April 2, 2001

Ms. Lindy L. Paull

Chief of Staff

Joint Committee on Taxation

1015 Longworth House Office Building

Washington, D.C.  20515

Dear Lindy:


The Congress is currently debating tax proposals specifically designed to stimulate the economy in the short run and to place it on a path of stronger growth in the future.  The reductions in marginal income tax rates that recently passed the House of Representatives, for example, are certain to achieve both objectives and to do so without risking an acceleration of inflation.  These rate reductions are relatively simple from an analytical perspective and are yet very broad.  Therefore, it seems to us that now is an ideal occasion for the Joint Committee on Taxation to attempt to include as part of its analysis and revenue estimations a wide array of economic feedback effects such as a widespread shifting of income from non‑taxable to taxable forms, increasing labor force participation rates, and increasing rates of capital formation.  For lack of a better term, we will hereinafter refer to these as dynamic revenue effects, understanding that the Joint Committee does not now employ strictly static scoring.


We are aware that the Joint Committee on Taxation has been studying this issue for some years now.  We request that you and your staff prepare a detailed report on the status of this project that includes some indication of when we can expect to see extensive feedback effects reflected in future revenue estimates.  Specifically, the report should address the following questions:

•
Does the Joint Committee on Taxation receive any additional funding for the study of dynamic revenue estimating?

•
If so, how has this additional funding been employed?

•
In detail, what is the status of your research into dynamic scoring?

•
The last public reporting of the Joint Committee’s work on this issue was in November of 1997.  Do you have any plans to update this report or to issue a new report?

•
The November 1997 report clearly stated the status of the effort.  What have you and your staff learned about dynamic revenue effects since then?


In addition, considering your work to date we would like the report to include an initial plan as to how you see the Joint Committee on Taxation proceeding with this project, leading to the ultimate implementation of partial, and then general dynamic scoring.   The plan should include a discussion of the kinds of models and data required, additional resources the Committee would need to implement the plan at each stage of the process, and a timeline for startup, initial scoring of major provisions, and finally the general application of dynamic scoring to all substantive tax changes.


We believe the importance of this exercise cannot be overstated.  The Congress is today debating tax provisions, some of which would encourage more rapid economic growth and some of which would have little effect on economic performance.  A critical aspect of this debate is the estimated revenue costs of these provisions.  However, an equally critical aspect is the effect on the economy we can expect from these tax changes.  The Congress’s deliberations would obviously benefit enormously from dynamic scoring.  It is absurd to think that we must proceed without it, and yet this is presently the case.


These growth effects, combined with whatever income shifting may occur, in turn affect the estimates of the revenue effects.  The Joint Committee should have the ability to estimate the economic effects of these tax changes and provide this information to the Congress to help in its consideration of tax legislation.  Further, having estimated these effects, the Joint Committee should adjust its revenue estimates accordingly.


We realize that responding to this request will require some time and effort on your part and on the part of your staff.   Nevertheless, we believe your progress and plans regarding this matter are very important to our understanding and deliberations, and that of the other members of the House Ways and Means Committee and Senate Finance Committee.  Therefore, we ask that you respond as soon as possible so that we can begin working with you to advance this effort to completion.






Sincerely,



Orrin G. Hatch



Philip M. Crane

