumption uses of private sector income
and,  by reducing the budget  def ic i t ,  increase nat ional  sav ing,
hence capital formation and economic arowth. The argument
mistakenly assumes that private savingr is unaffected by a tax
increase.  In  fact ,  v i r tua l ly  any feas ib le  tax increase wi l l
reduce private saving far more severely than consumption, at
least  in  the near  term.  Moreover ,  v i r tua l ly  a l l  feas ib le  tax
increases wi l l  impai r  rnarket  e f f ic iency by inducing less ef f i -
cient use of our production capabil i ty than would otherwise be
rea l i zed .

Every tax ever devised alters relative costs and prices and
therefore induces households and businesses to use their income
and the production capabil i ty at their disposal in ways that
differ frorn the uses they vrould make of them in the absence of
the taxes.  Min imiz ing these d is tor t ions has long been recoqnized
as the centra l  economic object ive of  a  construct ive tax pol icy .
Obviously, the lower the real marginal rate at which any tax is
imposed,  the less wi l l  be i ts  d is tor t ing ef fects ;  by the same
token,  tax increases must  accentuate d is tor t ions and addi t ional ly
i rnpai r  economic ef f ic iency.

fn  the present  federa l  tax s t ructure,  inherent ,  bas ic
features of the income taxes irnpose a severe tax bias against
saving and in favor of current consurnptioni the individual income
tax  a l so  ra i ses  the  cos t  o f  us ing  one rs  t i r ne ,  sk i l l s ,  and
resources in ways that produce taxable income streams compared to
ways that produce nontaxed income. Payrol l  taxes have the same
adverse ef fect  in  ra is ing the cost  o f  prov id ing labor  serv ices
compared wi th  so-cal led r r le isure. r r  Exc ise taxes d i rect ly  and
expl ic i t ly  ra ise the costs  of  product ion and/or  pr ices of  the
taxed products ,  serv ices,  or  act iv i t ies re la t ive to  others.
Unless one assumes that people are utterly unresponsive or
perversely and irrationally responsive to these changes in
re lat ive costs  and pr ices,  the consequence necessar i ly  is
d is tor t ion of  product ion and less sav ing and capi ta l  format ion
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than would otherwise occur. The higher is the amounL of any one
or  a l l  o f  these var ious taxes,  the more severe are the d j -s tor -
t ions imposed on the economyrs performance. Tax j-ncreases are
injurious and should be assiduously avoided unless some more-
than-of fset t ing gains can be ident i f ied.

As indicated, the offsett ing gain that presumably is sought
by ra is inq taxes is  an increase in  nat ional  sav ing.  I f  a  tax
increase is to achieve this result,  i t  must somehow reduce
private saving in an amount less than the increase in taxes
(assuming, of course, that the addit ional tax revenues are
dedicated to reducing the deficit  rather than to f inancing
addit ional government outlays). Neither economic analysis nor
history support the contention that tax increases come out of
consumption, rather than saving.

The largest component by far of gross national saving is
gross business sav ing,  consis t ing of  re ta ined corporate earn ings
and business capi ta l  consumpt ion a l lowances.  The d i rect ,  immedi-
ate effect of any increase in business taxes is to reduce
business sav ing dol lar  for  do l lar  wi th  the tax increase.  In
addi t ion,  dDy such tax increase ra ises the cost  o f  capi ta l ,  hence
the cost of saving and induces a reduction in the share of incone
that people commit to saving as opposed to current consurnption.
No increase in national saving can be achieved through any
increase in  bus iness taxes.  on the contrary ,  nat ional  sav ing
wi l l ,  in  a l l  l ike l ihood,  be reduced by increases in  bus iness
taxes .

Much the same results are to be expected from increases in
ind iv idual  income taxes.  V i r tua l ly  a l l  such increases wi l l
accentuate the j-ncome tax bias against saving and induce a
decrease in the proport ion of income that is saved, other things
egual .  fncreases in  rea l  narg inal  income tax rates,  i r respect ive
of  the way in  which they are ef fected,  a lso adversely  af fects  the
supply  of  labor  serv ices,  resul t ing in  h igher  uni t  labor  costs
and lower ernployment levels than would otherwise prevail .  These
tax increases ra ise the cost  o f  increasing onets income-producing
capaci ty  and,  therefore,  lower  the pace of  product iv i ty  advance.

Increases in  se lect ive exc ises induce purchasers of  the
taxed products to change the composj-t ion of the consumption
outlays, not to reduce the aggregate amount of consumpti-on. They
also result in cutbacks in output of the products subject to the
higher tax rates, result ing in cuts in employment and labor
income in the industries producing the products. Part of the
addit ional excise tax revenue also is extracted from the payments
for capital services comrnitted to the taxed production. This
ra ises the cost  o f  capi ta l  in  those industr ies and,  in  t ime,
leads to  h igher  capi ta l  costs  in  a l l  par ts  of  the economy,  wi th  a
consequent reduction in saving and capital formation, along with
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changes in the composit ion of the
industry  a l locat ion.

stock of capital and its

A broadly-based, uniformly applied value added tax of the
consumption variety would not raise the cost of saving relative
to the cost of consumption, but i t  would j-ncrease the cost of
both in egual proport ion. Whether one perceives the burden of the
tax as resting on consumers or on those generating the value
added,  i .€ . ,  suppl iers  of  labor  and capi ta l  serv ices,  i t  should
be obvious that the irnposit ion of a VAT as an addit ional tax can
not increase private saving but must reduce it ,  and at least in
the short term, is l ike1y to reduce that saving by much the same
amount  as the tax i tse l f .

There is a substantial and growing economics l i terature
at test ing to  the adverse ef fects  of  taxat ion on econonic  ef f i -
c iency and on an economyts growth.  There is  a lso a substant ia l
l i terature that shows that raising taxes has l i t t le i f  any
posi t ive ef fect  on nat ional  sav ing.  For  example,  a  recent  s tudy,
rrThe Impact of Government Deficits on Personal and National
Saving Ratesr i l  by Darby,  Gi l t ingham, and Greenlees of  the Of f ice
of  Econorn ic  Pol icy,  U.S.  Treasury Depar tment ,  found that ,  d t
least in the f irst several years, a r ise in taxes and government
saving is  largely  of fset  by a dec l ine in  pr ivate sav i -ng.  By
constrast, a cut in government spending prirnariJ-y reduces
national consumption and raises the national saving rate. A few
years a9o, I wrote a couple of short essays that reach the same
conclusionse J have taken the l iberty of attaching them to this
s ta temen t .  t 3 l

These conclusions about the adverse effects of taxation on
saving, based on economic analysis, are supported by cornmon sense
observati-ons and a look at the historical record. Consider the
effect of an increase in individual incorne taxes. In the typical
case,  a  substant ia l  f ract ion of  a  householdts  expendi tures are
highly  in f lex ib le ,  a t  least  in  the shor t  run.  one cannot  qu ick ly
reduce rent or mortgage payments or the service costs of other
consumer indebtedness.  I t  is ,  s imi lar ly ,  d i f f icu l t  gu ick ly  to
a l ter  pat terns and levels  of  d iscret ionary out lays,  even those
for which the household has no f ixed commitments. The addit ional
taxes reduce household sav ing dol lar  for  doI Iar ,  a t  least  unt i l
the necessary adjustments in consumption can be made. Even
(rn is takenly)  ignor ing the ef fects  of  ind iv idual  tax increases in
ra is ing the cost  o f  sav ing re la t ive to  consumpt ion,  therefore,
the widespread insti tut ional arrangements in the economy argue
that individual tax increases erode savingi to a far greater
extent than consumption.

The historical evidence confirms that raising taxes reduces
saving and by more than the tax increase. The income tax sur-
charge enacted in  L968 is  a case in  point .  As a f ract ion of  GNP,
consumption went up during the surcharge years, while gross
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private saving went down in relation to GNP. Had the saving rates
in l -968-1-970 remained at  the same level  as in  ) -967,  gross pr ivate
saving would have aggregated $47.6 b i t l ion more than the actual
saving in those years. The loss in private saving was more than
twice the roughly $23 bi l l ion in addit ional tax revenues produced
by the income tax surcharge. The tax i-ncrease did not increase
nat ional  sav ing;  i t  reduced i t .  I t  d idnt t  reduce t rcrowding out ; r l
i t  increased i t , .

Whi le  tax increases wi l l  not  ra ise nat ional  sav ing or  reduce
crowding out because of their adverse effect on private saving,
neither wil l  they reduce real crowding out -- the absorption of
real resources by the government. No matter how it is f inanced, a
g:overnment purchase of manpower, stee1, concrete, or computers
deprives the private sector of these resources and products.
Government transfer payrments almost invariably enLail  unintended
and undesi rab le ef fects  on the re la t ive costs  confront ing the
t ranfer  rec ip ients ;  they very of ten d iscourage work ef for t  and
saving,  hence capi ta l  format ion and product iv i ty  advance.
Governrnent purchases of goods and service not only distort
re la t ive pr ices and costs ,  they a lso d i rect ly  reduce the re-
sources avai lab le to  the pr ivate sector .  L imi t ing these d is tor -
t ionary effects and preenption of resources available to the
private sector is the cornpell ingt reason for irnposing the greatest
possible constraj.nt on the expansion of federal outlays while
avoiding tax increases in efforts to reduce federal budget
de f i c i t s .

V.  At t r ibutes of  a  Tax that  Pr ices out  Government  Act iv i t ies

If i t  were decided that tax increases are needed to reduce
the def ic i t ,  notwi thstanding the progress in  def ic i t  reduct ion
that is l ikely in the absence of tax increases and the economic
darnage tax increases would do, the question confronting the NEC
would be what tax increases should be recommended. It  is to be
hoped that the NEC wil l  conclude that even more pressing than
reducing the deficit  is the need to introduce an effective
disc ip l ine on government  spending decis ions in  budget  po l icy
making.  Federa l  f inances wi l l  not  long stay out  o f  the red in  the
absence of sonething that confronts budget policy makers with the
cost  o f  increasing federa l  out lays.  The basic  need for  endur ing
and s ign i f icant  budget  po l icy  reforrn is  to  move to re l iance on a
tax system that  e f fect ive ly  pr ices out  the act iv i t ies of  the
federal qovernment.

The attr ibutes of a tax system that can effectively perform
that  funct ion are s imply  summar ized.

o Taxes must  be imposed only  on ind iv iduals .  Corporat ions
and other  legal  but  not  rea l  persons do not  pay taxes;
only  rea l ,  l iv ing human beings can pay taxes,  whether
in  the i r  capaci ty  as se l lers  of  product ive serv ices or
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buyers of products and services. Taxes levied on
corporations tend to escape perception by the individu-
a1s who wi l l  u l t imate ly  bear  the i r  burden.

o Taxes should be imposed on the broadest possible
incone base, al lowing deductions only for the costs
incurred by the individual in producing taxable income.
In the j-nterests of making the tax as nearly neutral as
possible in i ts impact on the choice between current
consumption and saving, there should be the broadest
and most  genera l  poss ib le  exc lus ion of  current  sav ing
and the most  complete poss ib le  inc lus ion of  a l l  re turns
on sav ing.

o Taxes should be imposed at the lowest and f lattest
poss ib le  s tatutory  rates,  re ly ing on a zero-rate
bracket to afford whatever degree of progression in
effective tax rates j-s deemed to be reguired. Marginal
rate graduation is the equivalent of a system of
increasing se lect ive exc ises on income-producJ-ng,
product iv i ty-advancing act iv i ty .  I t  is  d i f f icu l t  to
ident i fy  any meaningfu l  ob ject ive of  publ ic  po l icy  that
is served by this graduation.

o Taxes with the attr ibutes just specif ied should be
imposed on the largest possible number of people and in
such a manner as to make each of them as aware as
possib le  of  h is  or  her  tax l iab i l i ty .  The pr ic ing out
function canrt be adeguately performed if  large numbers
of  ind iv iduals  are excused f rorn assurn ing tax l iab i l i -
t j-es or i f  they are unaware of the taxes they bear. Tax
s impl i f icat ion achieved by removing mi l l ions of
individuals from the tax rolrs j-s directly at od.ds with
achieving a tax systern that wil l  ensure the voting
populat ionrs a\^ /areness of  the burden that  publ ic
spending imposes on thern.

Virtual ly none of the tax-increase proposals that have been
widely  publ ic lzed can meet  the tests  of  taxes that  e f fect ive ly
serve to price out government activit ies, hence to constrain
thei r  growth.  Proposals  to  increase corporate income tax l iab i l i -
t ies,  whether  by rate increases,  increases in  a l ternat ive min imum
taxes,  l imi ta t ions on capi ta l  recovery a l lowances,  or  what  have
you fai l  the test of adeguately engaging the awareness of the
individuals a1I of us who woula utt irnately bear the burden
of  these addi t ional  taxes.  Such tax increases a lso ra ise the cost
of capital and depress saving and capital formation compared. to
the levels that would otherwise be achieved.

_ Rais ing the income tax rate,  oE adding a h igher  tax rate,
for  upper- income ind iv iduals  imposes the responsi t r i t i ty  for
defraying a larger part of the cost of governmenL on a relative
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handful of the population. Apart from the adverse effects of any
such tax increase on saving and investment and on the productive,
market-d i rected ef for ts  of  those bear ing the addi t ional  taxes,
this tax increase obviously would noL inform the great rnass of
the population of the cost of government. Moreover, i f  deficit
reduction is correctly seen as benefit t ing the economy as a
whole, everyone should be called upon to contribute to that
deficit  reduction. Uncapping the wage and salary base for payrol l
tax purposes suffers the same serious deficiency and increases
the relative cost of using some of the most productive labor and
human capital resources in the country.

The same objections apply with respect to proposals to raise
selective excises. Enhancing the distort ionary impact of such
taxes is  bad publ ic  po l icy  under  the best  o f  c i rcumstances.
Raising these taxes in order to reduce the budget deficit ,
presurnably  to  the benef i t  o f  a l l  o f  the economyrs par t ic ipants,
in  ef fects  caI ls  upon the producers and purchasers of  the taxed
products to  p ick up the ch ips for  a l l  o f  us.

There is much to be said on the grounds of tax neutral i ty
and economic eff iciency for substitut ing a value added tax for
the income,  payro l l ,  and exc ise taxes in  the present  tax systern.
A value added tax, however, no matter the forrn in which it  is
Iev ied nor  the co l lect ion method i t  re l ies on,  is  not  l ike ly  to
meet  the test  o f  publ ic  awareness.  As an addi t ional  tax,  i t
suf fers  not  on ly  that  d isabi l i ty  but  i ts  adverse ef fects  on the
costs  of  sav ing,  capi ta l ,  and labor  serv ices,  as we1l .

Only  one sor t  o f  tax would reasonably  sat is fy  the cr i ter ia
spel led out  above.  That  is  a  consumpt ion-based income tax.  The
basic features of this tax have been spelled out in a number of
books.  Par t icu lar ly  usefu l ,  I  be l ieve,  are the exposi t ions in
Bluepr in ts  for  Basic  Tax Reform, by David Bradford and the U.S.
Treasury Depar tmentrs  Tax Po1icy s taf f  and f i rs t  publ ished in
ear ly  1977,  and Consumpt ion Taxes:  Prorn ises and Problems,  by
Michael Schuyler of the fnsti tute for Research on the Economics
of  Taxat ion.  Moving to  a tax of  th is  k ind as the mainstay of  the
federal revenue structure would pose diff icult problems of
t rans i t ion,  and post - t rans i t ion compl iance and enforcement
d i f f icu l t ies.  I ts  advantaqes wi th  respect  to  the pr ic ing out  o f
qovernment activit ies, however, warrant i ts receiving the very
ser ious considerat ion of  the NEC.

V I .  Conc lus ions

There are now numerous and persuasive indications that the
federal budget deficit  is on a steeply downward. course, part icu-
lar ly  in  reLat ion to  GNP, and that  i t  w i l l  cont inue to  decrease,
without new taxes, even if  a recession were to overtake the
economy in  the near  term.  I t  is  fa i r  to  conclude,  therefore,  that
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no tax increase is required to reduce the deficit  to an accept-
able level ;  th is  is  cer ta in ly  the case i f  we focus on the real
in f la t ion-adjusted - -  def ic i t ,  as we should.  The appropr ia te
f isca l -budgetary prescr ip t j -on,  insofar  as the pol icy  focus is  on
def ic i t  reduct ion,  is  r rs teady as we go. t '

The NEC has been charged with producing reconmendations for
promoting saving, capJ-tal formation, and economic Arowth, ?s weII
as for reducing the federal budget deficit .  Proposals to raise
taxesr no matter the nature of the tax increase, would be in
d i rect  conf l ic t  wi th  th is  par t  o f  the Commiss ionfs  mandate.

Tax increases of  any sor t  wi l l  inpai r  the economyts ef f i -
c iency by fur ther  d is tor t ing the market 's  pr ice s ignals ,  hence
the al location of production resources and the uses of our
incomes.  Vi r tua l ly  any feas ib le  tax increases wi l l  ra ise the
cost of saving, irrespective of whether i t  also increases the
cost  o f  consurnpt ion.  V i r tua l ly  a l l  feas ib le  tax increases wi l l
increase the cost  o f  labor  as wel l  as of  capi ta l  serv ices.  Tax
increases,  no mat ter  the i r  form,  should not  be counted on to
increase national saving by reducing the deficit  more than they
reduce private savingi to the extent that they do, we should
guest ion the desi rab i l i ty  o f  soc ia l iz ing the sav ing funct ion in
our economy.

The real key to deficit  reduction is l imit ing the rate of
growth of federal spending and the expansion of federal govern-
ment activit ies. f f  spending growth can continue to be con-
strained, ES the nidyear budget reviews project, tax increases
wi l l  not  be needed to br ing def ic i ts  down very substant ia l ly .  In
real terms, indeed, the budget deficit  would turn into budget
surpluses j-n the relatively near future.

If  spending growth cannot be or wil l  not be constrained by
our  budget  po l icy  makers,  tax increases should not  be counted on
to reduce the deficit .  The unwil l ingness to l irnit  spending growth
urgies that any addit ional tax revenues wil l  be commj-tted to
f inancinq more spending instead of  to  reducing the def ic i t .

I ron ica l ly ,  the cont inu ing substant j -a l  def ic i t  reduct ions
night  lead to  accelerat ion in  the growth of  federa l  out lays.
Giving Gramm-Rudman-Holl ings i ts due, i t  nonetheless seems rnost
l ikely that rnuch of the acfi ievement in l imit ing spending growth
should be attr ibuted to the embarrassment of the deficit  -- the
re luctance of  budget  po l icy  rnakers to  be tagged wi th  responsib i l -
i ty for increasing spending more rapidly than revenues. As the
def ic i t  comes down,  there is  the hazard that  i ts  in f luence in
constra in ing spending expansion wi l l  weaken.

I  ra ise th is  on ly  to  g ive emphasis  to  what  f  be l ieve the NEC
should perceive to  be i ts  pr inc ipa l  and most  chal lenging ass ign-
ment .  The Commiss ionrs top pr ior i ty  task should be to  recommend
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means for subjecting federal government spending decisions to
rigorous and meaningful economizing constraints, simulating the
same sort of l initat ions that every household and business in the
pr ivate sector  necessar i ly  confronts .  To th is  end,  what  is  needed
are not proposales for tax increases but for revisions in the tax
structure to make the cost of government more readily apparent to
far more of the American population than is now the case.

t1l The differences between the OMB and CBO current services
outlays and revenues primari ly reflect differing assumptions
about  GNP growth rates,  in f la t ion rates,  and in terest  ra tes.

t2)  The Of f ice of  Management  and Budget  pro jects  in f la t ion rates,
as measured by fourth quarter to fourth guarter changes in the
GNP de f l a to r ,  o f  3 .5  pe rcen t  i n  L988  and  3 .7  pe rcen t  i n  L989 ,
fa l l i ng  to  2 .0  pe rcen t  i n  1993 .  The  Congress iona l  Budge t  O f f i ce
pro jects  year-over-year  in f la t ion rates of  3 .0 percent  in  1988,
4 .2  pe rcen t  i n  1989 ,  and  4 .L  pe rcen t  i n  ensu inq  yea rs .

t3 l  Imrnodest ly ,  le t  me a lso ca l l  the Commiss ionrs at tent ion to  my
essay I 'SuppIy Side Analys is  and Pub1ic  Pol icy,  "  in  Essavs in
SuppLy Side Econorn ics,  David G.  Raboy,  Ed. ,  Inst i tu te For
Research on the Economics of Taxation and The Heritage
Founda t ion ,  Wash ing ton  D .C . ,  L982 ,  f o r  an  expos i t i on  o f  t he
distort ing relative price effects of taxation and government spending.



Table 1. GNP andl Budget Projections,
cBo  Base l i ne ,  F i sca l  Years  1988-1994

B i t l i ons  o f  Do I Ia rs

Year

1 9 8 8
1 9 8 9
L 9 9 0
1-99 t-
L992
1  9 9 3
L994

1 9 8 8
L 9 8 9
L 9 9 0
L 9 9 L
L992
:r. .993
1 , 9 9 4

S o u r c e :

GNP

4 , 7 6 9
5, ro2
5  , 4 4 O
5 , 7 9 0
6  ,  l . 6 5
6 , 5 6 5
6 , 9 9 2

L00.  0
Loo .0
100 .  0
100 .  0
l - 00 .  o
t - 00 .  0
l - 00 .  o

Revenues

9 0 8
9 8 0

L ,  0 6 4
I  , 1 - 3 4
1 , 2 o 2
1 -  , 2 7  6
l -  , 3 5 4

L 9 .  o
t 9 . 2
L 9  . 6
L 9  . 6
1 0  E

L 9  . 4
1 9  . 4

Outlays

l - ,  0 6 3
L , L 2 7
I , 2 O O
L , 2 6 5
L , 3 2 9
) -  , 3 9 7
I , 4 7 5

22 .3
22 .L
22 . r
2L .8
2L .5
2 r . 3
2L .L

D e f i c i L

t -55
1 4 8
1 3 6
l_3 t-
1 , 2 6
L 2 L
L 2 L

3 . 2
2 . 9
2 . 5
2 . 3
2 . O
1 _ .  8
L . 7

Percent of cNP

Conqress ional  Budget  Of f ice The Economic and Budget
out look:  An Update,  August  L9gg.



Year

t_988
1  9 8 9
1 9 9 0
19 91_
1,992
L993
1 9 9 4

L 9 8 8 - 1 9 9 4

average

TabIe

GNP

7 . 5
7 . O
6 . 6
5 . 4
6 . 5
6 . 5
6 . 5

6 . 7

Revenues

6 .3
7 .9
8 .6
6 .6
6 .0
6 .2
5 .1

6 . 8

outlays

5 . 8
6 . 0
5 . 5
5 . 4
5 .  t -
5 . L
5 . 6

5 . 5

Def i c i t

3 . 3
-4 .5
-8 .  1
-3 .7
-3  . 8
-4 .O

0

-3 .1 ,

1.A GNP and Budget Aggregate Growth Rates,
cBo  Base l i ne  F i sca l  Years  1988-1994



Year

l _ 9 8 8
l _ 9 8 9
1 9 9 0
1 9 9 L
1992
1 9 9 3

l _ 9 8 8
L 9 8 9
l -990
t - 9 9 1
1,992
L 9 9 3

S o u r c e :

Tab le  2 .  GNP

GNP

4 7 L O
5 0 3 9
5 3 9 4
5 7 5 s
6 L 0 6
6447

100 .  o
l _00 .  o
100 .0
100 .  0
l _00 .  0
l _00 .  0

and Budget Projections,
F i sca l  Years  1988-1993

BiL l ions of  Dol lars

OMB Base l ine ,

Def i c i t

]-52
133
L1l_

94
80
53

3 .2
2 .6
2 . I
1 .6
L .3
0 .8

Mid Session Review of

Revenues

91"3
9 7 3

L ,  0 5 3
1 r l _ 3 1 _
L , 1 _ 9 2
L , 2 6 3

t 9  . 4
L 9 . 3
L 9 . 5
L 9 . 7
l _ 9 . 5
1 , 9  . 6

Outlays

l_ ,  065
L r  106
L ,164
L ,224
L ,272
L ,  316

2 2 . 6
2 2 . O
2 1 , . 6
2 I . 3
2 0 . 8
2 0 . 4

Perecent of GNP

Office of Management and Budget,
t he  1989  Budge t ,  Ju Iy  28 ,  1988 .



Table 2.A. GNP and Budget Aggregate
Growth Rates,  OMB Basel ine,

F i sca l -  Yea rs  1988-1993

Year

L 9 8 8
L 9 8 9
L 9 9 0
1 9  9 1
1,992
l - 9 9 3

L 9 8 8 - l _ 9 9 3

Average

GNP

6 . 8
7 . O
7 . O
6 . 7
6 .  t -
5 . 6

6 . 5

Revenues

6 . 9
6 . 6
8 . 2
7 . 4
5 . 4
6 . 0

6 . 7

Outlays

6 .0
3 .9
5 .2
5 .2
3 .9
3 .5

4 . 6

Def ic i t

o .7
- L 2 . 5
- l - 6 . 5
- 1 5 . 3
- 1 , 4 . 9
- 3 3 . 8

- l _ 6 . 0



fab le 3.  GNP and Budget  Pro ject ions,  Assurn ing 1989
Recession and Post-Recession

Outlay erowth at 6 Percent Per Year

B i l l i ons  o f  DoLLars

Year

l _ 9 8 8
l _ 9 8 9
l _ 9 9 0
L9 9 l -
]-992
t _ 9 9 3
1  9 9 4

1 9 8 8
1 9 8  9
1 9 9 0
L 9  9 1
]-992
L993
I 9 9 4

GNP

4 7 7  0
4 8 2 7
5 3 3 6
582I
6225
6 6 4 9
7  I O 2

1 0 0 . 0
1 0 0 . 0
1 0 0 .  0
l - 0 0 .  0
1 0 0 . 0
l _ 0 0 . 0
1 0 0 . 0

Revenues

9L0
900

103  0
lL37
121-7
L3  01
1390

Outlays

Lo55
Ll_3 5
1203
1275
l_3 5l_
L432
1518

D e f i c i t

l_55
2 3 5
L73
t-3 I
1 , 3 4
1 3 1
L28

3 .3
4 .9
3 .2
2 .4
2 .2
2 .O
L .8

Percent of GNP

19 .  r -  22 .3
l - 8 .7  23  . 5
19 .3  22 .5
19 .5  2 r . 9
L9  .  6  2 r . 7
19 .6  2L .6
19 .6  2L .4



T a b l e  3 . A .
Rates t

Pos t -Recess ion

GNP and Budget Aggregate Growth
Assuming 1989 Recession and
Outlay Growth at 5 Percent Per Year

Year

1 9 8 8
1 9 8 9
L 9 9  0
1 9 9 l _
] . 9 9 2
1,993
1,994

t - 9 8 8 - l - 9 9 4

Average

GNP

7 . 5
L . 2

t - 0 . 5
9 . L
6 . 9
6 . 8
6 . 8

7 . O

Revenues

6 . 6
- t_ .  t -
L 4 . 4
L o . 4

7 . O
6 . 9
6 . 8

7 . 2

outlays

6 .0
6 .6
6 .0
6 .0
6 .0
6 .0
6 .0

6 . 1

Def ic i t

2 . 7
51 .  6

-26 .4
-20 .2

-2 .9
-2 .2
-2 .3

-2 .3



Table 4.  GNP and Budget  Pro ject ions,  Assuming
1989 Recession and Post-Recession

Out lay Growth of  5 .6 Percent  per  Year

Bi l l ions of  Dol lars

Year

L 9 8 8
t -989
L 9 9 0
1_99 l_
L992
t _ 9 9 3
r 9 9 4

1 9 8 8
1  9 8 9
t - 9 9 0
l_9 9 l_
L992
l _ 9 9 3
I 9 9 4

GNP

4 7 7  0
4827
5 3 3 6
5821
5225
6649
7 LOz

L00 .  0
l _00 .  0
l _00 .  o
L00 .  0
L00 .  0
100 .  o
L00 .0

Revenues

9l_0
900

L03  0
LL37
L2L7
L30 t
L390

19.  r .
L 8 . 7
l _ 9 .  3
L 9 . 5
L 9  . 6
l _ 9 . 6
L 9  . 6

Outlays

l _ 0 6 5
l_t-3 5
L l_99
1266
L337
L 4 t 2
L 4 9 L

22 .3
23 .5
22 .5
2 r . 8
2L .5
2L .2
2r .  o

D e f i c i t

L 5 5
235
L 6 9
L29
L20
l_l-1
t_01-

3 . 3
4 . 9
3 . 2
2 . 2
1 . 9
r .7
r .4

Percent of GNP



Tab le  4 .A .
Rates,

Post-Recession

GNP and Budget Aggregate Growth
Assuming 1989 Recession and

Out lay Growth at  5 .6 Percent  Per  Year

Year

1  9 8 8
t _ 9 8 9
t-99 0
1 9 9  L
L992
l_993
1994

1 9 8 8 - 1 _ 9 9 4

Averag:e

GNP

7 . 5
L . 2

t _ 0 . 5
9 . L
6 . 9
6 . 8
6 . 8

7 .0

Revenues

6 . 6
- L .  1
L 4 . 4
1 0 . 4

7 . 0
6 . 9
6 . 8

7 .2

Outlays

6 . 0
6 . 6
5 . 6
5 . 6
5 . 6
5 . 5
5 . 6

5 . 8

D e f i c i t

2 . 7
5 L . 6

- 2 8 . L
- 2 3 . 7

- 7  . O
- 7  . 5
- 9 .  0

- 5 . 6



Tab1e 5. Growth Rates of Federal Outlays
in Constant L9A7 DolLars in Alterative

1989 Recession scenar ios

Rates of Constant-Dollar outlavs Growth
Nominal Post-Recession outl-av Growths

6 Percent 5 .6  Pe rcen tYear

1 9 8 8
1 9 8 9
L 9 9  0
L9 9 l_
1992
t - 9 9 3
L994

l _ 9 8 8 - l - 9 9 4

Average

2 .L
2 .7
2 .L
2 .L
2 .L
2 . t
2 .L

2 .2

2 .L
2 .7
1 .7
1 - .7
L .7
L .7
L .7

1 .9



Tab1e 6. Growth Rates of
Constant L9a7 DolLars, CBo

Federal Outlays in
Basel ine Pro ject ions

Year

1 9 8 8
L 9 8 9
r -990
19 91_
L992
L993
L994

In f la t ion nate

3 .0
4 .2
4 .  t -
4 .L
4 .  t -
4 .L
4. r

constant Dollar outlay Growth

2 .9
L .7
2 .3
t - .  3
t - .  o
l_ .  o
L .4



Tab1e 7. Budget Aggregates Projected
wi th 1989 Recession and 3.8 Percent  Out lay Growth

Bi l l ions of  Dol l -ars

Year I Revenues I Outlays I Def ic i t
|  |  I  A m o u n t  1  %  o f G N P

t _ 9 8 8
l _ 9 8 9
l _ 9 9 0
t-99 t_
L992
L 9 9 3
L994

910
900

Lo3  0
LL37
L2L7
L3  01
L390

1_065
L L 0 5
I L 4 7
1t -9L
t - 2 3 6
L283
1332

L 5 5
205
L L 7

5 4
L 9

-t-8
- 5 8

3 . 8
4 . 3
2 . 2
0 . 9
0 . 3

- 0 .  3
- 0 .  8


