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Chair Shetterly Calls meeting to order at 8:35 a.m.
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Mazen Malik Presented background and described HB 3050, no revenue impact, no fiscal
impact as yet (Exhibit 1).

Linda Burglehaus Spoke in favor of HB 3050, (Exhibit 2). Discussed scope of the bill.
Burglehaus Discussed audit violation problem.

Burglehaus Discussed capital expenditures.

Burglehaus Discussed 5 year loan and setting of rate of interest.

Burglehaus Discussed clarifying jurisdiction language; change filing date to July 15.
Burglehaus Discussed Multnomah County tax supervising issue.

Burglehaus Discussed error in law regarding ending fund balance that was just noticed.

Questions and discussion regarding organization structure.
Chair Shetterly Are you aware of any possible fiscal impact?
Burglehaus Don'’t believe so, may relieve some of the burden on the districts.

Tom Gallagher Would like to look at in more depth, feels he may not oppose, but would like



252

267

Chair Shetterly

Chair Shetterly

to review. Concerned regarding elimination of salary listing. May come in
with a bill next session requesting that information in a simpler format.

For the record, received written testimony from League of Oregon cities,
(Exhibit 3).

Closed public hearing on 3050

OPENED PUBLIC HEARING ON HB 2505, HB 3183, HB 2506 AND HB 2950
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Provided background and described Oregon Tax Incident Model, (Exhibit 4)

OTIM addresses two policy objectives: Provides lawmakers on overall
distribution of Oregon tax burden by household, incorporating all of Oregon’s
taxes; develops a capacity to identify and quantify behavior responses to
significant tax changes.

Discussed feedback affects, assume 5 year period of time for adjustments.

Discussed “Basic Circular Flow Diagram”, (Page 2, Exhibit 4). OTIM ftries to
capture feedback affects with factors of production adjusting for different
shocks imposed on system.

Is it calculated 5 years into the future or back?

Described calculations based on 1997 dollars. Described methodology
involved with “shocking the system”.

5 years is an assumption about how long it takes the system to adjust back to
a new equilibrium. Look at current system, make big policy change, then
adjustments, assume 5 year period. It is a supply driven model, responds to
labor and capital. When in a recession, business is not going to invest
regardless of cost of capital. 5 years is an average dependent on external
circumstances.

OTIM is not a business cycle model; it is a long term equilibrium model. This
is about changing our competitive position and the speed of adjustment is
influenced by external factors like the business cycle.

For the record, why 19977

1997 is the base year used because there is complete data.

When it is updated, when will it update to?

Believe it is 2000.

OTIM assumes have to balance budget, it reduces expenditures by equal
amounts to restore balance. Less confident of feedbacks on spending side,
for example education. Comfortable on the tax side in terms of behavior.

Why doesn’t the business cycle affect household, supply and revenue?

It doesn'’t affect responses, it affects overall level of activity, key parameters

are its response to prices; how workers respond to changes in wages; capital
response to net returns.
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Questions and discussion regarding effect of responses.
What would be the margin of error?
It will vary with individual assumptions.

On each of these bills the margin of error would be comparable; concern may
be comparative value rather than actual accuracy?

Answered affirmatively. Revenue impact is prepared in the usual way, and
then tied to the latest economic and revenue forecast. It is then modified on
percentage basis based on OTIM feedbacks.

Discussed OTIM results averaged over 5 years. Discussed comparison
criteria from tax cut proposals. (Page 3, Exhibit 4). Discussed rankings.

The positive feedback is the growth stimulus affect of each proposal?
Answered affirmatively.

The positive feedback is a revenue feedback determined by the revenue
system.

Discussed static and dynamic revenue impacts of the four bills.
Discussed how OTIM is affected if consumer spending is increased.
21.5% does it make the assumption that the RD credit was successful?

Shows that as a result of the RD credit, the net after tax return to capital is
higher in Oregon than before the tax change.

Discussed personal income criteria.

For every $1 million spent in RD, the result is 1.98?

Answered affirmatively, it is personal income that is created in the economy.
Personal income, not revenue to the state?

Answered affirmatively. Personal income is measure of overall economic
activity.

What is the connection between $1 million spent and $1.98 million in
additional revenue? Where is that coming from?

RD is a very broad credit, causes firms to invest more in their capital.
Discussed single-sales apportionment.

Discussion of RD credit affects.
Questions and discussion regarding 5 years and RD credit.
Discussion regarding equilibrium.

Change in investment is what is driving the increase in personal income; RD
is ranked 1, followed by single sales apportionment; and capital gains.
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Discussed net job change when shocked; the most employment and increase
in wages would come from the capital gains tax cut.

OTIM says capital gains tax cut would generate more new employment, and
generate less in additional personal income, please explain?

Function of in-migration and out-migration, not stimulating production factors.
Not as great a stimulus as RD credit or single sales factor which changes
prices of capital encouraging firms to stimulate the economy.

OTIM looks at long term competitive position, does not deal with the business
cycle. Net job growth comes from getting more labor to come to Oregon. RD
credit pulls in new capital and gives existing workers more to work with.
Capital gains increases net income of high income households;. OTIM
assumes this group has a higher mobility and will respond more to a higher
net income.

Capital gains tax cut produces largest net jobs; RD ranks second, single
sales ranks third.

Single sales benefits manufacturers, those with property and payroll, but does
not help labor-intensive industries such as retail.

Discussed capital index. RD gives biggest percentage increase in return to
capital; followed by single sales; capital gains does not create an incentive.

Discussed wage affects: RD positive return followed by single sales; capital
gain causes a reduction because of net migration of individuals to the state.

Is that because RD and single sales focus on industries with higher paying
jobs? Capital gains affects a broader spectrum and lower paying jobs?

Capital gains increases the supply of labor, reduction in wage is offset by
increased number of jobs in higher income.

RD and apportionment benefit manufacturing sector where higher paying jobs
are.

Discussion effects on personal income for each reduction

OTIM adds a tax incident model, breaks down households and the impacts
they will feel from tax changes. OTIM can add tax reforms together and show
overall tax burden.

Discussed HB 2505 capital gains tax cut proposal (Exhibit 5)

Discussed how HB 2506, HB 3183, and HB 2950 affect OTIM and tax liability
for various income groups.

What accounts for jump under capital gains 3%, to 14%, to 8% (Page 3,
Exhibit 4)?

Could be the seniors in this category.

Ultimate question, which would do the most to stimulate the economy, short
term, long term?
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OTIM gives results based on best economic theory; depends on what you are
trying to achieve. If trying to increase personal income, comparing to loss in
revenue, the biggest feedback would come from RD credit. If trying to
increase long run employment, then biggest feedback is with capital gains.
Role as policy maker is to decide what is trying to be accomplished.
Questions and discussion regarding capital gains.

Discussed HB 2950 revenue impact, (Exhibit 6).

Discussed HB 2506 revenue impact, (Exhibit 7).

Rep. Hass, are the amendments available on these?

No.

Discussed HB 3183 revenue impact, (Exhibit 8).

Discussed HB 2505 revenue impact, (Exhibit 9).

Spoke in opposition to HB 3183, the bill when full implemented would cost the
company $500,000 a year.

Spoke in support of HB 2505; discussed OTIM model, concerned that it does
not look at business cycle. Capital gains effects economy now vs. the future.

Shows $1.2 million revenue impact for 2003-2004, assumes a low impact in
terms of real dollars?

That’s correct, the underlying assumptions as coming from OEA, we use the
forecast from DAS for capital gains assumptions, it is not OTIM’s.

Discussed assumptions on which capital gains arguments are made.
Discussed importing in-migration of workers, how does that affect capital
gains? Need to see study over last few years where capital gains is going to
affect revenue stream, then look at long term when economy starts to come
back.

Individuals make most of capital gains; the consumer spends the money that
drives the economy the more money in their hands, the better.

Discussed analysis of capital gains, (Exhibit 10).

Described affects of cuts in capital gains, (Exhibit 11).

Two points to consider: Capital gains is most volatile and hardest revenue to
forecast; capital gains reduction is the number one issue for this legislative

session, constituents contend this tax is harmful for business growth.

Bipartisan Growth Caucus has said that the reduction in capital gains is part
of their plan.



183 Chair Shetterly Meeting adjourned at 10:10 a.m.

Tape Log Submitted by,

Kathy Tooley, Committee Assistant Reviewed by Kim Taylor James
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0. Schweinhart, “Capital Gains Taxes and U.S. Economic Growth: A Retrospective Look”, 2 pages
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pages.
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