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~ Economic Downturn of 2001-02: _
Recession-Recovery, the Role of Palicy, and Risks

by Allen Sinai’

A Dangerous U.S. and Global Recession

In one of the most unusual and dangerous business cycle episodes on record, the U.S. and Globa
Economy have fdlen into Recesson—very difficut times for busnesses and individuds now
and to-come in the U.S. and around-the-world, with a severe business sector downturn, faling
profits and increased losses, risng joblessness, less growth of income, increasng pressure
through recession-related declines of tax receipts on the budgets of the U.S. Government, states
and locdities, and those of the G-7, developing, and emerging countries. Globd trade is
shrinking with trave, tourism, and related activities dl suffering around-the-world.

The curent U.S. downturn, which began in March, on the surface seems like it might be nearing
an end, nine months in length againg the 11-month average of nine post-W.W. Il recessions, far
adong chronologicaly rdéative to the historica average, but, in the aftermath of a long expanson
and then excessve U.S. boom, functionally far from the point of recovery, in large part
gemming from the unusud nature of the downturn, inability of essier monetary policy to reverse
the economic dide, and too little fiscal imulus.

Mogt previous recessons genericadly have come from a fully employed economy with
undesrable rises in price and wage inflation, accompanied by excesses and imbaances in
housng, rea edate and the consumer, Fed-induced sharp increases of interest rates, credit
crunches, and sometimes negative External Shocks like the Oil Price Shocks of 1973-75 and
1979-80. Such a generic process has propeled the economy downward, mainly through
reductions in housing activity, consumption, inventories and capitd spending, areas that later
became amenable to easier monetary policy given theinitia sources of the downturn.

This downturn has not been typical; indeed, it is the only one since W.W. Il dearly initiated from
the U.S. business sector, which, in 2000, retrested from a boom state to set in motion downwaves
for production and inventories, a collapse of capitd spending, less jobs crestion, then a globa
dowdown through reduced trade flows and because of the multinational nature of U.S.
corporations, and now, lagt, weaknessin consumption and housing.

This downturn started in the U.S. business sector, not the typical place nor from the typical
sources of too much inflation, ve gght Fed policy, high and risng interest rates, a credit
crunch, resdertial and nonresidential real edtate collgpses, weekness in busness, fdling profits,
declinesin jobs, risesin unemployment, and continuing, but diminishing, negetive interactions

The dide in the U.S. business sector that started the U.S. and globa downturns semmed from a
number of reasons, some inherently cyclica, some related to an excessive boom, in some cases
“bubble,” in technology and telecommunications, and some from higher interest rates. B,
mostg/ the slowdown came from a diminution of the boom pace of growth in business activity, a
slowdown in the growth of profits, di SaJJpOI ntment in business expectations, and then a business
sector response of cutting-back on production, inventories, capital spending, imports, and people
to maintain profits and to maximize shareholder value.

Cutbacks in production and inventories produced one downcycle. An inventory cycle usud(ljy is
short-lived. A second downcycle was a downwave and retregt in the ?rmmh 0 ital spending.
Capitd spending downcycles are usudly long-lived. Through trade flows, the “lifeblood” of a
globd economy, and the multinational nature of U.S. and globa busness corporations, the
*virus® of U.S. business cutbacks spread throughout the world, into our mgor trading partners
Canada and Mexico;, to an dready recessed Japan, directly and indirectly through increased
weakness in a number of Southead Asian economies heavily exposed to the United States on
exports and in technology; then to Germany, a very open economy which lost exports to dl the
globd economy; into France and Itdy, heavily exposed to Germany through exports, now the
whole Eurozone, Latin America, and the U K.
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The busness sector cutbacks in the U.S. initisted a spreading and cumulative weskness
throughout the world, in turn reverberating back to the U.S. through reductions in U.S. exports,
adding to the recessonary forces in the U.S. in an unusud way through the new economic
dimension of globdization.

With this causal sequence and aggressve reductions of interest rates by the Federa Reserve
dating this past January, to stem what, a first, appeared to be just an inventory cycle,
consumption and housing expenditures were supported, athough less so over time as increased
layoffs and unemployment an taking a toll on consumer spending, dong with less growth in
incomes, worsened household financid postions, diminished confidence, and increased
uncertainty over the economy and lost jobs. A Bear Equity Market since March 2000 and less
cgpitd gans redizations dso have depressed consumer spending. The most postive aspect of
the sharply lower interest rates engineered by the Federad Reserve has been a wave of household
mortg_age refinancing that has reduced mortgage costs and released funds to households for
soending, saving, and/or debt reduction off increased asset values of resdentia red edate
collateral. Thisaso condtitutes arisk should red estate pricesfal for any reason.

Now, the U.S. and global economy are in the heart of an interactive and mutually reinforcing
cumulative qlownturn, made worse by the negative shock waves generated from the
September 11' Teroriss  Attack and  its  Aftemath, a  recessonary and
disnflationary/deflationary Externad Shock coming on top of the processes dready in-place.

The Terrorig Externd Shock has intendfied the U.S. economic downturn through its negetive
effects on consumption, directly and indirectly on busness through interruptions to production
and increased securit)(1 cods, with the latet downward wrench in U.S economic activity
goreading throughout the world to intensify the globa recesson dready in place, much as the
first negative demand shock did from the U.S. business sector over ayear ago.

This Externa Shock, like many other Externa Shocks in U.S. busness cycle higtory, if lagting
long enough can become integrated into the cyclical experience, in this case a recessonary force
through its impacts on the consumer and on business, the risks and uncertainties that have arisen
because of the Event, and the ripple effects out of the U.S. to around- the-world.

Financid markets are quick to react to changes in the risks surrounding the fundamentas of the
economy occasoned by Externd Shocks, but the economy itself reacts dowly. Initidly, stock
prices fell and so did U.S. interest rates on the prospect of a worse downturn and increased
uncertainty around next year's economy and profits. Lately, on the tive strides made in the
Wa Agang Terrorism in Afghanigan, sock prices have risen, dong with interes rates, on
decreased risks and the possibility that an economic recovery may occur soon.

So long as the Terrorist Event remains recessonary for the U.S. and Globa Economy, inflation
ghould show a ggnificant dignflaiion thrust, with some deflation. Declines in crude oil prices
are pat of this process and so long as they remain significantly lower than before, an offset to
the recessionary thrust of the Terrorist Event is provided.

The Terrorist Event, like many other externad shocks in business cycle higory, eg., the Gulf War
in 1990-91, is sarving to despen, intensfy and prolong the downturn, but if it leaves no lingering
effects or does not last long, the economy can spring back quickly to its previous position.

However, such does not appear to be the case for the Terrorist Event, where fundamental shifts
in consumer and business behavior, occasoned by the need for ongoing security and large
increases in cods for security, essentidly a tax that weskens economic activity as wdl as
producing an inflationary thrust in costs, dso disrupts production and productivity.  The
Incr federd government spending associated with the War Againg Terrorism can lift GDP,
but very likdy will have no laging pogtive effect on the supply-sde of the U.S. economy;
indeed, probably will reduce productivity growth and the potentia rate of growth of the U.S.
€conomy.

If the diagnosis for the genesis of the 2001-2002 economic downturn is roughly ri%ht, then easier
monetary policy, through sharp reductions of interest rates, is unlikely to quickly, or easily,
reverse the recession, in the U.S, or globally.

It is well-known that reductions of interest rates alone, even increased availability of credit, are
not the prime motivator for busness sector spending, the area of activity that is undergoing the
sharpest downturn.
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In such a Situation, unusual in U.S business cycle history, the standard medicine of easier
monetary policy cannot work in its normal time span. Such has been the case so far, 11 months
since monetary policy began to be aggressively eased in early January.

To the credit of the Federd Reserve, monetary aFolicy was eased aggressively before the onset of
the Recesson, through the contemporary centrad bank approach of managing the “risks’ around
economic and inflation progpects. Under such a policy, the centrd bank need not wait for, nor
even expect, nor forecast, a Recesson, before taking the appropriate easing, or in the opposte
case, tightening decisions.

Thus, it becomes absolutely essential to employ fiscal policy stimulus, and soon, in this episode,
adong with the necessary easer monetary policy, to restart the economy and st into motion
forces that can begin and build a cumulative Upswing.

The stakes are high in this unique business cycle downturn where both the U.S. and globa
economy are in recession, the worst globa economic downturn since 1982.

Sincethe U.S started the downturn, it must be the U.S. that will have to be the catalyst to reverse
the downturn, to be the engine that gets restarted to reverse the global recession.

Poor economic ormance, bad busness, and risng unemployment are undesrable in both the
US. and dsewhere, but even moreso in these times given the historical record of politica
ingahility that stems from bad economic times, let lone to be fodder for terrorist activities.

An economic simulus packege totaing $125 billion to $150 billion, in addition to whatever
gimulus will be forthcoming from the persond income tax reductions legidated last year, would
be appropriate for the next and subsequent fiscal years.

Already, some $60 billion to $80 billion of government spending stimulus appears committed
over the next year through increased federd government expenditures relaiing to the War
Agang Terrorism.

This amount of federa Poyernment spending will lift aggregate GDP and growth of red GDP for
a time, but have little lagting effect in terms of permanent jobs credtion, productive activities in
the private sector, risng productivity and the potentid growth of the economy. Such is the case
in modern economies, unless federa government spendi Qg is targeted to enhance productivity
g]del efficiency, perhaps focusng on education, targeted infrasructure, or new technology
level opment.

Additional tax reductions to stimulate the economy would be appropriate, some $60 billion to
$70 billion over the next fiscal year to round out the économic policy stimulus.

The man objective should be to gimulate the area of the economy that is currently most
depressed, namely the business sector, especidly since last year's tax reductions were amed
amog solely at households.

Measures to enhance business ceapitd spending should be favored, including accelerated
depreciation, and/or corporate profits tax reductions. Investment tax credits can increase capita
spending, but tend to displace future expenditures.

In order to provide demand-side incentives for business spending and jobs creation, however, it
is necessary to Simulate the sales of business, hence earnings and cash flow.

This can be done through tax reductions for consumers, in order to rase the growth in
goéqnwr_nption goending tha has makedly diminished and is next inline for recessonlike
avior.

Accderating the phase-in of the dready legidaive margind income tax rate reductions would be
gimulative and appropriate, paticulaly for middle- to low-income taxpayers. Accderding the
phase-in of legidated reductions in hlgéh_er income tax brackets is more a long-run dimulus then
short-run, so0 that a quicker phase-in of income tax reductions from the 27% to 25% bracket and
]Ehrou%g incressing the number of households digible for the new 10% bracket should be
avored.

One advantage of the acceeration of income tax reductions in lower income tax brackets is the
permanence of the tax reductions. Permanent tax cuts tend to have more beneficid effects on the
economy, short- and long-run, than temporary. Of course, with risng unemployment, increased
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trlans‘ers through extending unemployment benefits, a temporary measure, should be put into
place.

The advantage of accelerated depreciation, or even full expensng of certain categories of capita
gpending, is that it is targeted toward the area of the economy that has tumbled the most and
where there is consderablerisk of ddlaysin reverang the downturn.

Total fiscal dimulus of around $130 billion to $150 billion, dong with $40 billion to $50 hillion
of tax reductions for individuals coming this year from legidation last year, is essentid to assure
recovery of the economy in 2002.

Table 3 shows the economic impacts for a policy package of about this Sze, comprised of
increased federa government spending and tax reductions for business and individuals.

Tax policy simulus amed a consumers and business is assumed, a step-up in the expensng of
equipment write-offs by busness and lower income taxes through modest rebates in the first haf
of next year and an accelerated phase-in of the current 28% tax bracket to 25% ahead of what the
legidation scheduled for 2006.

Without it, the U.S. economic recovery would be sgnificantly ddayed, perhgps until late next
year or early 2003, consderably fewer jobs would be created, and productivity growth and
potentia output of the economy would be sgnificantly less

The program adds 0.8 percentage points of real economic growth to the U.S. economy in 2002.
Without it, the decline in GDP would be about 1%, a sgnificant recesson, with economic
recovery put off until 2003.

Given the lags in the reaction of businesses and households to reductions in taxes, it isimportant
to legislate tax reductions soon, before the end of this year, to take effect on January 1, 2002.
All tax reductions have more beneficid short- and long-run effects on the economy, both on the
demand- and supply-Sde, if permanent, rather than temporary.

Economic Outlook—U.S. and Global

The current Decision Economics, Inc. forecast is a Recesson for the U.S. economy and for the
Globa Economy, a 48-country aggregete, accounting for nearly 97% of total globa GDP.

Tables 1 and 2 present the latest projections.

The worgt of the U.S. and globd downturn appears in-process now, in the U.S. moderate to
svere in the EJorivate sector, the business sector, for consumers and in trade, but qute mild in
terms of overal GDP, a poor measure of the dtate of the economy during times of recesson or
boom. GDP is propped by compensating and offsetting movements in net exports to the declines
in private sector activity, as imports decline by more than exports fal. Dedining trade flows,
however, imports and exports, are a sure sign of ill hedth for a given country’s economy and, if
widespread throughout the world economy, the case now, is a symptom of mgor globa
economic weakness. Also, government spending, federd, state and local, a totd near 17% of
'U%act GDP, is ridng, propping GDP, but is narowly focused in its private sector economic
impact.

The Decison Economics, Inc. expectation is for declines of red GDP in the 1% to 2% range
during the current quarter and first quarter of 2002, then a modest postive by next spring, and
growth in the 2-1/2% to 3-1/2% range In the second half of next year.

In the private domestic U.S. economy, however, the downturn could well last longer, depending
upon how consumers react to lower interest rates, mortgage refinancing, and tax reductions, the
propensity to spend of a beeaguered U.S. business sector, the rest-of-the-world economies in
relation tc;eél.s exports, and, in particular, when the deep collapse of business capitd spending
gets reversed.

For 2001, fourth quarter-over-fourth quarter, redl GDP is forecast a —0.2%; over a Smilar period
in 2002, a 1.1%. Full-fledged economic recovery is expected to begin sometime around the
middle of next year, extending throu%h the second hadf, with a strong year in 2003, 3.2% growth,
about trend potentia growth for the U.S. economy.

This forecast assumes additiona reductions of interest rates by the Federd Reserve, to 1-3/4% or
perhaps as low as 1-1/2% in the key federd funds rate, with a long period of relaively sable,
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low interest retes, dong with increased funding of private sector activities from financid and
other intermediaries.

An economic gdimulus package dso is assumed in the Decison Economics, Inc. forecadt,
increesed  federd  government  spending of $50billion to $70 billion over the next-year-so,
mainly on defense, and through tranders, the latter including support of the arline and insurance
industries, and increased unemployment benefits.

Tax reductions for individuds and busness dso ae assumed, approximatdy $75 hillion,
consging of tax rebates to lower income individuds who did not receive them in 2001, an
accderation in the phase-in of the 28% income bracket to 25%, and a 3year 30% across-the-
board reduction in tax lifetimes for al capita equipment.

Without the stimulus package, the expectation for 2002 on GDP would be lowered to between
-0.5% and —1% instead 0—0.2%. Fourth quarter-to-fourth quarter, the economy would be
expected to grow only about 0.5%.

Viable and sustained economic recovery is forecast in the second haf of 2002 and the recession,
measured as beginning in March 2001, ends in June 2002, 14 months in length, one of the
longest in post-W.W. Il higtory.

Globally, the approximate 1% growth for the Globa Economy in calendar years 2001 and 2002
congtitutes the worst economic downturn for the globa economy since 1981-82.

The dividing line for globd recession on the globa datisticsis +1-1/2%.

One danger in the current recesson environment lies in the uncetain nature of the globd
downturn and its pervasiveness and impacts on the U.S. economy. Most countries that are in
recesson ae not able to aggressvely dimulate their economies through fisca policy, orly
through monetary policy.

shows an intensfying downturn, with not much improvement next year. Germany is now
in recession, likely to remain so for another quarter or two. Canada very probably will recess
and Mexico is dready now in a recesson. Severa countries in Southeast Ada aso are declining
in economic activity. And, Latin America, in the aggregate, is down.

]:I'he W&despreed globa nature of the current economic downturn is one of the mgor risks going
orward.

Fiscal Policy and Tax Policy Possibilities
Numerous candidates for tax reductions exist.

An across-the-board reduction of tax lifetimes for dl equipment is one posshbility. Yet another is
to fully expense the 5-year tax lifetime equi[)ment, which condsgs mainly of “high tech’
categories of spending, basicaly Information Technology (1T) and Software.

The combination of tax measures that increase saes and targeted tax incentives for business to
spend on capitd goods and/or new technology goes to the heart of where the U.S. econony is
currently most damaged.

Tables4 to 5 present the results for severa tax policies to stimulate the economy, 1) persond and
corporate capitd gains tax reductions, 2) accelerated depreciation, and 3) Szegble reductions in
corporate profits taxes. These are meant to be illudrative of the reative impacts, not necessarily
specificaly programmeétic.

Generdly, for the long-run, capitd gains tax reduction shows up most favorably. But, for
various ressons, including the need to stimulate the economy ®on, action to reduce capital gains
taxes can be postponed to a later time.

Of the various business tax reductions examined, accelerated depreciation shows up favorably in
most  economic ormance dimensons, paticulaly in terms of “bang-for-a-buck,” i.e, the
increase in real GDP per dollar of lost revenue, a least for the programs examined in the Sina-
Boston Macroeconometric Modd smulations.

Risks—Pluses and Minuses

The risks around the forecast for the next year are numerous, with a number of pluses and a
number of minuses.



Some pluses—

1. catanly, the amount of dimulus, monetary and potentidly fiscd, in the “pipeing” which
appearsto belarge.

Interest rates are a the lowest level since the early 1960s, with short-term interest rates
reduced 10 times by the Federal Reserve this year, a totd of 475 basis points. Long-term
interest rates, particularly mortgage rates, also are lower, by about one-haf to one percentage
point.

2. an economic stimulus package of tax reductions and increased government spending totaling
around $150 billion, incuding increesed government spending for the Wa Agang
Terrorism, represents a Szesble 1-1/2% of GDP, one of the more simulative fiscal packages
in higory. This gimulus is in doubt, however, with Congress and the Adminidration not yet
having agreed upon gdpackage. Its presence, in the current unigue business cycle downturn,
isan important ingredient for economic recovery.

3. lower crude oil and energy codts, if maintained, should raise purchasing power for consumers
and businesses, hdp offset red income logt through jobs losses and the inability to get new
jobs, and to shore up profits.

4. then, there are the funds released for mortgage refinancing, available to spend or to save.

5. the undelying dructurd fundamentals of the U.S. economy sound—nhigher trend
productivitﬁ/ growth than previoudy, a strongly competitive workforce and management, a
pro-growth and pro-business adminigtretion.

But, despite al these pluses, the recesson has rolled on in the US. and globa economy for quite
some time with no red signs of aturnaround yet.

Some minusess—

1. oneis that lower interest rates and easer money do little to simulate business spending in the
U.S. and globa economy when it is depressed and when there B congderable overcapa:itty.
Permanently higher sdes, earnings, cash flow, and expansion opportunities are necessary for
business to spend aggressively.

2. a second is the rdiquification of household balance sheets consumers that is being
reflected in a risng persond savings rate, as households use funds released through tax cuts
and mortgage refinancing to rebaance the imbaances in household financia pogtions.

3. ye another impediment to recovery lies in the globa downturn, intensfying now in severd
magor regions of the world, such ‘as Japan, Southeast Asia and Germanly, and reverberating
back to weaken the U.S. economy, prolonging its downturn.

4. The find minus is noneconomic, the Teroris Event and its Aftemath, dong with the
uncertainty and risks that Terrorism presents to the U.S. and world economies.

Digruptions to production and increased security costs definitdly impede business and prevent
busi nesses from making expansionary decisons.

Households save more and are reluctant to spend in atroubling situation.

A posshility of more terrorist atacks that could disrupt the U.S. or other economies, or an
extenson of the current War Againgt Terrorism, isyet other potentia negative.

Concluding Per spectives—When Will Recovery Come?

By-and-large, the question as to when the U.S. economy will recover, whether and how much
help it needs from palicy, liesin answersto two Smple questions.

The firg is wha will make busness spend? How long will it take before business begins to
produce more, rebulld inventories, and spend for capita goods and for expansion, most
importantly, for new hiring?

The second revolves around the consumer and how much of any tax reductions or funds released
through mortgage refinancing will be spent and how much will be saved.

Ultimately, every busness sector downturn gives way to an upturn; it is smply the inherent
internal mechanisms of the business cycle that produce areviva.
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Where palicy can hdp, and should do so, isin jump-garting the process of a cumulative upturn.

Once done for the United States, given the leverage of the U.S. economy in the rest-of-the-world,
the globa economy likely will be helped as well.

Simulative monetary and fiscd policies dso need to be gpplied in Jgpan, Asa and the
Eurozone, since the U.S. economy aone, even as a primary engine for growth, will not be able to
fully bring about globa economic recovery dl by itsef—it can only Sart it.

In the best of circumstances, economic recovery could come in the first quarter. This actudly is
very unlikdly.

In the worg of circumstances, economic recovery might not start until 2003, dso unlikely,
particularly if an economic stimulus package is passed.

Most likely, economic recovery should begin somewhere around the middle of next year, naking
this recesson, the tenth since World War 11, one of the longest, dmost as long as the 16-month
episodes in each of 1973-75 and 1979-80.
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D ec 1 g i OTl Tablel New York ¢ London « Boston « Tokyo
Economics U. S. Economic Forecast
November 26, 2001
Information for Decisions (Baseling, Most Likely)
Quarters Years
2000:4 2001:1 2001:2 2001:3 2001:4 2002:1 2002:2 2000 2001 2002 2003
Economy
Gross Dom. Prod. (GDP)
Bils. Chain 96 $'s 9303.9 9334.5 9341.7 93334 9287.7 9252.7 9270.2 | 9224.0 9324.3 9307.0 9575.9
Ann. % Chg. 1.9 13 0.3 -04 -1.9 -15 0.8 4.1 11 -0.2 29
% Chg. Yr.-over-Yr. 28 25 12 0.8 -0.2 -0.9 -0.8 2.8 -0.2 11 32
Consumption 6341.1 6388.5 64284 6447.8 6429.2 6419.5 64545 | 6257.8 64235 6479.3 6653.6
Ann. % Chg. 32 3.0 25 12 -11 -0.6 22 4.8 2.6 0.9 2.7
Bus. Fixed Invest. 13745 1373.9 13209 1279.8 12354 12045 1181.1 | 1350.7 13025 1191.1 1245.1
Ann. % Chg. 1.0 -02 -146 -119 -132 -9.6 -7.6 9.9 -3.6 -8.6 45
Res. Const. 3653 3729 3783 3800 369.1 3629 359.3 3714 3751 3605 3655
Inven. Invest. 428 -271 -383 -504 -524 -49.7 4717 506 -421 -468 -35.2
Net Exports -421.1 -4045 -406.7 -395.0 -3925 -388.1 -3834 | -399.1 -399.7 -383.6 -396.5
Fed. Govt. 5479 5522 5547 561.0 580.7 5795 5785 5459 5622 579.3 593.8
Ann. % Chg. 4.6 32 18 4.6 14.8 -0.8 -0.7 1.7 3.0 31 25
State and Local Govt. 1034.3 1050.5 1067.4 1068.4 1076.4 10823 1087.1 | 1026.3 1065.7 1086.7 1109.6
Ann. % Chg. 27 6.4 6.6 04 3.0 22 18 32 3.8 20 21
Fed. Bdgt. Surpl.
Unified (Qtry. Rate, NSA, FY) -23 -225 1937 -418 -457 -37.2 66.1 2369 1272 -76.2 -94.0
TradeBal., Gds. & Servs. - Bils. $s  -401.2 -380.1 -355.2 -299.9 -3488 -348.0 -321.3 | -375.7 -346.0 -327.2 -3339
Vehicles, Housing, Production
Vehicle Sales (Mils. Units) 16.3 16.9 16.6 16.1 18.0 15.7 14.9 17.2 16.9 151 154
Autos - Tota (Mils. Units) 8.3 8.6 8.4 79 8.9 7.6 7.4 8.9 85 75 7.9
Light Trucks (Mils. Units) 8.0 8.3 8.2 8.2 9.1 8.1 75 8.4 85 7.6 7.6
Hous. Starts (Mils. Units) 1539 1627 1.623 1597 1510 1455 1447 1575 1589 1478 1510
Indus. Prod. (1992=1.000) 1457 1435 1413 139% 1364 1351 1361 1457 1402 1367 1414
Ann. % Chg. -2.6 -6.1 -5.9 -4.8 -8.8 -3.7 29 45 -3.8 -25 34
Inflation and Wages
GDP Price Defl. (% Chg.) 18 33 21 21 15 16 17 23 23 1.7 19
PCE Price Defl. (% Chg.) 1.9 32 13 -04 -1.8 13 15 2.7 1.7 0.6 14
CPI- All Urban (% Chg.) 29 4.2 31 0.7 -0.8 11 13 34 2.8 1.0 1.8
PPI-Fin. Goods (% Chg.) 4.1 53 16 -3.6 -6.0 0.5 0.8 37 21 -0.8 22
Hrly. Comp. (% Chg.) 8.9 51 48 45 5.0 49 5.0 6.1 6.1 49 52
Unemployment Rate (%) 4.0 42 45 48 5.4 5.7 5.9 40 47 6.0 6.2
Profits, Income, Saving
Corp. Profs. Aftertax - Bils. $'s 563.0 5189 5103 415.0 4551 4285 4432 5740 4748 4487 481.0
% Chg. Yr.-over-Yr. 1.0 -86 -123 -289 -192 -174 -131 9.7 -173 -55 7.2
Real Disp. Inc. - Bils. 96 $'s 6634.9 6679.0 6719.2 69239 6884.5 6940.3 7000.3 | 6539.2 6801.7 7022.0 7273.9
Ann. % Chg. 4.2 27 24 12.8 -2.3 33 35 35 4.0 32 3.6
Pers. Saving Rate (%) 1.0 11 11 38 34 4.3 45 1.0 23 45 54
Interest Rates (%)
Fed. Funds 650 560 419 342 216 1.78 1.79 6.26 3.84 217 3.23
3-Mos. Treas. 601 49 370 327 1.96 1.73 1.80 583  3.46 220 339
2-Year Treas. 569 467 417 364 278 265 278 6.21 3.82 3.09 3.75
Prime 950 862 726 687 513 475 476 9.23 6.97 5.23 6.23
10-Yr. Tress. 5.55 5.04 5.30 4.97 4.67 4.52 4.37 5.99 5.00 4.54 4.77
30-Yr. Treas. 5.68 5.45 571 5.52 5.23 4.98 4.80 5.91 5.48 4.95 5.01
New AAA-Equiv. Corp. 745 668 692 647 627 592 580 7.49 6.59 6.00 6.39
Bond Buyer 5.47 5.17 5.27 5.10 5.05 4.87 4.74 571 5.15 4.92 5.20
Stock Market
S& P 500 1364.2 1275.2 1233.0 11445 11283 1205.6 12225 | 14265 11952 1231.0 1326.2
Ann. % Chg. -27.1  -236 -126 -25.8 -55 304 57 75 -16.2 3.0 77
Div. Yld. - S&P 500 (%) 117 124 127 137 142 1.45 1.49 1.15 1.33 1.47 1.55
S& P 500 EPS ($'s, Rep.) 907 918 483 1044 914 1020 1055 50.00 3359 4206 46.88
% Chg. Yr.-over-Yr. -290 -332 -642 -239 0.8 11.1 1184 38 -328 25.2 114
S& P 500 EPS ($'s, Oper.) 1311 1234 1172 1080 1058 1040 10.75 56.13 45.44 4515 49.58
% Chg. Yr.-over-Yr. -48 -11.7 -21.2 -238 -193 -157 -8.3 86 -19.0 -0.6 9.8
P-E Ratio - S& P 500 (Reported) 376 347 638 274 309 295 290 293 392 29.3 284
P-E Ratio - S& P 500 (Operating) 260 258 263 265 267 290 284 254 26.3 274 26.7
Dollar
Trade-Wted. Exch. Rate (Index) 1167 1167 1.208 1189 1212 1.247 1.278 1.123 1194 1279 1.313
Ann. % Chg. 13.0 0.2 149 -6.3 8.0 121 10.3 4.0 6.3 7.1 2.7
Yen/$ 109.8 1181 1226 1215 1229 1282 1314 107.8 1213 1325 1348
DM/$ 225 212 224 219 221 226 231 212 2.19 2.30 2.36
$/Euro 0.870 0923 0874 0.893 0.884 0866 0.848 0.924 0893 0.850 0.827
CH/$ 153 153 1.54 1.54 1.59 1.61 1.63 1.49 1.55 1.63 1.65
$/Stg. 1.45 1.46 142 1.44 143 1.39 137 1.52 1.44 1.37 135
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(Baseline, Most Likely)

Real Growth (1)8 Inflation - Consumer Prices(2)§ Unemplovment Rate§ Current Account (3)§
(Percent Chanae) (Per cent Chanae) (Per cent) (Billions of U.S. Dollars)
1999 2000 2001**  2002** 1999 2000 2001**  2002** 1999 2000 2001** 2002** 1999 2000 2001** 2002**

United States* 4.1 4.1 11 -0.2 2.2 34 2.8 1.0 4.2 4.0 4.7 6.0 -324.4 -444.7 -440.7 -421.3
Canada* 51 4.4 1.1 0.9 1.7 2.7 25 2.0 7.6 6.8 7.0 75 1.2 18.1 24.5 20.8
United Kinadom (4) * 2.1 2.9 2.2 14 2.3 2.1 2.2 2.0 6.0 55 51 5.4 -31.0 -27.8 -235 -23.5
Europe 25 34 15 0.8 11 2.2 2.6 14 10.2 9.2 8.6 9.0 54.0 9.1 4.2 -8.7

France* 3.0 34 2.0 11 0.6 1.7 1.6 0.7 11.0 9.5 8.9 9.2 375 17.8 20.0 17.0

Germany * 17 3.2 0.7 0.5 0.6 1.9 25 13 10.5 9.6 9.3 9.7 -17.9 -18.1 -9.0 -9.0

Italy * 16 2.9 1.8 0.5 16 25 2.8 16 11.5 10.6 9.6 9.9 8.1 -5.6 -7.6 -10.0

Switzerland * 16 3.0 1.6 0.4 0.8 15 1.0 0.2 2.7 2.0 18 25 28.9 315 25.0 21.0
Asia - Pacific

Japan * 0.8 15 -1.2 -0.1 -0.3 -0.6 -0.6 -04 4.7 4.7 49 5.8 108.3 117.6 813 535

Australia* 4.7 3.3 2.0 35 15 4.5 5.0 4.1 7.0 6.3 6.0 6.4 -22.9 -154 -8.9 -10.9

New Zealand * 3.8 3.8 4.9 51 0.3 3.0 2.2 2.1 6.8 6.0 5.9 6.2 -3.6 -2.7 -2.3 -2.5
Newly Industrialized 7.0 8.4 -0.5 2.3 -04 0.7 2.8 25 49 3.8 4.1 4.3 64.7 50.6 50.5 48.3
Countries

Korea* 10.9 8.8 2.0 3.3 0.8 2.3 4.5 3.8 6.2 4.1 49 51 24.5 111 16.1 14.6

Taiwan 54 6.0 -2.8 0.7 0.2 1.3 2.2 2.0 2.9 3.0 3.2 34 8.4 8.9 155 14.2

Hona Kong (5) 3.0 10.5 -0.3 2.7 -4.0 -35 0.5 1.0 6.1 5.0 4.6 49 10.5 8.8 7.6 6.0

Singapore 5.9 9.9 -3.1 2.4 0.0 14 2.7 2.3 35 31 2.8 3.1 21.3 21.8 11.3 135
Latin America 0.3 4.4 -0.2 0.3 7.9 51 51 49 7.9 7.7 8.2 6.1 -45.7 -38.7 -41.9 -40.4

Argentina -34 -05 -2.3 -3.7 -1.8 -0.7 -1.0 2.8 14.2 15.1 15.4 11.0 -11.9 -9.0 -6.3 -2.7

Brazil 0.8 4.8 0.6 0.7 8.6 4.4 6.6 4.2 7.6 7.1 7.6 5.2 -25.1 -24.6 -24.1 -23.4

Mexico * 39 6.9 -1.1 1.8 12.3 9.0 57 5.8 25 2.2 3.1 2.8 -14.2 -17.5 -16.6 -14.4

Venezuela -6.2 4.7 2.8 15 20.0 134 11.8 14.1 14.2 13.0 14.0 14.0 55 134 7.1 1.6

Chile -11 54 2.3 1.6 2.3 4.5 3.7 3.6 9.7 9.2 7.5 5.0 0.0 -1.0 -2.0 -15
World 3.0 3.9 1.0 0.9 2.7 31 31 2.0 6.5 6.0 6.1 6.7 -122.4 -222.2 -248.7 -303.5
OECD 2.9 3.6 0.8 0.5 2.4 31 2.9 17 6.4 59 6.1 6.8 -198.6 -333.8 -338.4 -368.0
EU 2.4 3.3 1.6 0.9 12 2.1 2.6 14 9.2 8.2 7.7 8.0 135 -31.3 -26.5 -36.2
Eurozone 2.7 35 15 0.8 11 2.3 2.6 14 9.9 8.8 8.4 8.7 38.0 -55 -14.8 -23.7
Asia-NICs, Emeraing 6.5 7.4 3.3 4.7 0.8 1.2 25 2.9 4.2 3.9 39 39 114.4 102.1 93.4 87.7
(1) Real GDP. (3) Hona Kona. balance on aoods and services. * OECD countries.
(2) Annual averaces. excent for Latin American countries and Russia (4) Retail Price Index ex-mortaage interest. ** Forecast.

which are percent chanae, December-over-December. (5) Average of high-income and low-income CPI measures.

§ Redional and world totals are weighted averages of countries shown.
§ Current account totals are the sum of the countries shown.
§ Growth and inflation totals include the 7 largest Latin American economies, 11 largest industrializina Asian economies and 14 major European economies.
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Real Growth (1)§ Inflation - Consumer Prices(2)8 Unemployment Rate§ Current Account§
(Percent Change) (Percent Change) (Per cent) (Billions of U.S. Dallars)
1999 2000 2001**  2002** 1999 2000 2001**  2002** 1999 2000 2001** 2002** 1999 2000 2001** 2002**
Europe
Spain * 4.1 4.1 2.6 15 2.3 34 37 2.3 15.9 14.1 13.2 13.0 -13.7 -17.4 -16.5 -17.0
Portugal * 34 34 17 11 2.3 2.9 4.3 24 4.4 4.0 4.0 4.2 -9.6 -10.8 -10.6 -13.3
Netherlands * 3.7 35 0.8 0.6 2.2 25 4.6 2.2 31 2.6 21 2.8 15.2 13.6 9.7 10.6
Belgium * 3.0 4.0 1.3 0.1 11 25 24 13 11.7 10.9 10.7 10.8 14.8 11.8 8.8 8.2
Austria* 2.8 33 0.8 0.2 0.6 2.4 2.6 14 6.7 5.8 6.0 6.2 -4.4 -5.1 -4.4 -4.7
Greece * 34 4.3 35 25 19 2.8 3.2 2.2 9.9 9.6 9.2 9.5 -5.2 -8.1 -11.7 -11.7
Ireland * 10.8 115 6.0 2.0 16 5.6 4.8 31 55 4.1 3.8 4.0 0.3 -0.5 0.5 0.2
Scandinavia 2.9 35 11 1.0 15 24 2.6 16 5.9 5.6 5.1 5.3 25.6 419 37.8 36.0
Denmark * 21 3.2 12 11 25 2.9 2.3 16 5.7 5.4 5.2 54 2.9 3.2 53 5.0
Sweden * 3.9 35 1.6 0.9 0.5 1.0 24 14 5.6 4.7 3.9 4.2 8.8 6.9 6.5 6.0
Norway * 12 2.2 1.0 1.3 2.3 31 31 21 3.2 35 34 35 6.2 23.0 20.0 19.0
Finland * 4.0 5.7 0.0 0.7 12 34 2.6 16 10.2 9.8 9.1 9.4 7.7 8.8 6.0 6.0
Eastern Europe -14 5.9 -3.8 2.9 37.3 335 31.2 23.0 9.0 8.8 9.4 9.5 -16.1 -235 -10.3 -11.6
Poland * 41 41 0.1 14 7.3 10.1 6.4 5.0 12.0 14.0 15.8 154 -11.6 -9.9 -5.9 -5.9
Hungary * 45 5.2 3.6 31 101 9.9 9.7 7.9 9.7 9.3 8.5 8.4 -21 -15 -16 -1.7
Czech Republic * -0.4 2.9 3.2 2.3 21 3.9 4.7 4.6 8.6 9.0 8.4 7.9 -1.0 -2.3 -2.3 -25
Turkey * -4.7 7.2 -7.4 3.6 64.9 54.9 52.5 374 7.7 6.6 7.1 7.5 -14 -9.8 -0.5 -15
Russia 3.0 8.3 49 3.9 36.6 20.1 18.0 14.2 12.6 104 10.7 105 24.1 46.2 39.5 19.6
Emeraing Asia 6.2 6.9 5.2 5.9 14 14 24 31 4.0 3.9 3.8 3.7 49.7 51.5 429 394
China 7.1 8.1 7.5 7.6 -14 0.3 14 25 31 31 2.9 2.9 15.7 20.5 28.9 24.9
India 6.4 5.8 34 49 3.0 2.8 2.9 3.0 5.6 5.4 5.3 5.3 -2.7 -4.1 -6.1 -6.3
Indonesia 0.8 4.8 25 2.9 20.5 37 7.3 7.5 4.4 4.2 4.3 4.3 5.8 8.0 7.2 7.5
Malaysia 6.1 8.3 -0.1 2.3 2.7 16 2.8 33 34 2.8 25 25 12.6 8.4 4.1 2.0
Philippines 34 4.0 2.4 35 6.6 4.3 6.8 6.5 9.8 11.2 10.8 9.5 5.8 9.3 18 2.1
Thailand 4.2 4.4 0.6 1.8 0.3 15 25 2.7 14 15 16 16 125 9.4 7.0 9.2
Middle East 31 5.4 2.3 34 34 1.8 2.8 31 8.9 8.8 8.3 8.7 -4.1 -25 -1.2 -1.6
Israel 31 6.4 0.9 2.7 5.2 11 2.1 24 8.9 8.8 8.3 8.7 -3.0 -14 -0.3 -0.6
Eaypt 31 4.4 3.9 4.3 16 2.7 3.6 3.8 -15 -1.2 -1.0 -1.2
Jordan 31 3.9 2.1 2.4 0.6 0.7 3.2 34 0.4 0.1 0.1 0.2
South Africa 19 31 2.3 2.2 5.2 5.3 7.0 6.9 -2.2 -19 -0.6 -0.6
(1) Real GDP. * OECD countries.
(2) Annual averaaes. exceot for Latin American countries and Russia. ** Forecast.

which are percent chanae, December-over-December.
§ Redional and world totals are weighted averages of countries shown.
§ Current account totals are the sum of the countries shown.



Table 3
Macroeconomic Effects of Accelerated Depreciation (30 Percent Reduction for Equipment, Temporary),
"Permament” Reduction in the Persona Income Tax Rate to 25 Percent from 28 Percent,
Personal Income Tax Rebate of $14 Billion in 2002 (Temporary -- First and Second Quarters),
$35 Billion Increase in Defense Spending, $10 Billion Increase in Unemployment Insurance
and $5 Billion Loan Guarantee for the Airline Industry*
Changes From Baseline

Average
2002 2003 2004 2005 2006 2002-06
Real GDP - Level (Bils. '96 $'s)
(Diff. in Level) 70.6 99.5 105.7 110.9 98.1 97.0
Growth
Difference 0.8 0.3 0.0 0.0 -0.2 0.2
Business Capital Spending, Total (Bils. '96 $'s)
(Diff. in Level) 18.1 60.7 83.6 83.6 71.3 63.5
Plant, Base
(Diff.in Level) 0.5 2.9 5.9 5.7 31 3.6
Equipment, Base
(Diff. in Level) 18.9 61.9 82.8 83.0 732 64.0
Consumption (Bils. '96 $'s)
(Diff.in Level) 36.2 479 48.5 50.7 471 46.1
Net Exports (Bils. '96 $'s)
(Diff. in Level) -14.2 -19.9 -215 -22.8 -20.4 -19.8
Inflation (Annual Pct. Chg)
GDP Chain Price Index
Difference -0.0 -0.0 -0.0 -0.0 -0.0 -0.0
Consumer Price Index (All Urban)
Difference -0.0 -0.0 -0.0 0.0 -0.0 -0.0
Household Net Worth (Bils. $'s)
Difference 75.6 874 39.6 105.3 172.7 96.1
Capital Gains Redlizations (Bils. $'s)
Difference 3.2 51 4.4 55 5.9 4.8
Unemployment Rate (Percent)
Difference -0.2 -0.2 -0.3 -0.3 -0.2 -0.2
Employment (Mils. Jobs)
(Diff.in Level) 0.233 0.388 0.566 0.568 0.419 0.435
Potential Output (Bils. 1996 $'s)
(Diff.in Level) 41.6 73.0 91.8 118.5 141.0 93.1
Productivity (Annual Pct. Chg.)
Difference 04 0.3 0.1 0.2 0.1 0.2
Labor Force (Annua Pct. Chg.)
Difference 0.0 0.1 0.1 0.0 0.0 0.0
After-tax Profits (Bils. $'s)
(Diff.in Level) -78.0 -70.8 -57.5 -125 331 -37.1
Real Dispos. Income
(Diff.in Level) 79.6 75.6 74.3 66.4 534 69.9

* Macroeconometric model simulation with the Sinai-Boston Model of the U.S. Economy.
Policy changes effective Jan. 1, 2002.



Nom. Dispos. Income
(Diff.in Level)

Interest Rates (Percent)
Federal Funds Rate
(Diff.in Level)

90-day Tress. Bill
(Diff.in Level)

US 10-Year Note
(Diff. in Level)

AAA-Equiv. Corp. New Issue
(Diff.in Level)

Aftertax Weighted Average Cost of Debt & Equity
(Diff. in Level)

S& P 500 Price Index
(Pct. Diff. in Level)

S& P 500 Operating
Earnings per Share
Difference

Exchange Rate
Morgan Trade-Weighted Index
(Pct. Diff. in Level)

Budget Surplus (Unified), FY
(Diff.in Level)

Budget Surplus (NIPA)
(Diff. in Level)

Persona Savings
(Diff.in Level)
Business Savings
(Diff. in Level)

National Savings
(Diff.in Level)

Personal Savings Rate
(Diff.in Level)

2002

87.3

-0.01

0.09

0.19

0.14

0.02

1.0

0.89

0.3

-90.6

-98.9

0.6

Table 3 (Cont.)
2003

81.9

0.11

0.15

0.34

0.27

0.04

11

1.98

0.8

-66.6

-60.1

30.5

57.0

26.9

0.3

2004

80.3

0.09

0.13

0.19

0.12

0.03

0.5

2.19

13

-40.8

27.2

53.7

a47.7

0.3

2005

72.6

0.12

0.15

0.09

0.02

0.03

0.0

1.88

0.7

-19.8

-13.9

14.5

30.7

35.2

0.1

2006

55.3

0.10

0.12

0.00

-0.06

0.05

151

0.6

16

-1.7

11

4.9

10.0

Average
2002-06

75.5

0.08

0.13

0.16

0.10

0.04

0.5

1.69

0.8

-41.8

24.3

39.0

23.1

0.3



Capital Gains Tax Reduction (a)
Accelerated Depreciation (b)
Corporate Profits Tax Reduction (c)

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Table 4

Macroeconomic Effects of Tax Policies*

Changes from Baseline

GDP Growth (Pct. Pts.)

2002 2003 2004
0.4 0.6 0.3
0.1 0.3 0.2
0.0 0.2 0.3

GDP (Bils. '96$'s)

355 92.3 121.2
9.0 39.7 64.4
4.4 21.7 52.9

Consumption (Bils. '963$'s)

35.6 68.7 85.4
2.9 11.2 20.4
1.3 4.3 13.0

Business Capital Spending (Bils. '96$'s)

11.3 47.2 67.5
9.2 39.1 62.4
5.6 27.0 58.8

Net Exports (Bils. '96$'s)

-14.7 -28.1 -35.1
-2.2 -7.0 -12.1
-1.3 -4.6 -8.9

Inflation (CPI-U, Pct. Pts.)

-0.0 -0.0 -0.0
0.0 -0.0 -0.0
0.0 -0.0 -0.1

Unemployment Rate (Pct. Pts.)

0.1 -0.1 -0.2
-0.0 -0.0 -0.2
-0.0 -0.0 -0.0

Nonfarm Payrolls (Mils. Jobs)

0.083 0.307 0.617
0.085 0.168 0.453
0.044 0.088 0.066

a) Individuals to 10 Percent, Corporations to 17.5 Percent
b) 25 Percent Reduction in Lifetimes for Equipment, 25 Years for Structures

c¢) 35 Percent to 23 Percent over Three Years

2005

-0.0
0.0
0.3

124.3
70.2
84.6

90.7
24.3
30.4

65.3
66.3
86.3

-35.0
-16.2
-20.4

-0.0
0.0
-0.1

-0.2
-0.2
-0.2

0.713
0.562
0.377

* Macroeconometric model simulations with the Sinai-Boston Model of the U.S. Economy.

Policy changes effective Jan. 1, 2002.

2006

0.0
0.0
0.1

128.4
74.3
100.7

99.6
28.3
45.1

58.0
65.7
94.5

-34.6
-17.6
-27.4

-0.0
0.0
-0.0

-0.2
-0.2
-0.2

0.704
0.589
0.548

Avg. 2002-06

0.2
0.1
0.2

100.3
515
52.9

76.0
17.4
18.8

49.9
48.5
54.4

-29.5
-11.0
-12.5

-0.0
-0.0
-0.0

-0.1
-0.1
-0.1

0.485
0.371
0.225



Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Capital Gains Tax Reduction
Accelerated Depreciation
Corporate Profits Tax Reduction

Table 4 (Cont.)

Productivity Growth (Pct. Pts.)

0.1 0.5 0.2 0.1
-0.0 0.2 0.2 0.1
-0.0 0.1 0.3 0.2

Potential Output (Bils. '96$'s)

13.0 58.8 83.3 101.0
-0.3 19.9 37.3 49.8
-0.3 10.0 45.4 74.4

New Business Incorporations (Thous.)

5.9 15.3 16.6 17.0
0.2 0.8 1.2 14
0.1 0.4 0.8 1.3

90-Day Treasury Bill (%)

0.12 0.31 0.40 0.34
-0.01 0.05 0.09 0.08
-0.01 0.05 0.11 0.19

10-Year Treasury Note (%)

0.08 0.19 0.27 0.20
0.02 0.11 0.14 0.08
0.05 0.13 0.20 0.25

S&P 500 Price Index (% Chg.)

11 2.1 2.3 21
0.5 0.9 0.9 0.7
0.2 0.4 0.5 0.3

S&P 500 Operating Earnings per Share

0.83 1.75 1.87 1.58
0.39 111 1.48 1.36
0.22 0.67 1.10 1.44

National Savings (Bils. $'s)

2.7 -8.2 -6.9 -27.0
8.6 28.7 44.7 44.9
3.5 6.1 19.1 34.5

Personal Savings (Bils. $'s)

36.5 141 1.4 -21.2
1.9 7.9 13.2 12.6
1.6 3.4 13.3 24.3

Business Savings (Bils. $'s)

21.7 35.1 34.2 31.2
31.8 38.8 40.2 42.0
245 50.0 75.2 72.8

Federal Budget Surplus (NIPA, Bils. $'s)

-57.3 -61.1 -48.1 -42.2
-21.8 -15.9 -8.5 -9.4
-22.9 -47.8 -71.0 -66.3

0.1 0.2
0.1 0.1
0.2 0.2
118.0 74.8
62.6 33.9
98.3 45.6
17.6 14.5
14 1.0
1.6 0.8
0.41 0.32
0.05 0.05
0.26 0.12
0.20 0.19
0.04 0.08
0.22 0.17
17 1.9
0.7 0.7
-0.1 0.3
1.28 15
1.18 11
131 0.9
-48.2 -17.5
40.5 335
34.0 194
-37.2 -1.3
8.9 8.9
28.0 141
30.2 30.5
39.5 38.5
67.7 58.1
-46.0 -50.9
-7.8 -12.7
-66.4 -54.9



Table5
Before and After Feedback "Cost" of Tax Policy Changes

Capital Gains Tax Reduction
Individuals to 10 Percent, Corporations to 17.5 Percent

2002 2003 2004 2005 2006
Ex-Ante Cost (Bils. $'s) -75.0 -78.0 -74.1 -73.5 -74.3
Ex-Post Cost (Bils $'s) -55.5 -58.6 -48.7 -50.1 -51.0

Accelerated Depreciation
25 Percent Reduction in Lifetimes for Equipment, 25 Years for Structures

2002 2003 2004 2005 2006
Ex-Ante Cost (Bils. $'s) -31.9 -30.4 -27.1 -28.7 -24.5
Ex-Post Cost (Bils $'s) -21.8 -15.3 -9.1 -10.6 -8.3

Corporate Profits Tax Reduction
35 Percent to 23 Percent over Three Years

2002 2003 2004 2005 2006
Ex-Ante Cost (Bils. $'s) -24.0 -48.0 -72.0 -72.0 -72.0
Ex-Post Cost (Bils $'s) -22.7 -46.2 -67.6 -62.6 -61.3

* Macroeconometric model simulations with the Sinai-Boston Model of the U.S. Economy.
Policy changes effective Jan. 1, 2002.

Avg. 2002-06
-75.0

-52.8

Avg. 2002-06
-28.5

-13.0

Avg. 2002-06
-57.6

-52.1



