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Camp-Cantor Tax Cut Could “Create” 6.2 Million Jobs

Given the size of the economy and the substantial challenges facing it, efforts to quantify the extent to which even large spending increases or tax cuts will impact future economic growth and employment are largely speculative, and the conclusions are generally dictated by the assumptions made by the authors.


Despite those limitations, there is strong academic support for the view that the tax cut proposals contained in the Camp-Cantor proposal, scheduled to be offered as a substitute to H.R. 1, the “American Recovery and Reinvestment Act of 2009,” will provide a meaningful boost to the country’s GDP and employment, particularly in the next two years.


It is important to note that any such estimate is subject to substantial uncertainty.  In their own paper estimating the impacts of President Obama’s stimulus plan, the President’s nominee to Chair the Council of Economic Advisors Christina Romer and her colleague Jared Bernstein, the Chief Economist for Vice President Biden, cautioned that “it should be understood that all of the estimates presented in this memo are subject to significant margins of error.”
   One reason such a warning is appropriate is that no study could possibly capture the full effect of all of the spending and tax proposals on the economy and job market.  

For example, a tax cut that promotes savings has a different impact than a tax cut that promotes consumption.  Both might be laudable, but it is impossible to measure with precision how much either would contribute to economic growth.  Similarly, though beyond the scope of this paper, one might rightly wonder how to weigh the economic effect of additional spending for the National Endowment of the Arts, and how that compares to increased funding for “shovel-ready” transportation projects (which might yield economic benefits such as more efficient movement of people and goods, less traffic, and less energy consumption, among others.). 


Recognizing the limits of such nuances, the Romer-Bernstein report used some basic multipliers for projecting the economy-wide impact of spending increases and tax cuts.  But they used an important assumption that is difficult to square with the authors’ previous academic work.

Specifically, they use a multiplier that suggests tax cuts equal to 1% of Gross Domestic Product (or “GDP” which is a measure of national output) have a less than 1% effect on output, while spending increases of the same size have a greater than 1% effect.  The Romer-Bernstein paper lacks critical details necessary to fully understand their reasoning, but it is possible the authors consider only the demand side effect (i.e., induced consumption) caused by the tax cuts but fail to also consider the supply-side benefits caused by the decision of some recipients of tax cuts to save, rather than spend the additional income no longer being paid in taxes.  

The existence of both demand-side and supply-side impacts is commonly accepted, including in a non-partisan Congressional Budget Office (CBO) report on reducing income tax rates.

In fact, a year before being tapped to serve as the Chairman of President Obama’s Council of Economic Advisors, Romer, co-authored a report echoing the view tax that cuts can have a very large economic stimulus effect.  As the authors noted at the time, “tax cuts have very large and persistent positive output effects.”
   The authors calculated various percent changes to GDP as a result of tax changes.  Using different assumptions and different sample periods, they estimated that a change in taxes equal to 1 percent of GDP resulted in a 2.2 percent to 3.0 percent change in GDP, with tax cuts increasing GDP.
   


We find Dr. Romer’s previous conclusions on the economic impact of changes in tax policy an appropriate multiplier for examining the impact of stimulus proposals.  To be abundantly cautious, we use the more conservative 2.2 percent figure at the bottom end of her scale to minimize the chances of overestimating the economic impact of tax changes.   


According to estimates provided by the non-partisan Joint Committee on Taxation (JCT), the Camp-Cantor proposal would provide about $400 billion in tax cuts during fiscal years 2009 and 2010.  Given CBO’s projection that GDP will be $14.2 trillion in 2009, the tax cut represents approximately 2.8 percent of GDP.  

Using the 2.2 percent multiplier at the conservative end of the Romers’ analysis, this suggests the Republican substitute will generate a 6.1 percent increase in GDP over two years.


To determine how such a change in GDP would correspond to changes in employment, we refer back to the Romer-Bernstein study, which states that a 1 percent increase in GDP is associated with a 0.75 percent increase in employment.  That multiplier suggests the tax cuts in the Substitute will increase employment by 4.6 percent (i.e., 6.1 percent times 0.75).  The Romer-Bernstein study predicts employment will be 133.9 million at the end of 2010 without enactment of an economic stimulus bill.  Thus an increase in employment of 4.6 percent means the Camp-Cantor proposal will create approximately 6.2 million jobs.
The attached chart shows these calculations on a step-by-step basis.


A few important final observations are in order.  First, while it is beyond the scope of this paper, we do recognize there are limitations to the application of this multiplier.  Broad-based tax cuts designed to encourage job creation and capital formation appear more likely to have the sort of growth-promoting features that would support the conclusions in the Romers’ 2007 study.  We can certainly imagine other tax cuts, focused perhaps on narrow benefits for favored industries or that would have clear negative externalities, for which such a mathematical application would break down.  But the provisions in Camp-Cantor do not appear to implicate such concerns.
Second, as noted above, any such estimate is a speculative attempt to apply conventional mathematical analysis to a multi-trillion dollar economy navigating stormy waters.  There is no opportunity for a counter-factual study (i.e., we cannot create a real-life replica of the U.S. economy and apply stimulus to one and a placebo to another).  Any after-the-fact attempt to analyze what impact a specific action did or did not have involves substantial guesswork as to whether the observed changes might have occurred (or even occurred in greater intensity) absent the attempts by policy makers to alter the ever-changing economy.

Nevertheless, previous reviews of economic literature, particularly those written by President Obama’s own economic advisors, suggest that tax cuts of the size called for in the Cantor-Camp proposal should have a substantial positive impact on economic growth and job creation.
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Estimated Impact of the Tax Cuts in the Republican Substitute�
�
on the U.S. Economy over the next Two Years�
�
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2009-2010�
�
�
�
�
�
Tax cuts ($ millions)�
�
          397,727 �
�
Estimate of 2009 GDP from CBO Budget and Economic Outlook ($ millions)�
�
     14,241,000 �
�
Tax cuts as % of GDP�
�
2.8%�
�
GDP multiplier effect of tax cuts (from Romer and Romer, March 2007)�
�
2.2�
�
Estimated percent change in GDP as a result of tax cuts�
�
6.1%�
�
Estimated increase in GDP as a result of tax cuts ($ millions)�
�
          874,999 �
�
Jobs multiplier effect from a one percentage point change in GDP (from Bernstein and Romer, January 9, 2009)�
�
0.75�
�
Estimated percent increase in jobs�
�
4.6%�
�
Estimate of payroll employment without stimulus (from Bernstein and Romer, January 9, 2009)�
�
   133,876,000 �
�
Estimate of increase in payroll employment resulting from Republican tax cuts�
�
       6,169,234 �
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Prepared by the Committee on Ways and Means, Republican Staff from Romer and Romer, 


"The Macroeconomic Effects of Tax Changes," March 2007; Romer and Bernstein; 


"The Job Impact of the American Recovery and Reinvestment Plan," January 9, 2009; 


Congressional Budget Office "The Budget and Economic Outlook," January 2009; and 


Joint Tax Committee estimates of the Camp-Cantor substitute to H.R. 1.
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