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THE AMERICAN RECOVERY AND
REINVESTMENT ACT OF 2009, AN UPDATE

WEDNESDAY, JULY 14, 2010

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The committee met, pursuant to call, at 1:00 p.m. in room 210,
Cannon House Office Building, Hon. John Spratt [chairman of the
committee] presiding.

Present: Representatives Spratt, Kaptur, Becerra, Doggett,
McGovern, Etheridge, DeLauro, Edwards, Scott, Langevin, Con-
nolly, Schrader, Ryan, Hensarling, Garrett, Diaz-Balart, Campbell,
Jordan, and Djou.

Chairman SPRATT. I am going to call the hearing to order. Sec-
retary Vilsack, welcome. We look forward to your testimony.

We have a vote on the floor and what we propose to do is do
opening statements, go vote, come back and proceed with the hear-
ing if that is agreeable with you.

We are here today for an update on the Recovery Act and our
economy.

The baseline in which we begin is January, 2009, the month
prior to passage of the Recovery Act. The economy was shrinking
an annualized rate of 5.4 percent; 779,000 jobs were lost in that
month alone, 2 million in the previous quarter.

The deficit at that starting point was projected to be $1.3 trillion
for fiscal 2009. Now, after adoption of the Recovery Act and after
18 months of other fiscal and monetary relief, the economy is in its
third straight quarter of growth and a net of nearly 900,000 jobs
have been created since January 2010.

Because of the economy and the aggressive measures we took to
deal with the worst recession since the Depression, the deficit rose
to $1.4 trillion for 2009. That is far more than we can sustain, but
it is not substantially more than CBO foresaw in January of 2009.

Most economists agree that it is counterproductive to try and bal-
ance the Federal budget in the midst of a recession. But we have
been taking steps to make sure that the budget recovers as the
economy recovers. We have made pay-as-you-go statutory; created
a fiscal commission; and approved in the House a discretionary
spending cap for 2001 at a level that is $7 billion below the Presi-
dent’s request.

This is the third hearing that this committee has held to exam-
ine the State of the economy and the recovery. In June, Federal Re-
serve Chairman Ben Bernanke testified that the Fed anticipates
that real gross domestic product will grow in the neighborhood of
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1—3.5 percent over the course of the coming year as a whole and
maybe at a somewhat faster pace next year.

When I asked Chairman Bernanke whether TARP and the Re-
covery Act had been necessary to rescue the financial system and
our economy, Bernanke replied, “Certainly, we have averted what
I think would have been, absent these interventions, an extraor-
dinarily severe downturn, perhaps a great depression”—that from
a man who is characteristically understated.

Two weeks ago, we heard from a panel of economists, including
Mark Zandi. Zandi said that, by his estimate, the economy will
grow nearly twice as fast over the course of 2010 as it would have
fared without the Recovery Act. The Congressional Budget Office
has estimated the Recovery Act is contributing significantly to eco-
nomic turnaround, raising GDP by 1.7 to 4.2 percentage points in
the first quarter of 2010 and increasing employment by between
1.2 million and 2.8 million jobs in that quarter alone.

Yet, the economic recovery is not proceeding as fast and as stead-
ily as we would like. And for too many Americans, jobs are still
scarce and hard to find, and credit is still tight and hard to get.

So, we hold today’s hearing to examine the impact the Recovery
Act has had on the economy and consider impacts that it may have
yet. We are pleased to have to testify representatives from two
Cabinet departments that have responsibility for a considerable
portion of the Recovery Act funding. First, we will hear from Sec-
retary Tom Vilsack from the Department of Agriculture.

We had originally been scheduled to hear from the Energy Sec-
retary Steven Chu as well, but a last-minute scheduling issue kept
him from being here, and he will be represented by Matt Rogers,
who is his senior adviser. We will hear testimony from Mr. Rogers
after we hear Secretary Vilsack’s testimony and members have had
a chance to ask questions. We will hear from both witnesses in de-
tail about the impact of the funding and tax provisions contained
in the Recovery Act.

After hearing from our Administration witnesses, we will then
turn to economists from the Economic Policy Institute and the
Mercatus Center at George Mason University. But before we go to
Secretary Vilsack, let me recognize the Ranking Member, Mr.
Ryan, for his opening statement.

Mr. Ryan.

Mr. RYAN. Thank you, Chairman.

Thank you for calling this hearing to assess the stimulus and its
impact on the economy and the Federal budget. I also want to ex-
tend a warm welcome to our witness again.

Secretary Vilsack, good to have you again. Thanks for taking
time out of your busy schedule.

I also want to take a moment to recognize Veronique de Rugy—
I just took a little time to practice that name, I think I got it
right—who will join the next panel.

Veronique is a distinguished economist and senior research fel-
low at the Mercatus Center at George Mason University, and she
has done a tremendous amount of work on tracking stimulus
spending.

Over a year ago, Congress enacted a stimulus bill that spread
huge spending increases across the government. By every objective
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measure, from jobs and economic growth to the rising price tag, the
stimulus has failed.

It has failed to create the jobs promised. Rather than save or cre-
ate 3 to 4 million jobs, the economy has shed 2.7 million jobs since
the stimulus passed. It has failed to keep the unemployment rate
below 8 percent as promised. Unemployment still hovers near 10
percent. It has failed to revive the economy, as growth remains
sluggish and there are growing fears of a double-dip recession.

A year ago, we were told that the stimulus would cost us $787
billion. That cost has risen in the latest estimate to $862 billion.
The total price eclipses $1 trillion when you include the borrowing
costs.

Rather than acknowledge the limitations of this borrow-and-
spend approach, the Administration and this Congress have opted
to move goal posts and to double down. We will be likely told today,
as Americans have been lectured throughout the so-called “Recov-
ery Summer” campaign blitz, that those promises were based on
miscalculations of the severity of the situation. The proponents will
tell us that we should all be grateful that the pain isn’t more acute
and that it is not fair to hold policymakers accountable for the fail-
ures of their policies.

The economic models that were overpromising on the stimulus
were clearly wrong, yet the Administration relies on these same
economic models to make the case to double down on this failed
borrow-and-spend economic experiment. The failed stimulus is un-
fortunately typical of Washington’s destructive economic agenda.
The government cannot spend, tax, and regulate its way into eco-
nomic prosperity, but that is exactly the policy course this majority
has chosen.

Washington’s economic overreach is paralyzing investment and
growth. It is fostering an environment of anxiety and uncertainty
and further eroding the American people’s trust in their elected
leaders.

From health care and the financial sector to the auto industry
and the costly cap-and-trade national energy tax, this Administra-
tion and this Congress seem to believe that the answer to every
problem is to explode the size of government and to centralize
power in Washington. And while the Administration will be quick
to highlight what it sees as its accomplishments from deficit spend-
ing on its stimulus program, we still have no budget.

We just learned that the Administration’s budget and economic
update, which was due tomorrow, will be delayed this year. We still
haven’t received the Trustees’ report on Medicare and Social Secu-
rity’s financial health, which we usually receive in April. The
American people are fed up with the relentless push to spend
money we don’t have, add to our crushing burden of debt, and
evade accountability for the dismal results.

We need to chart a new course. Let’s cancel the remaining stim-
ulus funds. Let’s get a grip on runaway Federal spending, and let’s
advance pro-growth economic policies. We need to spur sustained
job creation, rebuild confidence in our future, and restart the Amer-
ican engine of prosperity.

Thanks again to all of our witnesses. Obviously, we have dif-
ferences of opinion, and I look forward to your testimony.
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Chairman SPRATT. I think we have framed the issues adequately
for the forthcoming hearing. We will be back as quickly as possible.
Thank you, again, Secretary Vilsack, for your indulgence.

[Recess.]

Chairman SPRATT. I call the committee back to order, and before
proceeding to hear from our witnesses, I would simply ask unani-
mous consent that all Members be allowed to submit an opening
statement for the record at this point.

Without objection, so ordered.

I also welcome again our witnesses and would tell each of them
that their statements have been filed and will be made part of the
record in their entirety, so they can summarize as they see fit.

Secretary Vilsack, thanks for coming. We look forward to your
testimony, the floor is yours.

STATEMENT OF HON. THOMAS J. VILSACK, SECRETARY,
U.S. DEPARTMENT OF AGRICULTURE

Secretary VILSACK. Mr. Chairman, thank you very much.

And to Representative Ryan and other members of the com-
mittee, thank you for the opportunity to be here today to speak to
you briefly about the American Recovery and Reinvestment Act.

The chair has done a good job of discussing the role that the Re-
covery and Reinvestment Act has played in helping to rescue our
economy from a potentially serious depression, as reflected in in-
creased growth in our gross domestic product and in private-sector
job numbers.

I would like to direct the committee’s attention for just a few
minutes to the state of rural America and the impact that the Re-
covery Act has had and will continue to have on a resurgence and
revitalization in rural America.

This is an area, Mr. Chairman, where we have seen high unem-
ployment, significant poverty, income disparities, aging populations
and declining populations, not for the last couple of years but for
a number of decades.

The Recovery and Reinvestment Act, in my view, provides a real
shot in the arm for rural America, and it is the linchpin to a revi-
talization of the economy. Consider what we have been able to do
at USDA with the Recovery and Reinvestment dollars. Today over
800 communities have seen improvement in community facilities as
a result of projects funded through the Recovery and Reinvestment
Act. Our Community Facility Grant Program has allowed us to ex-
pand hospitals, libraries, police stations and fire stations, creating
jobs and providing strengthened communities that will impact and
affect over 10 million Americans.

The same is also true for the reinvestments that have been done
in wastewater and sewer projects. Again, over 800 projects have
been impacted already by the recovery dollars. This has allowed us
to improve water quality for over 2 million Americans, reducing the
threat of water-borne illness, and more importantly and perhaps as
importantly, creating an opportunity for these communities across
the country to be able to attract real economic development because
they have the capacity to fulfill water needs of growing and ex-
panding businesses.
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Speaking of growing and expanding businesses, the Recovery and
Reinvestment Act has provided an opportunity for us to assist over
1,000 rural businesses, helping to create and retain jobs that are
so vital to our recovery. Nine hundred business and industry loans
have already been made by USDA and more to come. A hundred
and eighty-eight projects under the Rural Enterprise Grant Pro-
gram have been funded, spurring entrepreneurial opportunity.

At the same time this is taking place, we are also working ag-
gressively to expand broadband access in rural and remote areas
across the country. To date, 137 projects have been funded and ob-
ligated. This will provide broadband coverage to over 500,000
households, over 100,000 businesses, well on the way to reaching
our goal of 1.2 million households positively impacted by having ac-
cess to broadband and over 230,000 businesses being able to access
the opportunity this presents. Small businesses will be able to ex-
pand markets. Farmers and ranchers will be able to have real-time
information. Homeowners will be able to access online education
without having to leave their homes. In addition, anchor institu-
tions, 7,800 anchor institutions, will be assisted in expanding op-
portunities in schools with class opportunities for small rural
schools that are unable to hire teachers but can have access to on-
line courses.

At the same time, we are working hard through the Forest Serv-
ice to impact and affect the 193 million acres of our forest and
grassland properties. With the Recovery and Reinvestment Act, we
have already been able to improve 8,400 miles of roads, an addi-
tional 1,900 miles of trails, and 25,000 acres have been improved
in terms of soil and water conservation. This, in addition to the fact
that we have expanded the opportunity for the American dream of
homeownership to 89,000 individuals across the country through
our Direct and Guaranteed Loan Programs.

All of this will help create opportunity today and, as importantly,
will continue progress in creating a more vibrant and revitalized
rural economy tomorrow. This goes along with the recovery aspect
of the Recovery and Reinvestment Act, where we have already pro-
vided over 2,600 farm families with direct loan assistance to allow
them to maintain their farms; $350 million in disaster assistance
has been provided under the Recovery Act; and over 40 million
Americans are currently receiving SNAP payments. Thousands of
school children will also receive assistance, as will those who are
food bank recipients, as a result of the recovery and reinvestment.

At the same time, Mr. Chairman, that we are trying to revitalize
the economy, we want to make sure that what we do is transparent
and that we are held accountable, and so we have actively involved
our staff in working together to try to create interactive maps, such
as the one I am holding up in my hand here on housing.

We have similar sheets on our Web site that will tell people ex-
actly what is taking place within their State. We are also keeping
track of contract performance. This book is a series of contract per-
formance measures to make sure that we are continually on track,
to make sure that projects move forward, creating the jobs and op-
portunities that were promised through the Recovery and Reinvest-
ment Act.
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We received $28 billion in the form of appropriations: $17.2 bil-
lion has been obligated; $14.1 billion has been outlaid; and we are
awaiting projects in the Forest Service and broadband to expand on
those numbers.

With that, Mr. Chairman, I would be happy to answer questions
that the committee has.

[The prepared statement of Secretary Vilsack follows:]

PREPARED STATEMENT OF HON. THOMAS J. VILSACK, SECRETARY,
U.S. DEPARTMENT OF AGRICULTURE

Mr. Chairman and Members of the Committee, thank you for the opportunity to
appear here today before the House Committee on the Budget to provide an update
and highlight the many successes of the American Recovery and Reinvestment Act
of 2009 (Recovery Act) for the United States Department of Agriculture (USDA). I
am pleased to be here, along with Secretary Chu, to report that the Recovery Act
is working. The investments we are making are not only creating jobs and economic
stability, but also funding the technology and infrastructure that will lay the
groundwork for future economic growth.

I am pleased to be here this morning to report that the Recovery Act is accom-
plishing even more. It is restoring America in terms of economic growth and vitality
and building a new sense of community across our nation. And at the most funda-
mental level, the Recovery Act is enabling Americans to own homes and is pre-
serving housing for the people all across our country. This is the very core of the
American Dream—and supports and renews the very values that our nation was
founded upon.

THE RECOVERY ACT IN RURAL AMERICA

Mr. Chairman, it is especially important to highlight what the Recovery Act
means specifically to Rural America. While the economic downturn in the past two
years was more severe than any other in generations, the difficulties experienced
by Rural America have been more acute and long lasting. From all perspectives,
Rural America has been in a state of recession for more than two decades. As such,
rural communities have struggled to maintain the population and businesses needed
for economic growth, and income growth rates have suffered accordingly. The Recov-
ery Act addressed these issues facing Rural America, by funding critical infrastruc-
ture and providing new economic opportunities.

The Obama Administration moved quickly to provide immediate relief for hard-
hit families and businesses. The short-term rescue funding provided through the Re-
covery Act was necessary to get Americans back on their feet and get our economy
growing again.

At the same time we began making targeted investments in critical infrastructure
projects like expanded broadband access and a smart energy grid that help to lay
the foundation for economic growth in the 21st century.

Today, both public and private economists say the Recovery Act is a driving force
behind recent GDP growth and is responsible for millions of jobs. The Recovery Act
has pﬁlled us back from an economic crisis and put us on a path toward economic
growth.

STATUS OF RECOVERY ACT IMPLEMENTATION

In just over one year, USDA has announced all of the $28 billion of ARRA funds
provided to the Department. As of June 30, we have obligated $17.2 billion and
outlayed $14.1 billion of the funds provided to the Department.

Last year we were in the “rescue” phase. We were funding many of our relief pro-
grams to help families get back on their feet. For example, over 40 million Ameri-
cans now receive a 13.6 percent increase in benefits under the Supplemental Nutri-
tion Assistance Program (SNAP, formerly named Food Stamps). For most families
of four, this is an extra eighty dollars per month at the grocery store, totaling $800
million a month in direct stimulus to the economy. Our estimates show that money
spent on SNAP may have even larger effects on economic activity than other types
of government spending. And further, our data indicates that 97 percent of funding
received through this program is spent within 30 days of receipt. Not only does this
assistance allow families to provide more nutritious and abundant meals for fami-
lies, it is also a direct form of stimulus to our economy and goes to people who are
already certified as being in need.
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With the rescue phase of Recovery Act implementation fully underway, we have
now been able to focus more on the “recovery and reinvestment” phase this year.
With most of our funding fully obligated and projects now underway or beginning,
more jobs and additional economic growth are being realized. For example, this
summer approximately 800 Water and Waste Treatment projects will be underway,
as compared to 370 last summer. With more than twice as many projects underway,
the full possibilities of the Recovery Act are beginning to take shape. Similarly,
about 500 rural businesses will receive loans this summer compared to 100 last
summer—or a five-fold increase. Even more important than the shear scope and
magnitude of the Recovery Act projects, it is also important to consider the quali-
tative impact on communities. Loans for businesses and industry mean the develop-
ment of better paying jobs, and jobs with benefits and future occupational opportu-
nities. For Rural America, this is absolutely vital in maintaining the fabric of a com-
munity and providing young people the prospect of a better future. Recovery Act dol-
lars are being put to work, making long-overdue infrastructure improvements, cre-
ating new opportunities for local economic growth and supporting well-paid jobs.

UNITED STATES DEPARTMENT OF AGRICULTURE ACHIEVEMENTS IN RECOVERY ACT
IMPLEMENTATION

As a result of the Recovery Act, we are building stronger, healthier communities
and laying the groundwork for a new 21st century economy in Rural America.

The Recovery Act also provided critical emergency funding to help our farmers
and ranchers keep their operations going strong, and to better enable USDA to sup-
port production agriculture in field offices across the country. Within 24 hours after
the signing of the Recovery Act, USDA had disbursed $173 million in additional Di-
rect Farm Operating Loans authorized under the Act; this helped more than 2,600
farmers and ranchers across the United States buy the fuel, feed and other supplies
they needed to continue day-to-day operations. The Recovery Act provided $50 mil-
lion to help aquaculture producers offset the dramatically-rising feed costs that
threatened to force them out of business, and extended much-needed disaster assist-
ance totaling $744 million to help farmers weather devastating losses due to natural
disaster. Finally, by providing $50 million for critical modernization of Farm Service
Agency information technology systems, the Recovery Act will help USDA’s dedi-
cated field staff to deliver services faster and easier to farmers and ranchers in our
Service Centers around the country.

Through the Recovery Act, significant resources have been dedicated to help in-
crease access to critical health, safety, and educational resources. For example, with
ARRA funding from USDA, over 800 essential community facilities including librar-
ies, hospitals, and fire stations will be built or repaired in Rural America and over
9,000 rural businesses will receive loans or grants to help start a new business or
prevent one from failing. Additionally, over 85,000 rural Americans will receive the
assistance they need to purchase or repair a home. As a result of this investment,
fire fighters will have the resources they need to keep communities safe, rural
Americans will be closer to critical health care needs, and businesses will have the
resources they need to stay competitive. Access to these vital community facilities
and assistance to buy a home will help Rural America become a place where young-
er generations will want to stay and raise a family.

Moreover, USDA has committed to using $100 million in loans and grants of
ARRA funding to build or repair libraries in Rural America, which will provide in-
creased educational access to 2.5 million rural residents. Such access will provide
increased educational opportunities and therefore increased economic competitive-
ness for Rural Americans. Libraries not only play a vital role in educating their pa-
trons, they also enhance the economic vitality of a rural community. Rural busi-
nesses are able to access an array of informational resources, including new state
of the art communications tools and technologies that often aren’t otherwise avail-
able in their community. Libraries are also a source for connecting people to the
internet. Many rural Americans don’t have computers at home and wouldn’t be able
to afford monthly internet fees even if they did. Public libraries offer free internet
access and computer training—keys to bridging the digital divide and improving the
quality of life in Rural America. Recognizing this significance, USDA is using the
Broadband Improvement Program, funded through ARRA, to help advance this com-
mitment. Specific funding has been set aside and is available to allow applicants
to request grant funds to reimburse the associated costs for connecting any rural
library in their proposed funded service area with funding from an award from
USDA’s Community Facilities program. Because of this commitment, rural commu-
nities will have increased educational and economic opportunities.
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Building a critical infrastructure is imperative to the future of Rural America.
Without access to clean, safe water supply, or access to new competitive tech-
nologies, Rural America will continue to experience population loss. As a result of
Recovery Act funding, communities in Rural America are getting the infrastructure
needed to become competitive in a 21st century economy. For example, approxi-
mately 2 million rural residents will benefit from new or improved water and waste
treatment systems provided by USDA’s Water and Environmental Program. As a re-
sult of this ARRA investment, over 800 rural communities will have clean drinking
water, safe waste disposal, and reduced environmental impact from their sewer sys-
tems. The health-related improvements from these projects to Rural Americans are
worth the investment-alone. On average these projects will reduce each rural popu-
lation’s potential for water-borne illness by 6 percent. But even further, the water-
related projects are essential to rural economies. Water and waste water initiatives
are absolutely essential in attracting new business opportunities to these areas, as
businesses place access to clean and abundant water as a prerequisite in site selec-
tion for growth and expansion.

In addition, nearly 400 Natural Resources Conservation Service projects, totaling
$340 million in Recovery Act funding, will provide significant public and environ-
mental benefits to Rural America through the restoration of floodplains and invest-
ments in watershed improvements, including critical infrastructure. Nearly $230
million has been obligated towards these projects to date and approximately 170
projects have commenced construction or are in the process of restoration. These
projects will protect communities from potential loss of life and property from nat-
ural disasters, as well as help develop better green infrastructure by restoring nat-
ural vegetation and riparian corridors. These investments will create quality, green
jobs connected to environmental restoration and protection of areas safe for new
business development.

The Forest Service has already funded 705 Recovery Act projects across the na-
tion. Forest Service Recovery Act projects will provide multiple resource benefits in-
cluding healthy ecosystems; reduced fire risk; clean abundant water; safe accessible
recreation opportunities; energy-efficient facilities; and technology to convert wood
to clean energy on federal, as well as state, private, and tribal owned lands.

This summer, as field season kicks into high gear, the investments made last year
will transform dollars to action with thousands of projects beginning and others dra-
matically ramping up hiring and activity. Already, we are seeing a tremendous in-
crease in accomplishments on the ground when compared to last field season. For
example, last summer we maintained 128 miles of trail; this field season already,
we have treated over 1,770 miles of trail. Last summer, we maintained 427 miles
of roads; this field season, we have already treated over 7,170.miles of roads. Last
summer, we treated 33,874 acres of forest to reduce wildfire risk; this field season
we have already treated over 266,000 acres to reduce wildfire threat. Much more
will be accomplished by the end of this field season

Also, with funding from the Recovery Act, we are making the investment to bring
broadband to rural communities for the first time ever. The Recovery Act will bring
broadband to an estimated 1.2 million households, 230,000 businesses, and 7,800
anchor institutions. As a result of this investment, many individuals, schools, librar-
ies, and healthcare facilities will obtain broadband capabilities for the first time.
Farmers will have access to real time market information, businesses will have the
tools to compete in a global marketplace, and rural residents will have increased
educational and medical opportunities.

The Recovery Act provided clear direction and a historic opportunity to bring
broadband into rural areas that otherwise would not have the resources to install
broadband. Rural areas are most often the areas that are not considered good in-
vestments by companies installing broadband. We have an opportunity to give com-
munities that might otherwise be overlooked a chance to be positioned for the next
generation of technology and the next phase of U.S. economic growth. Broadband
technology is essential to job growth in Rural America since broadband connections
provide a platform for rural Americans to be connected to their counterparts in
urban areas of the U.S. and beyond. This connection would help business owners
tighten their distribution channels, increase efficiency in their processes and reach
a larger market. Furthermore, American farmers will be able to use broadband con-
nections to watch product prices, obtain weather forecasts, buy and sell commodity
futures, track the progress of supplies ordered or products shipped, and find mar-
kets.

As Broadband reaches Rural Americans, who would not have been served other-
wise, it is easy to see the kind of transformational impact that the Recovery Act
is having on our Nation. The result is a new sense of community in rural areas,
who can now communicate more effectively with their neighbors, with the nation,
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and with the rest of the world. Young people will be able to grow up and become
more competitive with youth from around the globe, in terms of educational capac-
ity, but also as part of a global community.

Access to broadband in rural communities will also likely enhance the
attractiveness of these locations to firms able to operate remotely. Rural commu-
nities linked to broadband will be able to host call centers, information technology
hotlines and other industries that require remote connection to businesses. Extend-
ing broadband access to Rural America means better and quicker access to informa-
tion and the infrastructure to operate and compete in a 21st century economy. And
the capacity of rural communities to provide highly skilled and highly technical in-
formation technology-related jobs in the future will be vitally important to attract-
ing young people to Rural America as a place to live and work.

A NEW WAY OF DOING BUSINESS

In the past, government policies have not been strategic or focused on long-term
economic growth and sustainability. Rural communities have suffered as a result.
However, the enactment and implementation of the Recovery Act created an oppor-
tunity to reexamine how government operates and begin making necessary changes
to ensure every dollar being spent is achieving its maximum potential. A priority
for President Obama is to restore the trust of the American people in their govern-
ment.

Transparency and accountability with government spending is of vital importance
so taxpayers can ensure their money is being spent in the best way possible. These
principles are also important to guarantee government takes a close look at where
and how money is being spent. Starting with the Recovery Act, this Administration
set a new standard for transparency and accountability with government spending.
Recovery Act projects go through several layers of approval before getting funded.
Wasteful or unwise projects are rooted out and rejected up front. Moreover, all Re-
covery Act spending is tracked and recorded so the public can see where each dollar
is being spent.

RURAL AMERICA: PRESENT AND FUTURE

Mr. Chairman, the American Recovery and Reinvestment Act has provided Rural
America with the funding necessary to withstand the economic devastation caused
by our nation’s financial crisis. Through Recovery Act rescue funding, struggling
rural Americans, who lost their jobs, could not afford food, housing or proper health
care have been transitioned from tough times to better times.

But the Recovery Act is accomplishing so much more than just rescuing our econ-
omy. The Recovery Act allowed us to look forward—making unprecedented invest-
ments in rural communities. The Recovery Act invested in infrastructure, indus-
tries, and new ventures well-positioned to make the most of the strategic assets
found in Rural America, ensuring the long-term vitality of these communities and
America’s economy more broadly.

While there is certainly much work to be done to bring jobs and new businesses
to communities that have been shedding both for decades, the Recovery Act has
taken a giant first step forward. I am certainly proud of the efforts of USDA and
all of the Executive Branch team who serve day in and day out to ensure the prom-
ise of the Recovery Act is realized. But I also want to point out that absolutely none
of the accomplishments could be possible without the partnership and tenacious
commitment of state and local governments and all of the hard work of individuals
and groups at the local level across Rural America. It is their dedication and com-
mitment that embody the spirit and heart of our nation.

Mr. Chairman, I believe that our Nation’s experience in Recovery Act implementa-
tion embody the very principles and ideals of the United States. Time and time
again, our country has proven that when difficult times and hardship affect our na-
tion, we come back stronger and even more resilient for the future. Americans have
always been up to the challenges that have been presented to them, and have over-
come every obstacle that has emerged over our history. We are at our best as a na-
tion when we work together to rise up to meet and overcome new challenges. Mr.
Chairman, I view our nation’s response to the global financial crisis and our con-
certed efforts to rescue, renew, and revitalize America through the Recovery Act as
prime examples of what our country is capable of. It is our dedication to the Amer-
ican Dream and the single-minded focus that we can adapt, transform, and emerge
better prepared as a nation and become stronger than ever.

Mr. Chairman, I am proud to be part of this effort and I look forward to respond-
ing to any questions that members of the Committee might have.
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Chairman SPRATT. Governor Vilsack, you have been—well, I just
said that, Governor Vilsack; that is how we originally knew you.
You have been Governor. You have been Secretary of Agriculture,
and you have seen, I know, many of these projects throughout the
country.

Are you satisfied, first of all, that they are worthwhile invest-
ments and, secondly, that they are doing something beyond the
communities where they are spent to boost the economy?

Secretary VILSACK. Mr. Chairman, in addition to being a Gov-
ernor for eight years and a State senator for six, I was also mayor
of a small town for five years. I can assure you, just take the
wastewater projects, for example, I can assure you that the 800
communities that have received assistance to improve water qual-
ity are in a much better position to attract people, young couples,
housing developments, and business developments as a result of
these investments.

They will not only impact and affect the community in which
these investments are made, but they will also have a positive im-
pact on economic opportunity within the region of that community.
Many of these communities are county seat towns that are basi-
cally the economic hub for their county and their region.

To the extent that we have helped over a thousand businesses
retain jobs or create jobs and expanded opportunity, that, too, will
have a positive impact for some time.

Perhaps the one thing that has the greatest potential is the work
that is being done in broadband. I mean, I am excited, having come
from a State that had a statewide fiber optic system that was de-
veloped a number of years ago, I saw, firsthand, the impact that
that has had on small-town schools; on hospitals being able to link
up to tertiary care centers; our National Guard; our library systems
being able to expand dramatically their services and operations;
businesses that will absolutely be able to expand markets from
their local market to regional and global markets. The ability of
farmers and ranchers to have real-time information makes a real
difference in terms of their bottom line. And I will tell you, to the
extent that you have got homeowners who are taking care of chil-
dren who want to expand their educational opportunity, access to
online courses makes a difference.

There is no question that this Recovery Act has made a signifi-
cant impact in the lives of 89,000 families who would otherwise,
but for this act, would not have had the homeownership opportuni-
ties that we have created through USDA. And I suspect that there
are similar stories and indications throughout the various Depart-
ments of the Federal Government that were impacted by the Re-
covery and Reinvestment Act.

Chairman SPRATT. How much in the way of funding do you still
have left to commit or distribute?

Secretary VILSACK. As I indicated, we had $28 billion of an-
nounced, the $28 billion in our appropriation, that has all been an-
nounced. We have outlaid it, roughly half of that. We have obli-
gated about $17 million, so there is another $11 million or so to
obligate. A lot of that is in SNAP, which is, as you know, spaced
out over a period of some time.
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And I might add that even SNAP has an economic benefit. The
reality is, for every $5 we invest in SNAP, there is $9.20 of eco-
nomic activity. When more people can buy more food, somebody has
got to stock that food, someone has got to shelve it, someone has
got to truck it, someone’s got to process it, someone’s got to pack
it, someone has to produce it. All of that equates to potential job
opportunities, both saved and increased.

We also have additional resources with broadband that will be
obligated before the September 30th deadline.

Chairman SPRATT. Where do you think the money is likely to be
spent, the money yet to be obligated and spent? Which of these pro-
grams is it likely to be invested in?

Secretary VILSACK. There are still resources available in
broadband, which we had over a thousand applications in our sec-
ond round of funding. We have reviewed those applications, and we
are in the process of finalizing decisions. We have already made
announcements with one group. We have two more sets of an-
nouncements to make very shortly, and then there will be ongoing
announcements over the summer.

In addition, there are still some resources left in the Community
Facilities Grant Program and some resources in the business and
industry programs, but those will all be committed before Sep-
tember 30. We are on track to make sure that these resources are
obligated, and then we will make sure that they create the kinds
of opportunities by tracking them.

Sometimes, it doesn’t look as if the money has been paid out be-
cause we are waiting, based on our programs, for projects to be
completed. We get the sign from a city that is involved in the
wastewater facility project, for example, that they have finished the
project. That is—at that point in time, we cut the check and reim-
burse the city for their costs. So, a number of these projects are
currently working, and as soon as they are completed, we will pay
out the resource.

There is still additional money to be spent on the Forest Service,
which has also a profound economic impact. We now know from a
recent study that there are 173.5 million people that visit our for-
ests, over 300 million people who drive through it, and that they
have collectively about a $27 billion impact on economies within 50
miles of forests. So, as we improve trails, roads, and so forth, we
increase opportunity for outdoor recreation.

All of this is going to take place as a result of what we have in-
VeSsteg through the Recovery and Reinvestment Act through the
USDA.

Chairman SPRATT. Mr. Secretary, thank you for your excellent
testimony and your time in being here.

I turn now to Mr. Ryan.

Mr. Ryan. Hi, Mr. Secretary. We are starting to see some of the
Democratic leaders here in the House come around to kind of our
way of thinking on unspent stimulus funds. The Majority Leader
Hoyer the other day said that spending fatigue is occurring across
the country, and Congress ought to look at redirecting some of that
money. The House’s war supplemental took some money from
unspent stimulus funds to offset some of the war supplemental
spending.
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Does the Administration share this change of heart? Are you
looking at possible ways of rescinding unspent stimulus money to
go toward deficit reduction?

Secretary VILSACK. Representative, thank you for that question.
It is an important question, and I know a serious debate will take
place. Let me say that, at USDA, we do take deficit reduction seri-
ously. It is one of the reasons why we recently completed negotia-
tions with the reinsurance, standard reinsurance agreement for
crop insurance. As a result of that re-negotiation, we essentially
saved $6 billion, $4 billion of it which we dedicated to deficit reduc-
tion.

So, we are already taking steps at USDA. I would say that it
would be shortsighted as it relates to USDA programs, particularly
the reinvestment part of the USDA programs, to take resources
away, given the opportunities that these programs create for bene-
fits today and in the long term.

We will, obviously, work with Congress to do whatever has to be
done within the parameters that you all set, but I would say that
USDA is stepping up on deficit reduction in a very meaningful way
with the $4 billion from the Recovery and Reinvestment Act.

Mr. RYAN. Let me take a stab at bipartisanship then. Do you
think, with the $1.5 trillion deficit, we ought to be offering sub-
sidies to wealthy farmers? I think we agree on this. You are an
Towa guy, and I am a Wisconsin guy. I think we agree on some of
these things.

Secretary VILSACK. I think there are opportunities for us to con-
tinue to look at ways in which we can utilize our resources within
gSDA and the safety net to do what the safety net is designed to

0.

If I might say, though, I see rural development and job growth
and creation in rural America as part of the safety net. That is why
I am insisting on trying to save as much of this resource as pos-
sible.

Here is why: 45 to 50 percent of our farm families require off-
farm income in order to keep the farm. So, it is really important
for us to maintain that part of the safety net.

Can there be adjustments? As you well know, we have proposed,
in a number of budgets, reductions to some of the farmers in the
top tier. We obviously support that. The President supports that.
We would appreciate your help in getting that done.

Mr. RYAN. Yes, I mean, I would say the term “safety net” implies
targeting and focusing on those who need a safety net. And so, I
think there is an area where we ought to be able to agree. I hope
you are forceful with OMB in its submission of the next budget,
and we can work on that.

There is a specific thing I want to ask you. I sent a letter, along
with Congressman Flake, Ron Kind, and Barney Frank, a bipar-
tisan letter, to the President on April 22nd dealing with the Brazil-
WTO cotton dispute.

Secretary VILSACK. Yes.

Mr. RYaN. We are, I think, shelling out, under this agreement,
$147 million a year to Brazilian agribusiness so we can continue
paying about $3 billion a year to large U.S. agri-businesses. This
is an unsustainable position.
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We were facing large tariff retaliation against a whole slew of
American businesses. Obviously, when we enter into agreements,
we should fulfill those agreements. It is tough to expect the same
from other countries when we don’t do it ourselves.

We haven’t gotten a response from this letter yet. Would you—
I would like to ask unanimous consent to submit it for the record.

Chairman SPRATT. Without objection.

[The information follows:]

Congreza of the United Staten
Washington, BE 20015

April 22, 2010

President Barack Obama
The White House

1600 Permsylvania Ave NW
Washington, D.C. 20500

TDear President Obama:

With the World T'rade Orgarization (W10} Arbitrator’s final ruling of the trade dispute brought
by Brazil to the WTO late last year and the subsequent negotiations, the need to overhaul the
U.8. cotton program is more apparent than ever. With the current fiscal environmeni and
unprecedented namire of the cross-retaliatory threats to the istellectual property of U.S.
companies, we are frustrated by the interim negotiated agreement between the United States and
Brazil, The U.S. colton program is a barrier to trade and economic growth and must be
reformed. Tn light of this ruling, we urge vou o take a strong stance in worldog to refonn these
eurepious subsidics.

Since 2002, the US. cotton programs have been openly disputed by Brazil to the WTO.
Congress had the opportumty to.completely reform or repeal these programs during the
reauthorization of the farm Wl n 2007-2008, but it chose not to. Now, because of Congress’
inakility to reform the subsidy pregrams in the farm bill, a wide array of American businesses
can be used as a lover against the U5, in its authorized retaliation. In addition to traditional
tariff measurcs, the retoliatory countermeasures anthorized by the WTO included cross-
retaliation such as the suspension of U8, intellectual property rights, Brazil's threat against U8,
intelleemal property would impede our efforts to open infemational markets and negatively
impact products ranging from chemicals to music to software. [f the precedent set in the
Brazilian case practice spills over to other disputes, it could have a painful effect on American
businesses,

This unprecedented attempt by the Brazilian government to subject about 102 American goods to
stiff import tanffs is concerning.  Though the T.8. Trade Administration and the TU.S.
Department of Agricutture were able 1o reach an agreement with the Brazilian govemment where
Brazil would postpons these retaliatory messures, the agresment is only a temporary sohuion.
Should we fail 10 effectively reform this program now, American businesses and workers will
pay the price becanse we refused to write a law that complies with our iternational obligations.
We cannot expect our trading partners to play by the rules If we are not willing to do the same.

From this riling, it is clear that our agricultural subsidies are grossly outdated and are quickly
becoming a liability fior future trade growth, Instead of effectively reforming our programs, we
are clecting lo pay $147.5 million anmually to Brazilian agribusmess so that we can confinuc ©
pay arcund §3 billion a vear to large 1.8, agribusiness. This policy distorts the marketplace and
is fiscally irresponsible. By the time we reform the cotton programs in 2012 farm bill, the U'S.
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will have spent close to a half a billion dollars in “technical assistance™ to Brazilian agribusiness.
With the current fiscal enviromment, we need to focus on reforming our programs so that they
responsibly zse taxpayer dollars now.

We urge you to utilize all of your resources fo reform the agricultural subsidy programs, and in
particutar, the cotten program. There are significant feders) budget savings associated with
eliminating or refonming the cotton program. For example, it is imperative to restructuse the
GSM-102 Export Credit Guarantee Program, which fails to cover its operating costs and
effectively serves as an illegal expori subsidy. While the U.S. agreed to make some near-term
modifications to the program’s operation, further reform is necessary to ensure the program is
fiscally résponsible and WTO compliant. Based on Tistorical program costs, rafsing the fee
structure of the GSM-~102 program o filly offset operating costs could bring the program into
WTO compliance and would contribute approxiwately $300 million per year in fcdma; budget
savings depending on annual participation and default rates,

In addition to sefting premium rates high enough to cover the long-run GSM-102 program
operating costs, adjustments are needed to bring price contingent cotton programs imto
compliance. The support prices (Le. the loan rate and the farget price) for the marketing loan
program bhenefits aud the counter-cyclical program payments are currently set too fur above
market prices. This has encouraged greater production and exports than the market demands,
which has distorted the mearketplace and lowered world market prices. Eliminating cotten
stbsidies wholesale or at Jeast lowering cottor program-price triggers te levels more refloctive of
matket conditions would mitigate market distortions and could save an average of $1.8 billion
per year in federal progrem costs 8t a munirum. Addressing changes such as these will help
bing our nation inte compliance with the WTO dispute settlement ruling as well as Improve our
fiscal, trade and ageicultural policies.

We are cager fto work closcly with your administration to adjust the agricultural subsidy
programs so that they will help rather than hinder international {rade. .

Sincerely,
Ron Kind - off Flalt v
Member of Congress amber of Congress
Bamey [k Taul Ryaﬂ
Member of Cong;ress Member of (,ongress

Mr. RYAN. But would you comment on this?

Secretary VILSACK. Sure.

Mr. RYAN. Where is your thinking on this? What are you going
to propose to do? Are we going to wait until the next farm bill to
revisit this issue, or can we get on with reforming the cotton pro-
gram, save taxpayer dollars, stop paying $147 million a year, and
make some sense out of this and get some deficit reduction?

Secretary VILSACK. I think it is important to characterize this as
a situation that we inherited.
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Mr. RYAN. No two ways about it, absolutely.

Secretary VILSACK. Okay, and we were confronted with the fact
that Brazil, because of a WTO ruling, had the capacity to penalize
American farm interests and business interests to the tune of $850
million annually. It would have increased over time well north of
a billion dollars on an annual basis.

What was of deep concern was their capacity to actually look at
technical information and trade secrets and that type of oppor-
tunity to open up to the world things that we were trying to protect
under our patent laws. So, we felt it was necessary to do something
in the short term to ensure that that did not happen. That is the
reason we negotiated the agreement we did.

It required us to do three things, two of which we have, I believe,
done and one of which we are currently working on. One was that
we had to look at certain regulatory decisions that we had to make
within APHIS as it related to Brazilian goods, which we are in the
process of doing, so that markets could be more open.

Secondly, we needed to look at the GSM Export Assistance Pro-
gram, and we have made changes to that. The WTO did not take
that into consideration. We think that they ought to take that into
consideration, because we believe, by the changes that we have
made to that program, that we have addressed the concern ex-
pressed in the case.

Mr. RYAN. So the price triggers are set at market-based levels?

Secretary VILSACK. We believe that we have done what needs to
be done in that particular program. I will tell you I am not con-
fident enough with the details of the specifics, but I have just been
advised that we are fairly confident the GSM issue is in the process
of a resolution.

The issue, as you have mentioned, is the cotton program. I do
think there has been a reluctance on the part of both Democrats
and Republicans to reopen the farm bill on a variety of occasions
and circumstances. We would stand ready to provide assistance to
whatever committee or group, if that is something that folks want
to reopen. I suspect, given the fact that we have begun 2012 farm
bill discussions, that it will most likely be adjudicated and resolved
in that discussion.

Mr. RYAN. So, I understand why you did it, the 147, you got dealt
this card. But if we are trying to project this out, it is 147 a year
until a new farm bill, perhaps, changes it, until 2012. Is that kind
of what we should be expecting here?

Secretary VILSACK. Well, if Congress wants to reopen the 2008
farm bill, we will be happy to assist in that effort. I have not seen
any indication from anyone on either side of the aisle that there
is an appetite for that.

Mr. RYAN. That is a fair assessment. Thank you.

Chairman SPRATT. Mr. Becerra.

I don’t believe Mr. Becerra is here.

Mr. Etheridge.

Mr. ETHERIDGE. Thank you, Mr. Chairman.

Thank you, Mr. Secretary, for being here today.

Much of my district is small towns and rural areas. It is probably
more representative of America—maybe only one other district in
the country, because one of the test sites for the Census was in my
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district several years ago, and they have been hit pretty hard by
the recession.

We have seen some pretty bad policies over recent years that sort
of got us in this ditch, and we are still struggling to get out of it.
As a matter of fact, folks in my district have paid a pretty heavy
price.

But we have worked hard here in Congress to put in place what
I think are some common-sense policies to help turn this around
and put people back to work. And the Recovery Act we are talking
about today is a big part of that, and it has played a central role.

Every county, save one, in my district has been above the na-
tional average, and unemployment numbers are still terribly high.
That is significant, but they are coming down. As a matter of fact,
today, every county is lower, the unemployment rates are lower
than they were a year ago, so I happen to believe that the Act had
something to do with it.

Mr. Secretary, would you comment a little bit more on the farm-
operating direct loans, which have had a real impact on districts
like mine, that were included in the Recovery Act as well? You
touched on it, but could you get into more detail about how many
have been made, do we still have funds to make some more for
some of these folks who are now hurting, need them to operate
with, and what impacts they have had on the farm economy across
this country?

And finally, how is USDA using recovery funds to improve public
services? You touched on the community issues, but here I am talk-
ing about fire departments, rescue squads. In these rural areas,
you know, we have the nicest hospital in the world, but if you don’t
arrive alive, you can’t survive, and that is a critical piece of that
process.

Secretary VILSACK. Representative, we essentially expended all
of the direct loan resources under the Recovery and Reinvestment
Act to assist 2,636 farm families with the direct loan portion. We
then transitioned to our regular programming resource to provide
assistance and help, and we have seen, frankly, a rather significant
increase in the interest in both our Direct and Guaranteed Loan
Programs.

We will, and, very shortly, reach the maximum capabilities with
reference to the Guaranteed Loan Program and very shortly will
also do the same in our Direct Loan Program, which is why we
have asked for some assistance in taking a look at those programs
and seeing if there is a way in which greater authority can be
given to us. If it requires structuring the fees so that there is no
impact on the budget, we understand and appreciate that. But we
are now becoming more and more the lender of first resort as op-
posed to the lender of last resort.

Mr. ETHERIDGE. Mr. Secretary, do you have any idea how many
of these people were first-timer folks coming to USDA, given the
economic situation?

Secretary VILSACK. Oh, I would say a significant percentage. And
the reason why I say that is, historically, we were looking at Direct
and Guaranteed Loan numbers about a half of what we have today.
We saw a dramatic increase in 2009. We increased it under the
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2010 budget, what we thought would be enough. We went through
that in the first 5 or 6 months of the fiscal year.

So, there is a tightening of the credit at the commercial lending
level. We have tried to speak to commercial banks about the neces-
sity of working with us. We have also worked within our own sys-
tems to restructure loans, to extend payments, to look for ways in
which we could provide some assistance, short of voluntary or
forced liquidation, which we don’t want to do. We want to keep peo-
ple on the farm. We want to repopulate the rural communities. We
don’t want to continue to see a decline.

You mentioned the public services aspect of our mission area. I
think the Community Facilities Grant Program has done a good job
of responding to the need of the communities for ambulances, for
fire trucks, for fire stations, for police stations, for police cruisers.
Those projects have been funded, not just through the Recovery
and Reinvestment Act, but also through our regular program.

We have tried not to focus on just simply the Recovery Act. We
have tried to do as best we can to utilize our regular programming
resources as well. So, we are seeing community facility projects in
addition to the 800 that I mentioned in the Recovery Act.

We have also seen an opportunity that was not taken in the pre-
vious administration to expand dramatically assistance to libraries.
Libraries are the campfire of the 21st century. It is the place where
folks who don’t have access to computer technology can access it.
It is the place where grandparents can connect with their grand-
children, who potentially are far away. It is an opportunity for us
to really provide a learning center, and we have seen a rather sig-
nificant commitment in this Administration to libraries.

Mr. ETHERIDGE. Thank you.

Thank you, Mr. Secretary.

Thank you, Mr. Chairman, I yield back.

Chairman SPRATT. Mr. Hensarling.

Mr. HENSARLING. Thank you, Mr. Chairman.

I am certainly glad that you have called this hearing, although
I do lament that, unfortunately, it is obviously not to have a budget
markup. We continue to be a Budget Committee without a budget,
3 months and counting.

I think you, Mr. Chairman, probably said it best, and that is, if
you can’t budget, you can’t govern.

I hope sometime before the next recess comes, we will actually
have an opportunity to come here and mark up a budget, instead
of dl(abating spending discipline and budget priorities, as I wish we
could.

I fear that we may be having a debate today about, in many re-
spects, how to take the largest deficits in history, the largest debt
in history, and make them even larger with yet another stimulus
plan. I hope that is not our purpose here.

I respectfully disagree with those of my colleagues and the Sec-
retary who believe that the stimulus act has been effective. I per-
sonally see the only thing that it has stimulated is a larger deficit
and a larger debt.

We know, over the break, we just learned that we had the third
largest 1-day increase of the national debt in our Nation’s history.
I know there are a number of reasons for that, timing reasons, but
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at $168 billion, it should still weigh very heavily upon our minds.
That, of course, is worse than the entire deficit for fiscal year 2007.

We just learned that we just passed the $1 trillion deficit mark
for this year, which will be our second year in a row and the second
time ever to have a trillion dollar deficit, on the way to $1.5 tril-
lion.

Mr. Chairman, you know, along with the Ranking Member and
myself, and I don’t know if Mr. Becerra is here, that those of us
who serve on the President’s Fiscal Responsibility Commission
have heard testimony that when a nation’s gross debt to GDP ap-
proaches 90 percent, bad things happen. Historically, you can lose
a percentage of GDP, which, in our case, means we could go from
3 to 2 percent of GDP, lose an entire third of our economic growth.
And we know, Mr. Chairman, that today, the U.S. stands at 89 per-
cent gross debt to GDP.

And so, I have no doubt that any time you spend money, you can
do good things with it, but there are also bad things that happen
with it.

We just had a vote on the House floor as part of the “YouCut”
program, dealing with all of this signage around the Nation about
the stimulus act.

Unfortunately, it went down in defeat. I sometimes think that
better verbiage on the signs might be, we are borrowing 43 cents
on the dollar, mainly from the Chinese and sending the bill to our
children and our grandchildren.

I continue to believe that the biggest problem impeding job cre-
ation today is not so much a lack of capital, but more so a lack of
confidence. I certainly hear it from the small business people in my
district.

And most recently, I must admit, I have heard it on national tel-
evision when I woke up the other morning to the Ranking Member,
who clearly got up earlier than I did. But the chief economist for
the NFIB, the largest small business organization in the Nation,
apparently was being interviewed and I will quote from that inter-
view: “It is not just expectations on the tax rates, per se, but just
the cost of carrying labor under the health care bill, the promise
and heavy discussion on a VAT. The deficit scares us to death. We
don’t understand how we can keep doing this, so everyone you look
at, everything that Congress seems to be thinking about is not
helpful for small business, and they don’t see it as helpful to the
economies. There is no stimulus here; it is just drawing resources
out and deploying them in the government sector, not helping the
private sector.”

In fact, may I have chart 5, please? It shows that since the stim-
ulus act was passed, we have lost about 2.6 million private-sector
jobs. Certainly we have had a gain in government jobs.
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Figure 5 Private Sector Job Losses Dwarf Government Gains
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So, I don’t see all the benefit, Mr. Secretary, that I know you do.

In the remaining seconds that I have, I don’t want to talk so
much about what the government may be doing to create uncer-
tainty, but maybe what the government is not doing, and privately,
before we started, I had a chance to mention this to you.

I represent a lot of agricultural interests, particularly beef inter-
ests, in east Texas. One thing we could to do to create jobs is to
pass some free trade agreements around here with Colombia, Pan-
ama, and South Korea. And I am just curious when the Adminis-
tration and the President is going to demand that Congress take
a vote on these free trade agreements.

Secretary VILSACK. Representative, I appreciate that question.

Let me preface it by saying that we are enjoying a fairly robust
ag export year at USDA. We anticipate it will be the second best
export year we have had since we began keeping records; well, an
increase of $8 billion increase in additional exports over last year.

That is a broad range of commodities that are being exported,
and we have, consistent with the President’s export initiative, re-
doubled our efforts to make sure that we have aggressive opportu-
nities in all parts of the world.

Heartened by the President’s directive to Ambassador Kirk to
complete discussions with Korea on issues relating to both a wider
opportunity for beef, as you and I privately discussed before the
hearing, the importance of that to your constituents and to all of
agriculture, as well as making sure that whatever deal is struck is
appropriate and fair to the auto manufacturers of this country and
the consumers of this country.

As it relates to Colombia and Panama, we continue to fine tune
the negotiations on that. I know that there are still some environ-
mental issues that need to be resolved, but there is a commitment
to getting those resolved and getting those to Congress.
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As the President indicated, he is hopeful of having the Korean
agreement before he has the opportunity to travel to Korea. And
I would anticipate and expect that shortly after that, Congress will
have the opportunity to take a look at it. We are certainly sup-
portive of it.

In the meantime, we are aggressively promoting expanded oppor-
tunities in China, Japan, as you and I talked about, trying to make
sure that the Taiwanese live up to their responsibilities, reopening
the pork and poultry markets, which were very important in both
China and Russia. The President’s involvement, specifically and
personally, in reopening the poultry market in Russia is an $800
million to $900 million opportunity for us to expand trade.

So, while we still have work to do, we are hopeful, given the
numbers, and we know that every billion dollars of ag trade rep-
resents somewhere between 800,000 and 900,000 jobs, so we are
very, very focused on this at USDA.

Chairman SPRATT. Mr. McGovern.

Mr. McGOVERN. Thank you, Mr. Chairman.

And thank you, Mr. Secretary, for being here.

Like all of my colleagues, I am concerned about the state of the
economy and the direction of the recovery. My friends on the other
side of the aisle sometimes let hyperbole get in the way of the facts,
so let me state the obvious.

President Obama inherited the worst economy since the Great
Depression. President Bush increased the size of the government
and the size of the deficit in astronomical amounts. Republicans
passed tax cut after tax cut, mostly for the rich, without paying for
them. They decided to use America’s credit card to finance two
wars. These same Republicans abdicated any oversight responsi-
bility of the financial industry, all of which led to the recession that
we have yet to recover from. And all of this is what led to the need
for the passage of the American Recovery and Reinvestment Act.

According to CBO, there are 1.8 million to 2.8 million more jobs
in America as a result of the Recovery Act. That is a start, but
clearly, it is not enough. Yet, my Republican colleagues continue to
attack the Recovery Act as wasteful spending.

Ironically, many of them have no problem promoting the Recov-
ery Act in their own districts, as 114 Republicans who voted
against the Recovery Act have taken credit for its successes back
in their home districts. So, I should point out to my colleague from
Texas that in his district alone, there was over $110 million worth
of projects funded, from energy efficiency to senior centers to public
transportation to buses to police officers—I could go on and on and
on and on and on. I don’t know whether he wants to send all that
money back and negate all those projects, but nonetheless——

Mr. HENSARLING. Will the gentleman yield?

Mr. MCGOVERN. I yield to the gentleman.

Mr. HENSARLING. The answer is, if we will use it to pay off the
national debt, absolutely.

Mr. MCGOVERN. In other words, the gentleman would like all of
these projects in his district unfunded.

Mr. HENSARLING. If we will pay off the national debt, the answer
is, yes.
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Mr. McGOVERN. The answer is fewer police officers. I can go on,
less money for schools.

But anyway, my Republican friends have no problem for calling
for an extension for the Bush tax cuts, even as they have the au-
dacity to say the tax cuts don’t have to be paid for.

It is ironic, however, and it is callous and cruel that they have
found fiscal religion when it comes to programs like unemployment,
that directly help our recovery and the people who are suffering
most during this recession.

Our Republican friends seem to have forgotten that extending
the Bush tax cuts will increase the deficit by $3.7 trillion.

One of the more important parts of the Recovery Act are the
safety net provisions, programs that help people keep their health
care, have a steady income while they look for work and put food
on their table.

I am particularly pleased with the SNAP provisions that pro-
vided a boost of 13.6 percent in the maximum food stamp benefit.
This means that most households received about $40 to $50 more
per month in 2009 as a result of the increase provided in the Re-
covery Act. This means families who are struggling with losing
their job or less income had a little more money for groceries be-
cause Congress passed the Recovery Act.

In addition, these provisions provided the biggest bang for their
buck. As the Secretary stated, economist Mark Zandi, an adviser
to John McCain, said that an increase of $1 in SNAP results in
$1.86 in economic activity. But now, Republicans are refusing to
pass extensions for unemployment without providing an offset.
These are the same Republicans, mind you, who refused to offset
trillions of dollars of tax cuts.

One of the offsets proposed in the Senate was to sunset these
SNAP provisions included in the Recovery Act. While some may
say that this is just unspent money, improperly referring to this as
a slush fund, this is really a $9 billion cut in SNAP benefits, and
it will result in deep cuts for families and seniors currently on
SNAP. In other words, supporters of this offset would make it
harder for families to put food on their table at a time when jobs
are still scarce and incomes are still stagnant.

Now personally, I think this is wrong in every sense of the word
to take food away from hungry families, which is what this cut
would do. It is also important to note that the number of people
enrolled in SNAP will go down as the economy improves.

So, Secretary Vilsack, I have just a few questions, and I will ask
them all at once. First, how has the Recovery Act affected people
who have struggled to put food on their table? And do you consider
this funding successful?

Second, addressing this potential cut in SNAP benefits, has Con-
gress, under any party leadership, ever enacted SNAP cuts this
big? Has Congress ever enacted cuts that will reduce benefits to
every single household on the program?

Third, can you explain to me how taking away $45 a month in
SNAP benefits from low-income working families might affect the
Administration’s commitment to eliminate childhood hunger by the
year 2015? And what do you think the impact will be on food and
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security here in America if 20 million children see their food
stamps cut over the next few years?

Secretary VILSACK. Representative, I would certainly indicate to
you that the families who have been benefited from the SNAP in-
crease are appreciative of that, and I think it is, I think it is impor-
tant for us to discuss this, not in terms of solely expenditure but
also investment. I mean, the reality, as you indicated, is that SNAP
benefits have a tendency to turn around in the economy more
quickly; 97 percent of the SNAP benefits are invested and spent by
those families within 30 days. So, if you talk about something to
stimulate the economy and get things rolling and to get things
going, there is no quicker stimulus than what you see in a SNAP
program.

And as I said earlier, when you increase the opportunities for
families to buy more, they, in fact, buy more, which means that
grocery stores have to shelve more, they have to truck more, they
have to process more, they have to package more. All of that is re-
lated in some way, shape or form to job creation and saving jobs.
Depending upon the multiplier you use, we are talking about tens
of thousands of jobs that are impacted by this. So, I think it is im-
portant to take a look at SNAP in that context.

Obviously, the hope that I have is that we will continue to see
private job growth, as we have the last several months. We will
continue to see an expanded GDP, as we have the last several
quarters. And as we do, more and more people will have the con-
fidence; more and more investment will take place by the private
sector; and we will begin to see unemployment numbers come down
and the need for SNAP hopefully reduced.

I would say that there are ways in which we can do a better job
of utilizing the SNAP education dollars. If you are looking for an
opportunity to take a look at how we might be able to better uti-
lize, we have proposed a new partnership with States that could
potentially increase SNAP-Ed but at the same time potentially re-
duce the overall cost of the program, without impacting and affect-
ing the beneficiaries of the program. There are some States, obvi-
ously, that need to do an even better job of expanding awareness
about SNAP. There are, unfortunately, States today where a little
bit over 50 percent of the people who qualify for SNAP are actually
taking the benefits of SNAP. We would like to see that, obviously,
increased.

As it relates to the issue of childhood hunger, I think every
American shares the goal that the President articulated during the
campaign and has reminded people of recently, which is that we do
need to make a concerted effort to eliminate childhood hunger. We
also have to, as the First Lady has indicated, deal with childhood
obesity. We at the USDA are committed to doing both of those. You
will see over the course of the next couple of weeks that we are en-
gaging the private sector as well in a real effort to try to eliminate
childhood hunger.

Mr. McGOVERN. But as it relates to the offsets that are being
talked about in the Senate, that is what I am concerned about; is
that the offsets that have been proposed by some in the Senate to
pay for the tax extenders and the unemployment compensation,
their point of taking money out of the Recovery Act that is directed
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toward SNAP, but I am concerned that that might have an adverse
impact on the issues that we are talking about.

Secretary VILSACK. Well, I would just simply say that if there is
a conversation about offsets, that it ought to be in the context of
improving nutritional opportunities, and I think that there is a tre-
mendous opportunity with the reauthorization act of the Child Nu-
trition Act. That is a discussion I would like to have with you in
terms of where we can best utilize resources and address this issue
of childhood hunger.

Chairman SPRATT. Mr. Garrett.

Mr. GARRETT. And, I thank the chairman.

And before I begin, in reference to the gentleman from Massa-
chusetts’ opening remarks, lamenting the fact that our President
inherited a worsening economic climate and increasing deficit pic-
ture; a week or so ago, we had another gentleman sitting in your
chair, a great economist, Chairman of the Federal Reserve. I had
the chart up here at the time. But I asked him a question. I put
up a chart at that time, and I said, can you tell us which direction
the deficit was going around, up until around 2006 or so? And he
sort of smiled, and he said, well, it is going down. And I said, can
you tell us where the direction of the deficit is going from 2007 for-
ward? He said, well, that is going up.

And so, to the gentleman from Massachusetts, you are right, our
President did inherit a worsening economy and a worsening deficit.
Unfortunately, he inherited it from you and your party, because it
was your party who controlled this House and this committee with
the budget process, and the chairman sat here, was the author of
the budget, which saw those——

Mr. McGOVERN. I didn’t vote for those tax cuts that added tril-
lions of dollars.

Mr. GARRETT. Well, reclaiming my time, which I didn’t yield, so
just remember where all appropriation bills begin, by the Constitu-
tion, and it is here in this House. And it was this committee, under
this chairman, and under these, your side of the aisle, that saw the
worsening of the economy.

But to the point, Mr. Secretary, on the bill, or on your Depart-
ment, one area I just want to talk about, you spoke a little bit
about, and that is the broadband stimulus funding. Broadband
stimulus funding, as I have been looking at it recently and talking
to some folks, is very capital-intensive in order to execute properly.

Now, what I hear is that many private providers have already
sunk, whether it is millions or billions of dollars, into projects to
bring broadband technology to consumers and to consumers in
rural areas as well. So, I am troubled when I heard that a number
of the stimulus projects, rather than providing the broadband to
unserved areas, were actually building on top of existing networks,
where broadband service had already begun to be implemented.

So, when you think about it, the last thing that we need to be
doing with limited Federal dollars—although it seems from this
Administration those dollars are unlimited—but to the extent they
are limited, is allocating taxpayers’ resources to compete against
private businesses where, as I said, broadband is already in the
process of being established.
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When you do that, you basically deprive the underserved commu-
nities where the money should be going of limited Federal re-
sources; and you are doing something that we saw on Financial
Services as well—some of us serve on that committee—where you
are picking winners and losers. In essence, you are using taxpayer
d}(l)llars to pick who is going to win and who is going to lose in
theirs.

And another problem with doing that is you create disincentives.
If we are going to start building out in areas that building has al-
ready begun, you create a disincentive for any other private enter-
prise to go into those areas and provide additional services going
forward. Actually, you create disincentives for future broadband in-
vestment.

So, first of all, for a moment, could you just comment on the
overlying development that you are seeing in certain areas?

Secretary VILSACK. Well, we made a concerted effort, Representa-
tive, to focus on rural and remote areas that were underserved or
not served at all by broadband with the application process in both
the first and second round. Most of our projects that we are fund-
ing are our last-mile projects, which is to say that there may be
an existing enterprise but they have not connected to the home,
they have not connected to the anchor institution, they have not
connected to the business. That last mile is extremely important,
particularly in rural areas; and so our focus has been on making
sure that those connections are made.

The Commerce Department is focusing on middle mile, linking
up existing systems so that there is greater, expanded coverage.

I would be happy to work with you, but I think you will find, at
least within USDA, that there is not the significant overlap that
you have suggested, that in fact we have really made a concerted
effort to avoid that. This is not about driving the cost down. This
is really about expanding the service.

Mr. GARRETT. And I only have limited time, so there are just two
other questions on this. One is, we hear you say that you want to
go into underserved areas and more rural areas; and yet I under-
stand that some of the service areas that we have seen in the past,
such as Mount Washington Ski Resort in Bretton Woods, New
Hampshire, were to compete against the Eagle Communications in
Hays, Kansas, so there at least I saw a couple of examples where
maybe we are not looking at the most rural areas and areas where
we should be questioning whether USDA should be doing it on.

And the second question is——

Secretary VILSACK. Can I just mention—respond to that?

Mr. GARRETT. Yes.

Secretary VILSACK. The one area that you mentioned had one of
the highest unemployment rates in that State, the ski area, and it
did meet the definition of “rural” based on the broadband applica-
tion process.

Mr. GARRETT. And very quickly, in my last two seconds, the
USDA has only obligated $480 million out of the $2.5 billion appro-
priated. I guess you are authorized to the end of September.

Secretary VILSACK. I don’t think that is accurate, sir. I think we
actually have announced projects totaling $1.7 billion.

Mr. GARRETT. You have obligated that?
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Secretary VILSACK. We have identified projects and have made
announcements of those projects. There are 137 projects that we
have announced we are going to fund; and with the announcements
that we are going to make in the next week or so, it totals about
$1.7 billion.

Mr. GARRETT. Because we were told by the leadership on the
other side of the aisle that we have to spend this money and vote
on this bill immediately; and that, of course, was last year. And so,
if we are just announcing yet not fully obligating spending until
somewhere down the road, maybe we didn’t need to rush to judg-
ment on it?

Secretary VILSACK. I don’t think that is accurate, especially as it
relates to broadband, because there were literally thousands of ap-
plications. In USDA, we had close to 3,000 applications. These are
very technical applications that have to be reviewed, both on a
technical and a financial respect. I think we will obligate the re-
sources before September 30th, all the resources that you have pro-
vided; and the potential impact of this, as we said earlier, 1.2 mil-
lion households, 230,000 businesses are going to be impacted and
affected and 7,800 anchor institutions. I think that is a significant
commitment and an important commitment, particularly in rural
areas.

Mr. GARRETT. My time is up. Thank you.

Chairman SPRATT. Mr. Edwards.

Mr. EDWARDS. Mr. Chairman, thank you.

I just want to comment. I came here to hear the Secretary but
must comment in response to Mr. Garrett and my friend and col-
league and neighbor from Texas, Mr. Hensarling’s, comments. I
share their concern about the deficit. I think it is genuine. And I
want to give the three gentlemen credit. I think they believe it is
important to reduce the deficit, as we all do in this room. But I just
cannot share the fiction that today’s deficits are primarily the fault
of Democrats.

Mr. Garrett’s chart—I have seen it. I wish we had it here—kind
of reminds me of the person who drives the car off the cliff and the
other passenger in the car says, “How are we doing?” And he says,
“So far so well,” but hands him the keys and says, “Now, if we have
a wreck, it is your fault.”

The facts are that when President Clinton left office we had the
largest surpluses in American history. The fact is that when Presi-
dent Bush came into office, OMB and CBO were projecting a $4 to
$5 trillion surplus during that 8-year period. The fact is at the end
of that 8-year period—during which the Republicans controlled the
Congress in 6 of those 8 years—Republicans passed the 2001 and
2003 tax cut bills, not paid for, on a partisan basis and a prescrip-
tion drug bill at least half as expensive as the entire health care
reform bill. They did that on a partisan basis, and in doing so they
helped drive our economy and the deficits off the cliff.

They, through predominantly partisan budgets, turned the larg-
est surpluses in American history into the largest deficits in Amer-
ican history. And the reality is, the fact is that when President
Bush left office, after those 8 years of predominantly Republican-
driven budgets, we were losing 700,000 jobs a month.
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Now, I hear some people say, Mr. Secretary, Mr. Chairman, that
Democrats’ efforts at recovery haven’t done a thing, haven’t created
a job. Well, I don’t know what the numbers were last month, but
I know in, I believe, in April or May we were creating over 300,000
jobs a month, many of those private-sector jobs. That is a turn-
around of over 1 million jobs a month. I don’t think that is nothing.
I think for 1 million Americans that makes a huge difference in
their day-to-day lives.

The fact is that after 8 years of the Bush administration, sup-
ported by the Republicans on this committee and their budget pro-
posals, tax cuts for the wealthiest, from August 29 to October 10,
2008, the stock market went down 27 percent. Households, seniors,
families saving for their children’s college education fund lost 27
percent of their savings because of the predominantly Republican-
driven partisan budgets of that decade.

The fact is—it is an inconvenient fact, perhaps—but the fact is
when President Obama was sworn into office the deficit projected
for 2009 was $1.3 trillion. Before President Obama did a single
thing, the deficit left by the previous Republican administration
was going to be $1.3 trillion. At the end of that year of efforts,
stimulus recovery efforts, I believe the total deficit was about $1.4
trillion. So, where does the majority of the blame lie there?

I wish we could get away from the blame game. I think Mr. Hen-
sarling, Mr. Ryan, and Mr. Garrett are genuine about wanting to
reduce the deficit. I disagree. I think their conference, when they
had control of this House for 12 years—by the way, during 4 of
those 12 years they failed to pass a budget through the House and
Senate and final passage of a budget, and I didn’t hear the par-
tisan attacks on themselves during those 4 years when they were
in control and did not pass a budget.

I wish we could get past some of that partisanship. I wish we
could work together, but I don’t want to be a part of putting back
in place the captain of the economic Titanic if he is just simply
going to put back in place the same sailing lessons that wrecked
that Titanic. Perhaps working together we can find some bipartisan
common ground—I hope so—but we won’t find it if those who were
the architects of the greatest recession since the Great Depression
and the architects of partisan budgets that turned the largest sur-
pluses into the largest deficits just simply try to cover their tracks
and point fingers at Democrats.

I will be critical of Democrats and I have voted against some
Democratic funding because I thought that funding was not afford-
able, given our present deficits, but I would like to see some bipar-
tisanship on both sides of the aisle here to reduce this deficit and
to get our economy back on solid ground.

Mr. Secretary, thank you for your service to our country and
your work during these difficult times.

Chairman SPRATT. Thank you, Mr. Edwards.

Mr. Diaz-Balart.

Mr. DiAz-BALART. Thank you, Mr. Chairman.

I want to thank Mr. Edwards for saying that we really need to
stop this blame game, and the way to do that is to move forward.
We do know where we are at, by the way. The co-chairman of the
President’s, what is it, Fiscal Responsibility Commission, Mr.
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Bowles, said that we are basically going towards bankruptcy, the
country is bankrupt. That is a new phenomenon. It is a recent phe-
nomenon. We can blame or not blame. But the way to deal with
it, by the way, is to just mark up a budget.

Now, this is the first time, however, that we are not even at-
tempting to mark up a budget, and you have got to ask the ques-
tion, why? Because the numbers are, frankly, so out of whack that
I guess we are trying to hide it from the American people? I don’t
know. But that is a new phenomenon as well. And the way to get
over the blame game and to get bipartisan is to mark up a budget.
And this is the first Congress clearly since I have been here where
there is not even an attempt to mark up the budget. That is not
showing good bipartisan effort.

But we have the honor to have the Secretary here, and I want
to mention, I want to thank you for mentioning exports. You talk
about China and Japan. The President himself said in the State of
the Union—in fact, I have it here, so I may quote it. He said, “We
will double our exports over the next 5 years, an increase that will
support 2 million jobs in America.” And I support that, and that
makes sense.

Now, over the last 5 years, one of our Nation’s closest allies, a
democracy that just had elections, transparent elections, they are
fighting these narcoterrorists, narcotraffickers, Colombia, has been
the largest market for U.S. agricultural exports in South America,
exports totaling $4.3 billion. Those have been declining steadily be-
cause we haven’t passed a free trade deal with Colombia. And it
is ready to go. In the meantime, while we haven’t done it, Colombia
has signed free trade deals with six other nations, including our
neighbor, Canada.

So, Mr. Secretary, here is an issue. You talked about exports.
The President talked about exports. Getting this free trade deal
pushed—the President brought it over to Congress and then helped
us try to get the votes to push it, and I think the votes were here
in a bipartisan fashion—would immediately create jobs. You men-
tioned exports. You mentioned—actually, I don’t remember the
number that you put out there, how many jobs are created per bil-
lion dollars of ag exports, to our best ally, it is ready to go.

And with all due respect, sir, it doesn’t cost one penny of the tax-
payers’ money. Colombia already has preferential treatment for
their exports coming to the United States. It would even the play-
ing field. And with all due respect, sir, other than, you know, nice
words, where is the effort? Where is the lobbying effort? Where are
the members of the Cabinet lobbying the Speaker, going to every
office of Congress pushing for this effort, which wouldn’t cost one
penny, which would help our ally, which would help our economy,
which would immediately create jobs, and would do exactly what
you are saying? Where are your efforts on the Colombia free trade
deal?

Secretary VILSACK. Well, Representative, let me say that we are
working with Ambassador Kirk to finalize that agreement. As the
President indicated, he wants the Ambassador to focus on the
Korea Free Trade Agreement because there is a real opportunity
for us to get that done. That would obviously be significant for
American agriculture.
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Let me say that as important as free trade agreements are—and
they are and we support them—that is just one aspect of an overall
effort in terms of trade. We have aggressively tried to reopen mar-
kets that have been shut down because of nonscientific barriers
that have been created. We have aggressively looked for opportuni-
ties for engagement in multilateral discussions, which is why the
President is focused on the Trans-Pacific partnership, which we are
also engaged in.

I have traveled on a number of occasions to China and Japan,
designed in part to reopen markets, to expand markets. China
right now is now the third leading market for us in the first half
of the year, fiscal year. It was the number one market for the first
time ever in terms of trade.

And we are seeing an increase in ag trade. I think you will con-
tinue to see a commitment on the part of this Administration to
f(icus on trade. We understand in agriculture there is a trade sur-
plus

Mr. DiAz-BALART. Colombia, specifically Colombia.

Secretary VILSACK. Specifically Colombia, as I said, Ambassador
Kirk still has work to do. There are still aspects of that agreement
that have not been finalized. It is part of the negotiations. It is in
the process of being negotiated. And as soon as that is completed,
I can assure you that we will be very much interested in encour-
aging participation by the Congress and passage by the Congress.

Mr. D1AZ-BALART. Any idea of when we are looking at? When,
roughly? We are obviously not looking at this Congress, so are we
looking at the beginning of next Congress? Any idea?

Secretary VILSACK. Well, obviously, sooner rather than later. And
as the President indicated, he clearly wants the Korean agreement
to be completed before he travels to Korea.

So, there is work being done on Korea. There is work being done
on Colombia. There is work being done on Panama. There is work
being done on removing barriers. There is work being done on re-
opening markets that have been shut down. There is work being
done in international forums to make sure that the rules are fair
to the United States. There is work being done to expand opportu-
nities for biotechnology crops. There is work being done in increas-
ing our commitment to collaborators in country. There is work
being done on research.

There is a holistic and comprehensive approach that is being
taken. It is not just one single aspect of this that is a silver bullet.
We have to do all of this, and we are engaged.

Mr. Di1az-BALART. I appreciate that. I would just respectfully ask
that you please start focusing a little bit more on Colombia. It is
ready to go. You know, it’'s—every day losing market share, includ-
ing to our neighbor to the north, Canada. Colombia is our best ally,
they are ready to go, and it just seems to me that there are always
excuses why that just doesn’t come up. And this is not a couple of
months. It has been years now. It frankly doesn’t cost a penny.

I would just respectfully request that you all look at that and
kind of emphasize that, because we have an ally that is ready to
go. We are losing market share. It doesn’t cost a penny. It would
create jobs. And, frankly, it just seems like there are all these rea-
sons and excuses why it just doesn’t happen, and we have heard
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them before, and I just would respectfully ask that you please look
at that.

Chairman SPRATT. Ms. DeLauro.

Ms. DELAURO. Thank you, Mr. Chairman.

Welcome, Mr. Secretary. It is a delight to have you here today;
And thank you for your outstanding work on all fronts, whether it
is nutrition, whether it is rural development, and indeed trying to
help to open markets.

I would suggest to my friend, Mr. Diaz-Balart, that one way in
which we could immediately increase imports and exports, quite
frankly, is lift the embargo on Cuba; and our agricultural interests
would certainly—who are clamoring for new markets—it would
open up an area which is very close by us. And as far as the last
time that I looked, Cuba had not been engaged and participated in
killing maybe 50 or more union leaders.

So, let’s get real. Let’s open up markets. Let’s look to Cuba so
our agricultural interests can really get off the ground. And if you
take a look at the recent newspapers, you will see that American
farmers are asking for this to get done.

I would also add, with regard to the budget, as far as I know,
Democrats voted for a budget $7 billion below the President’s call
for discretionary spending, in addition to which we have not seen
a Republican budget come forward in any way.

Let me move to rural development, which is, I know, an area of
your passion, Secretary Vilsack. We are appreciative of your work
in this area.

Under ARRA, USDA was appropriated $4.3 billion toward rural
development programs, expanding opportunities for broadband
loans and grants to rural communities, providing 80,000 home
loans in rural areas, constructing and repairing rural water waste
treatment facilities, protecting and conserving our farmland, im-
proving the economic and environmental climate in rural commu-
nities.

I am going to ask you to highlight the progress the Department
has made in improving rural economies through ARRA. But before
I do that—I am sure you have read it. My colleagues ought to look
at it and read it—is that in the Saturday, July 10th’s, business sec-
tion of the New York Times: “High speed for the sparsely wired.
Stimulus projects widen access to broadband.”

I want to talk about Cynthia Wegner and her husband, owners
of a farm and horse breeding business in western Kansas, will be
able to upload a photograph of a horse to show a potential buyer
in seconds, not the 20 or 30 minutes they now need with dial-up
service. “I just cannot begin to tell you how frustrating it is to do
anything with it,” she said.

I will just go to the jump page and read what the Chairman of
the FCC said: “The extension of Internet service was a significant
moment in communications. Extending broadband in rural America
is as important to jobs and growth in the 21st century as extending
electricity was in the 20th century,” he said.

By all accounts, if you take a look at this and what has happened
with broadband and extending it to rural America, we have been—
you have been successful, Mr. Secretary; and I would ask you to



30

comment on some of the areas in rural development and the
progress that we are making there.

Secretary VILSACK. Thank you. I am not sure whether I am sup-
posed to refer to you as Madam Chairman or Representative.

Ms. DELAURO. In this body, it is Representative. The chair is
there.

Secretary VILSACK. I appreciate the opportunity to sort of ex-
pound on my opening remarks.

Let me give you some percentages in terms of the resources that
have been obligated and that are currently working in the rural de-
velopment area.

With reference to rural water and waste disposal programs, 80
percent of the resources made available to the Department have
been obligated. In terms of the community facility program, 70 per-
cent have been obligated. The single-family housing guarantee, 99
percent have been obligated. The direct housing guarantee, 69 per-
cent have been closed. The rural enterprise grants, 99 percent. And
the Business and Industry Loan Program, 93 percent.

So, in terms of broadband, as I explained earlier, we have com-
mitted to 137 projects, about $1.7 billion of the resource made
available to us. We will meet the September 30th deadline in terms
of commitments on that resource.

The impact of these funds are as follows: Eight hundred commu-
nity facility projects have been funded, and there are more to come.
Eight hundred wastewater and sewer projects have been funded,
more to come. Nine hundred businesses have received help from
the Business and Industry Loan Program, and 188 projects have
been funded through the Rural Enterprise Loan Program. Eighty-
nine thousand home loans have been closed, expanding the Amer-
ican dream of homeownership to those folks. And we are currently
working on broadband, 137 projects, as I indicated, helping over
500,000 households, 100,000 businesses, and several thousand an-
chor institutions. And I think when it is all said and done, we will
positively impact 1.2 million households, 230,000 businesses, and
7,800 anchor institutions.

Representative, I think this is, in my view, a very, very signifi-
cant framework that you all have put in place. When you combine
it with the energy title of the farm bill that we are in the process
of implementing together with work we are doing at USDA, I think
what you have is the framework for a revitalized and a new rural
economy, and it is long, long overdue.

With due respect to the concerns expressed here today about the
recession—and they are real—rural America has expressed and ex-
perienced this for decades, high unemployment, high poverty. Nine-
ty percent of persistent poverty counties in this country are located
in rural America, 90 percent. Aging populations, declining popu-
lations, income disparities, this is the shot in the arm that rural
America needed. It is an indication that someone is paying atten-
tion to those good folks.

And this is why it is important, if I could just have 30 seconds.
It is important because the value system of this country is rooted
in rural communities. One-sixth of the population of the country
lives in rural America, but 45 percent of the people who serve us
in uniform come from rural America. And it is because those young



31

men and women are taught something at a very early age, and
that is that you can’t keep taking. You obviously have to replenish
the soil in order for the soil to continue to give you bounty. The
same thing is true of a country. And the ability to create opportuni-
ties for those young people to come back, live, work, and raise their
families in the same small communities that raised them I think
is very, very important.

So, we are working night and day with our regular programming
and with this recovery and reinvestment resources to try to build
a revitalized rural economy. And as long as I am Secretary, that
is going to be an important focus of what we do at the USDA.

Ms. DELAURO. I want to say thank you, Mr. Secretary, again and
say that I would like to work with you so that when this informa-
tion gets out, as it should get out, that really rural America knows
who is on their side. Thank you for being on the side of rural
America.

Chairman SPRATT. Mr. Djou.

Mr. DJgou. Thank you very much, Mr. Chairman; and thank you
very much, Mr. Secretary.

Mr. Secretary, I have two sets of questions. I am, of course, con-
cerned—as I am sure the Administration is—about our ballooning
budget deficits and our languishing economy. And here thus far
this afternoon we have heard more than enough blame to go
around here. I am far more concerned about fixing things and look-
ing forward in the future than continuing to lay partisan blame.

So, I have two sets of questions for you. The first set of questions
that I have is, I hear your testimony and I fully understand and
appreciate that the Administration’s testimony is that we are not
hearing enough of the so-called “good news” from the stimulus, that
there are more things happening out there that is just not being
reported properly. From my perspective, I guess, as a freshman, it
sounds a lot like to me what the Bush Administration was saying
about the war in Iraq in 2004 and 2005. But I think what turned
things around when General Petraeus took over was he set out
some very clear metrics and standards, dates and targets and
goals.

So, my first question actually to you is, when can the American
people see unemployment reduced below 8 percent? Or maybe I will
ask a little bit more open-ended. What specific targets do you think
are realistic to achieve and by what date? When can unemployment
and real economic recovery——

Secretary VILSACK. Representative, to the 2 to 3 million people
whose jobs have been saved or whose jobs have been created as a
result of the Recovery and Reinvestment Act, the recovery has
come to them. There are obviously still tens of millions of Ameri-
cans who are impacted and many Americans who are concerned
about the future. We deal with this in rural development all the
time. And I think it is important to note that what you have done
with the Recovery and Reinvestment Act is to create a sense of mo-
mentum, which I think you will see build over the course of the
next year or two.

Mr. DJou. So by this time next year, will unemployment be
below 8 percent?
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Secretary VILSACK. Well, that obviously depends in large part
upon the confidence that the private sector has. It depends on cir-
cumstances. I don’t think it is appropriate for me to talk about hy-
pothetical circumstances. I can only tell you about what is hap-
pening today. And what is happening today is that there is at least
a sense of opportunity that did not exist in rural communities prior
to

Mr. Djou. Mr. Secretary, what I am trying to pin you down on
is what tangible metric do you think can be achieved and by when?
Because that is what I really think turned things around in Iragq.

Secretary VILSACK. I think the tangible marker was 3 to 4 mil-
lion jobs being created as a result of the Recovery and Reinvest-
ment Act, and we are on our way to meeting that goal. And we will
meet it by the end of the process, in terms of the monies being dis-
tributed and put into effect. So, I think in the next 12 months you
are going to see a continued drop, a number of job growth related
to the Recovery and Reinvestment Act. Depending upon which
number you look at today, it is somewhere between 2 and 3 million.
I think you will see it somewhere between 3 and 4 million.

Mr. DJjou. My second set of questions relates to the amount of
stimulus money that has already been spent. I hear from your tes-
timony—correct me if I am wrong—about 50 percent has been
outlaid so far that was allocated to the Department of Agriculture;
is that correct?

Secretary VILSACK. That is correct.

Mr. DJgou. With 50 percent still to go, does this mean that there
is no need for further fiscal stimulus?

Secretary VILSACK. I think it is really important to understand
how this works in the rural development sphere. When you have
a community facility grant, you can essentially obligate that grant,
but that grant is the last dollar that is paid. So, it requires a city,
for example, to design a wastewater treatment project, to get a con-
tractor, to have the contractor build the facility, to have interim fi-
nancing by the city put in place; and then, ultimately, the con-
tractor is paid, the project is approved, and the signoff occurs. At
that point in time, our resources are outlaid. These resources are
committed, but it will take some time before they are actually paid
out.

Mr. DJou. So, I guess my question is, is there any need for an-
other stimulus package beyond what was already allocated in
2009? Are you confident that—I mean, with 50 percent still to go,
is there any reason that we need more stimulus?

Secretary VILSACK. Let me suggest to you that I think it is im-
perative that there be some attention paid to the unemployed and
that benefits are provided to the unemployed and continued bene-
fits are provided because these families that are currently cut off
from unemployment, they are really struggling. What are they to
do?

Mr. Dgou. Okay. That actually goes back to my first point. When
are we going to see the unemployment rate drop below 8 percent
or 7 percent?

Secretary VILSACK. Well, the Recovery Act’s responsibility was to
generate somewhere between 3 and 4 million jobs. That will be
done. I think it is imperative that we approach the future with



33

greater confidence, frankly. I think the fact that we are having con-
versations about deficits are an important and positive step in
sending a message to the market. I think the stock market’s im-
provement is a message. I think the private-sector job growth over
the last several months is an indication. That has to continue.

I am confident in the capacity of this Recovery Act to continue
to create job opportunities. I am confident in the capacity to meet
the goal which we set, somewhere between 3 and 4 million jobs re-
tained and saved. We are well on our way to doing that. I think
that is very important. And I am very confident in the capacity of
the investments that you are making in rural America to have
long-standing benefits to rural America.

When you look at return on investment, I think it is important
to look at the long term; and I think you are going to see a signifi-
cant return on the investment in broadband, in business expansion,
and new opportunities for education. I think you are going to see
a return on investment for community facilities in wastewater.

Take a town in Missouri recently who needed this wastewater
treatment facility in order to restart a hospital project that was
shut down because they didn’t have access to clean water. Our re-
covery and reinvestment resources investing is going to allow that
wastewater treatment facility to be built and also that hospital to
be completed. How many lives will be saved as a result?

I think that is the kind of thing that I think we have to look
longer term. I think there is going to be tremendous benefit in
rural America as a result of what you all have done here.

Mr. DJgou. Great. Thank you, Mr. Secretary.

Thank you, Mr. Chairman.

Chairman SPRATT. Mr. Langevin.

Mr. LANGEVIN. Thank you, Mr. Chairman.

Mr. Secretary, thank you for being here; and let me just say how
much I appreciate the hard work that you and the other members
of the Administration are doing to try to get this economy turned
around. And, as Mr. Djou has pointed out, we hope that we are
going to be able to create the jobs in the very near future. They
are going to get us to where we know our economy should be per-
forming and can be performing.

I also think it is important to understand and reflect on how we
got here so that we can look forward and we don’t repeat the mis-
takes that got us into the mess that we are in in the first place.
We look back at the years of the Clinton administration and we see
all the positive things that were put in place that allowed for job
growth and record budget surpluses, and then the administration
after that that allowed for a great deal in terms of tax cuts and
such but heaped on the national debt and didn’t have an account-
ing of how we paid for these kinds of things.

Thankfully, under the leadership of this committee, the Chair-
man, and this Congress, we have put PAYGO legislation back in
place, which was a major factor in the Clinton years of why we had
a balanced budget, and it led to surpluses and job growth. That
PAYGO legislation expired in 2002, and it was just made perma-
nent again this year, so that for every dollar of increased spending
or every kind of a tax cut that there is an offset in either spending
cuts somewhere else or tax increases in order to account for that.
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So, we have laid the foundation for solid growth in the future in
responsible budgeting. It is my hope in the very near future that,
once we have this economy turned around, we have things back on
track, then I know we are going to also turn our attention aggres-
sively to getting our fiscal house in order and getting our budget
deficits under control.

In the meantime, let me talk about some of the important work
that is being done under the American Recovery and Reinvestment
Act, particularly in essential benefits getting people through this
time, the SNAP program.

My home State of Rhode Island was hit really hard by this eco-
nomic recession. Right now, we currently have the fourth highest
unemployment rate in the country. And from the beginning of the
recession in June, 2008, until June, 2010, the number of Rhode Is-
landers enrolled in SNAP increased 66 percent, from 87,285 people
to 145,361 individuals. Just shocking numbers in so many ways,
and it speaks to the need right now and the types of essential sup-
port that things like the Recovery Act are helping to provide right
now to get people through this difficult time.

The Recovery Act provided critical assistance to Rhode Islanders
by increasing the amount of SNAP benefits which directly stimu-
lated our State’s economy. So, it was about helping people, but it
was also about stimulating the economy. And according to the
Rhode Island Community Food Bank, this is the greatest demand
that officials have seen in the organization’s 28-year history.

So, my questions are, given these circumstances: do you believe
that the $20 billion of the Recovery Act allocated for nutrition as-
sistance is enough to meet the sustained demand until we have
gotten ourselves out of this situation right now in the current
downturn? What effect would a decrease in SNAP benefits have at
this point in the recovery?

And then the second half of that question is, has the total
amount for nutrition assistance in the Recovery Act been ex-
hausted?

And then, finally, if so, what additional steps are being taken or
are needed to continue assisting families that are really hit hard
by the recession?

Secretary VILSACK. Let me answer the last question.

The total amount of resources available to SNAP—actually, the
way it was structured is to be stretched out over another year or
so. So the total amount has not been expended, but we are on
track, obviously, to do that.

We work very closely with States to try to encourage greater par-
ticipation in SNAP. As I said—I believe I said earlier that there
are some States that do a very good job of getting the people who
qualify for SNAP aware of SNAP program and participating in the
SNAP program. There are others who still have work to do; and
we have been aggressively trying to work with States to improve
their outreach, to improve the education component under SNAP-
Ed to make sure people understand. That is one of the reasons why
we suggested a move to category eligibility to make it a little bit
easier to qualify for SNAP so that there aren’t bureaucratic bar-
riers to participation.
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We will do the job as best we can with the resources that you
all provide. As I indicated, I think there are ways in which we
could probably use the SNAP-Ed dollars more effectively to lever-
age greater opportunities for education and at the same time po-
tentially save resources.

Representative, we take deficit reduction at USDA very seri-
ously, as reflected in the work that we did on the standard reinsur-
ance agreement for crop insurance, where we negotiated a signifi-
cant savings and used §4 billion of that savings to reduce the def-
icit. So, we are cognizant, we are working, we are constantly look-
ing for ways within USDA to more effectively and efficiently use
resources; and we are going to continue to work with States to
make sure that we get to as many people who qualify for SNAP
as possible.

Mr. LANGEVIN. I appreciate it.

Can you just answer that last part of the question of what effect
a decrease in the SNAP benefits would have at this point in the
recovery?

Secretary VILSACK. Well, if you were to decrease benefits right
now, obviously, it would mean that people who are currently receiv-
ing benefits would receive less. That would have a rippling effect.
They would obviously be able to purchase less at the grocery store.
And that, as I said earlier, does have a ripple effect. If you are sell-
ing less, then perhaps you don’t have to shelve as much, you don’t
have to process as much, you don’t have to package as much, you
don’t have to truck as much, you don’t have to produce as much.
All of that impacts, in terms of the supply chain, potential employ-
ment opportunities for people. And so, longer term, our hope is that
an improved economy requires less of a dependence and need for
SNAP.

I would say, as I said earlier, I think it is imperative that we not
only focus on SNAP but that we also look for opportunities to ex-
tend unemployment compensation to those who have been out of
work for an extended period of time. Because, without that, they
really have very, very little hope of being able to keep their home
or take care of their families.

1 Mr. LANGEVIN. Mr. Secretary, thank you for the job you are
oing.

Thank you, Mr. Chairman. I yield back.

Chairman SPRATT. Mr. Jordan.

Mr. JORDAN. Thank you, Mr. Chairman; and thank you, Mr. Sec-
retary.

Just a couple comments.

First, to the gentlelady who is no longer here from New York,
some of her comments and her questioning. I have introduced a
balanced budget on behalf of the Republican Study Committee. I
would appreciate it that the Secretary gets a chance to take a look
at that.

We think it does the right things. It protects Social Security. It
keeps the tax cuts in place that are set to expire this January. It
does the right thing with national defense but also cuts some
spending which, frankly, we have to do around this place.

Also, I would just mention I think there is a big difference be-
tween trading with Colombia and trading with Cuba. Cuba is a
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state sponsor of terror. Their former leader just this week made the
ridiculous statement that somehow he believes the United States
is responsible for the South Korean military vessel that was sunk.
So, I think we have got to keep all that in mind.

I do appreciate the Secretary’s comments when he talks about
the values of rural America. I have the privilege of representing
west central and north central Ohio, many strong ag counties in
the 11 counties I get to represent there.

But I was just curious, because you made another statement, Mr.
Secretary. Let me ask it this way. Do you think that government
policies can actually undermine the values that I believe that rural
America encourages? And specifically, you talked about the unem-
ployment compensation. Do you ever think that we can go with
something too long where we are maybe encouraging the wrong
kind of behavior and not rewarding the proper behavior?

Secretary VILSACK. Representative, in my capacity in public
life—again, as a Mayor, a State Senator, a Governor, and now as
Secretary of Agriculture—I have talked to a lot of folks who have
lost their jobs and lost their farms

Mr. JORDAN. I understand that. My question goes to the 99
weeks, almost 2 years of assistance. Do you ever think we can go
maybe too far with that and we undermine the same values that
you and I both believe are important to America, in particular
rural America?

Secretary VILSACK. If this were a normal situation and not as se-
vere and deep a recession as we have suffered, your point might
be well taken. But I think this is an unusual circumstance.

Mr. JORDAN. Is there ever a time when it should end?

Secretary VILSACK. Yeah, when——

Mr. JOrRDAN. No, no, no, no, no. Should we continue to extend it
further than 99 weeks? Is there a time you would cut it off?

Secretary VILSACK. I think you extend it for the time necessary
to get people back on their feet.

Mr. JORDAN. That is not what I asked. Do you think it should
go further than 99 weeks or do you think 99 weeks is when it
should stop?

Secretary VILSACK. I think there should be a current extension
for those who have been unemployed in terms of chronic

Mr. JORDAN. Have you had any employers, as I have, come up
to you and say, you know what? We have actually had people
hired. They found out that the extension kicks in; and they said,
you know what? We are not going to take the job because we can
get by by not working and get money from the taxpayer in com-
pensation.

Secretary VILSACK. If that is true, then under——

Mr. JORDAN. Have you had anyone say that to you? I have had
people say that to me.

Secretary VILSACK. No. But as I understand it, if that were to
take place, then they would potentially be disqualified from receiv-
ing unemployment.

Mr. JORDAN. Okay. Let me ask a line of questioning. I did this
when we had Secretary Duncan in here with the Department of
Education.

How many people work at the Department of Agriculture?
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Secretary VILSACK. Roughly 103,000 to 104,000, somewhere in
that neighborhood.

Mr. JORDAN. And is that number higher this year than last year?
What is the trend?

Secretary VILSACK. Well, we are in the process, actually, of tak-
ing a look at how we might be able to restructure——

Mr. JORDAN. Is it up or down?

Secretary VILSACK. I think it is about the same.

Mr. JORDAN. And what is the average salary of folks who work
at the Department of Agriculture?

Secretary VILSACK. You know, I don’t know a specific number. I
would be happy to get that to you.

Mr. JORDAN. Can you hazard a guess?

Secretary VILSACK. I would be reluctant to do that.

Mr. JORDAN. What is the average salary of a farmer across the
country?

Secretary VILSACK. It depends on the size of the farm.

Mr. JORDAN. Our staff has said approximately $63,000.

Would the average salary for the Department of Agriculture be
higher than the average salary of a farmer of $63,000.

Secretary VILSACK. I think it would be comparable, perhaps less.

Mr. JORDAN. Do you know how many people at the Department
make over $100,000?

Secretary VILSACK. I don’t know that number.

Mr. JORDAN. Will you be able to get that to us?

Secretary VILSACK. Sure.

And let me just say what we are trying to do. We are taking a
look at the supervisor to front line worker ratio as a way to figure
out how we will be able to deal with the President’s directive to us
to reduce our discretionary spending, as we did—we kept our dis-
cretionary spending at about $1 billion less with the budget that
was proposed for 2011 as the President instructed us to do. And as
I indicated further, we have discovered $4 billion in savings
through the Standard Reinsurance Agreement.

So, we are constantly looking for ways. We are taking a look at
our buildings, trying to figure out how we might be able to consoli-
date our building holdings to save resources. So, we are constantly
involved in trying to figure out ways to do a better job

Mr. JORDAN. I have 5 seconds. I want to get one other question
if I could, Mr. Chairman.

The GAO did a study looking at dollars that the organization
Planned Parenthood gets. In that study—I was actually part of a
press conference. Representative Olson from Texas had called for
this study. In there—I forget what page, and I wish I would have
brought the document with me—the Department of Agriculture ac-
tually gave some money to Planned Parenthood. Do you know if
that in fact is the case—according to GAO, it was—and if so, what
was the money for?

Secretary VILSACK. You would have to be more specific in terms
of time, in terms of date. It could very well be that a facility, a
health care facility, could have received a community facility grant
that leased property to Planned Parenthood. I don’t know.

Mr. JORDAN. Does it strike you as sort of strange that your De-
partment would be using taxpayer dollars and awarding those dol-
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lars to an organization like Planned Parenthood? I mean, the De-
partment of Agriculture giving money to Planned Parenthood, does
that strike you as strange just on the surface?

Secretary VILSACK. Not necessarily. Because if you understand
the rural development component of our mission area and the im-
pact that we have with community facility grants on expanding
health care coverage and expansion

Mr. JORDAN. Do you think most farmers in America would be
comfortable with you giving dollars to Planned Parenthood?

Secretary VILSACK. I think it is important for people to under-
stand the significance of health care in rural America and how dif-
ficult it was and is to get care in rural America.

Mr. JORDAN. Would you answer that question? Do you think
most farmers would be comfortable with dollars going from the De-
partment of Agriculture to Planned Parenthood?

Secretary VILSACK. I think if they understood the connection
with health care and they understood the connection of their own
family planning efforts, they might very well understand that.

Mr. JORDAN. Really? Okay. Thank you, Mr. Secretary.

Chairman SPRATT. Ms. Kaptur.

Ms. KaPTUR. Thank you, Mr. Chairman.

Mr. Secretary, thank you so very much for being here. Thank you
for being the most important lifeline to America’s families right
now who are enduring unemployment and this very difficult econ-
omy. Truly, you are their vital link.

And I want to thank you on behalf of the people of Ohio where
we have—counting the over 670,000 still unemployed, many work-
ing in part-time jobs, and those that have fallen out of the work-
force—I would say, out of 11 million people, we have 1 million peo-
ple on the bubble; and without the Department of Agriculture, I
honestly don’t know where we would be. So I want to thank you.
You have a tremendous burden.

I really don’t understand my colleague, who represents some dis-
tricts south of me, how he can even say some of what he said here
today during this session. We ought to be supporting the value of
work in this country, and those people that have worked and are
unemployed through no fault of their own, as he and his colleagues
voted to outsource jobs to China and Mexico and everyplace else,
we are at risk of losing the value of work. People are starting not
to believe that you can earn a living in this country anymore. That
unemployment check is a lifeline.

And the food that you provide from the Department on behalf of
the American people, we simply couldn’t get along without it in our
area. In fact, our food pantries and feeding sites are stressed right
now, Mr. Secretary. And the TFAT program, the Commodity Sup-
plemental Food Program, we need more right now. We have nearly
350 feeding sites around our region. People are having to swallow
their pride and go in for bags of food, and it is not a very pretty
picture out there. So, the situation faced by our food banks is dire.
And with donations down and demands up, I just am very con-
cerned about the next several months.

And I am interested, from your perspective nationally, what you
are hearing from our food banks and from our helpers around the
country that are holding life and limb together for our families?
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Secretary VILSACK. Representative, I have actually been to a
number of food banks in a number of cities and communities across
the country, and I think your observations are correct. They have
a tremendous need. They feel a great deal of stress. They were very
appreciative of the resources made available through the Recovery
and Reinvestment Act. It was a lifeline. It allowed them to assist
us in helping to offset some of the problems that we experienced
in some of our markets when other countries shut down access to
pork, to poultry. It gave us some opportunity for us to purchase
surplus product. And the need, obviously, continues. We are work-
ing as best we can to provide the resources and the assistance that
we can. But I will tell you that they were very, very, very appre-
ciative of what was done in the Recovery and Reinvestment Act. It
was clearly an important thing to do.

Ms. KAPTUR. Mr. Secretary, I don’t know if you have any ability
to put in a good word on this, but for the last several years, as our
employment rate has ticked up, we have been gleaning fields, har-
vesting fields in the fall. The Ohio Farm Bureau even helped us on
this by helping us harvest cabbage and corn and so forth.

In Ohio, if farmers in places like Ohio where the unemployment
rate is so high, this fall, as food remains in the field, encouraging
through the USDA, not-for-profit groups, church groups, religious
groups, other groups, student groups, to go out and help us glean
the fields, move that product through our food banks—Ohio Farm
Bureau was able to help us pick up lots of cabbage, acres of cab-
bage that were left.

I went to every major food bank in Ohio. And where we can grow
some of our own food, we are plowing under lots of it just because
we don’t have these gleaners networks in place. But just in one
food bank in our area we collected 769,000 pounds last year, up
from about 350,000. This year, we want to go over 1 million
pounds.

I don’t know who at USDA might take an interest in that at your
Farm Service Agencies or whatever, but I am telling you in the
Midwest where unemployment is so high, gleaning those fields is
another piece of the answer for us.

Secretary VILSACK. I would say two things.

First of all, we would be happy to participate in that.

Secondly, we have our own effort to try to collect over 1 million
pounds of food to donate through USDA employees to food banks
across the country since we have offices in virtually every county.
So, there is a collection process under way. And we have over 450
people’s gardens, some of which are producing produce which is
being made available to food banks. I know the one we have at
USDA’s Washington, D.C., office, our main office, is helping to fund
the Central Kitchen here in Washington, D.C.

Ms. KAPTUR. I think that is so important. In our community of
Toledo, we have over 100 community gardens now. We are
ratcheting up production. I know USDA is taking an interest in
these food short areas and these food desert areas. I would encour-
age you on in those efforts, and thank you so very much for your
leadership during a critical time for our country.

Chairman SPRATT. Secretary Vilsack, thank you very much for
your forthright answers, your excellent information, and not the
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least your equanimity. We appreciate your forbearance as we made
our way through this. It has been a very helpful hearing, and we
appreciate your participation.

For our other witnesses, we will be back as quickly as we can.
We have three votes, one momentarily and two following that. And
we will be back just as soon as we can. We are sorry to hold you
up.
[Recess.]

Chairman SPRATT. Mr. Rogers, we appreciate your forbearance
and patience. You are here today to testify as the pinch hitter, so
to speak, for the Secretary, who could not be here due to the fact
that he has been detained in Texas.

We welcome you here. We will make your full statement part of
the record so that you can summarize it, but the floor is yours to
proceed.

STATEMENT OF MATT ROGERS, SENIOR ADVISOR TO THE
SECRETARY, U.S. DEPARTMENT OF ENERGY

Mr. ROGERS. Thank you, Mr. Chairman; and I will try to make
a very brief statement.

Chairman Spratt, Ranking Member Ryan, members of the com-
mittee, thank you for the opportunity to testify today on the impor-
tance and good work of the American Recovery and Reinvestment
Act.

As you know, Secretary Chu had to stay in Houston longer than
expected to help with work on the BP oil spill, and he sends his
regrets. Hopefully, I will prove an acceptable substitute.

I also want to thank Secretary Vilsack for his good work. The col-
laboration between DOE and USDA on biofuels, on “Feds Feed
Families,” and on a variety of rural development issues has been
quite exceptional.

When President Obama took office, we were facing the greatest
economic crisis since the Great Depression, and today a Council of
Economic Adviser’s report estimates that between 2.4 and 3.6 mil-
lion jobs have been created already with the Recovery and Rein-
vestment Act. This is a start, obviously not enough, but a very im-
portant start on rebuilding the economy.

What the Recovery Act did was it put a floor under an economy
in free fall. It restarted job reaction, and it laid the foundation for
long-term economic growth and prosperity.

The CEA report today also highlights the critical role that the
Recovery Act is playing in bringing private capital off the sidelines
and back into high-return, job-creating projects.

The Recovery Act made a $90 billion down payment on our clean
energy future with historic investments in energy efficiency, renew-
able energy, transportation electrification, carbon capture and stor-
age, environmental cleanup, breakthrough innovation, and smarter
electric grids. We have been working to invest the Department of
Energy’s share of this funding quite quickly and wisely; and I am
pleased to report that these projects are creating good jobs today,
reducing pollution, and laying the foundation for the United States
to establish global leadership in multiple high-technology, clean en-
ergy sectors.

Mr. Chairman, let me give you three specific examples.
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First, an advanced vehicle industry is beginning to take root in
America. One year ago, American businesses had just 2 percent of
the global market for advanced batteries that will power the vehi-
cles of the future. Over the next 5 years, thanks to the Recovery
Act, American factories are projected to have up to 40 percent of
the world’s capacity to produce these batteries. In fact, President
Obama will be on the ground at a ground-breaking for Compact
Power in Holland, Michigan, tomorrow to highlight this momentum
and the new jobs that come with it.

Second, because of the Recovery Act programs that we admin-
ister with Treasury, we are on track to double America’s renewable
energy generation and, perhaps more importantly, our clean energy
manufacturing capacity by 2012. The Recovery Act is contributing
to making the United States once again a great place to invest in
manufacturing.

Third, we are jump-starting a new home weatherization industry
in America. After a slow start due to the difficulty of taking a pro-
gram up by 10 times, the Weatherization Assistance Program is de-
livering on its promise, improving the energy efficiency of between
25,000 and 30,000 homes across America every month.

Mr. Chairman, the Department of Energy has been accelerating
performance while minimizing risk to taxpayers. We have already
made selections for 98 percent of the Department’s $32.7 billion in
contract and grant authority. We have obligated 90 percent of these
funds, accelerating job creation across the country.

As our partners ramp up their projects, we reimburse them for
the projects made and the projects complete. We reimbursed $472
million in March, $569 million in April, $695 million in May, $747
million in June, and in July we expect to hit our target run rate
of between $800 million and $1 billion every month of outlays to
our recipients.

We think about this as the zone between 55 miles an hour and
65 miles an hour. At $800 million a month, we are running at high-
way speed, creating jobs as rapidly as these projects can. At above
$1 billion a month, we begin to be worried that perhaps we are
going too fast and creating too much risk.

We are also approaching our top rate of job creation. In the first
quarter of this year, the Department’s investments created or
saved nearly 30,000 jobs. We expect the final numbers will show
that we created or saved more than 40,000 jobs in the April to
June quarter just finished. We expect to create or save 50,000 to
60,000 jobs for the July to September quarter and to remain at this
rate of job creation through the spring of 2012.

Not included in these quarterly numbers reported in to
Federalreporting.gov are the more than 45,000 additional jobs cre-
ated through the tax programs and even more jobs created up and
down the supply chain of the clean energy economy that we are
building.

Mr. Chairman, the Recovery Act projects demonstrate how core
American values—innovation and entrepreneurship, discipline and
team work, self-determination and competition—are bringing
America back, allowing this country once again to assert global
leadership in industries where we, in fact, can produce the best
products in the world. If we can pass comprehensive energy and cli-
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mate legislation this year, we can unlock funds that are trapped on
the sidelines in the private sector, bringing those funds off the side-
lines to create even more jobs and building on the momentum that

has been created by the Recovery Act.

Thank you very much for this opportunity to testify today, and

I am very pleased to take any questions that you may have.
[The prepared statement of Matt Rogers follows:]

Statement of Matt Rogers
Scenior Advisor to the Seerctary of Encrgy
Before the
ouse Committee on the Budget

Recovery Act Implementation Hearing
July 14, 2010

Chairman Spratt, Ranking Member Ryan, and Members of the Committee, thank
you for the opportunity to appear before you today to report on the progross of the
American Recovery and Reinvestment Act (the Recovery Act). I want to thank the
Commitlee [or vour leadership on this legislation

Impact of the Recovery Act

When President Obama took office last Tanuary, we were facing the greatest
econonue erisis since 1he Greal Depression.  This crists demanded a quick and forcelul
responsc, and Congress acted by passing the Recovaery Act. Although woe still have a
long way Lo 20, our ecoromy is now growing again, and we have seen the economy
oreate private scotor jobs tor six months in a row. A now Council of Economic Advisors
report being released today estimates that about 3 million jobs huve been created or saved
by the Recovery Act.

The Recovery Act came in three picces that were dogigned to have an impact at
different times. The first part was direct tax cuts for the American people. "The second
part was emergeney reliet tor families, businesses, and state governments. The third part,
reinvesling in America’s economic infrastructure, required longer lead times and was
designed to pay off as the first two picees receded. That is the period we arc in now.

Contained in that third part of the Recovery Act were the seeds of a clean energy
economy. The legislation made a $20 billion down payvment on our clean energy [ulure,
wilh historic investments in energy elliciency, renewable energy, (ransportalion, carbon
capture and storage, and a smarter clectric grid. We have been working to invest the
Department of Energy’s share ot this funding quickly and wiselv, and I'm pleased to
report that we arc beginning to see the green shoots of a green economy along with the
slrong clean energy job creation the Act envisioned.

Lel me give you three examples.

First, an advanced vehicle industry is beginning Lo Lake rool in America. One
year ago, American businesses had just 2 percent of the market for the advanced batteries
that will power the vehicles ol the [uture. Over the nexi [ive vears, thunks 1o the
Recovery Act, American tactorics arc projected to have up to 40 percent of the world's
capacity to produce these batterics. We arc supparting 10 battery plants, 20 component
plants and 3 electric-drive vehicle plants. President Obama will be at Compact Power in
Ilolland, Michigan lomorrow, and Secretary Chu will visit Delpli Automolive in



43

Kokomo, Indiana on Friday as part of a day of travel by Cabinct members to highlight
this momentumn.

Second, a renewable energy industry that was being battered by tight credit
markets is bouncing back and growing again. Becausc of the Recovery Act, we arc on
rack 1o double America’s renewable energy generalion capacily by 2012 and lo
dramatically increase domestic clean energy manufacturing. By partnering with private
industry, the Department of Treasury and the Department of Energy have already [unded
renewable energy projects with enough capacity to power more than one million homes;
that is cnongh clean energy to power the homes of cveryone living in Boston, Scattlc,
Atlanta, Kansas City, and Cincinnati combined. Factories are whirring to life to
manulacture the parts these projects require.

Third, we arc jumpstarting a new home weatherization industry in America. After
a slow start due to the difficulty of expanding a program ten-told, the Weatherization
Asgistance Program is now approaching its target of improving the cnergy efficiency of
25,000 - 30,000 homes per month. More than 10,000 Americans were direetly hired as a
result of retrofitting homes through the Recovery Aet in the first quarter of this year, and
that number continues to grow. Many of Lthese people were trained with the help of
Recovery Act-sponsorad grants.

Across the country, the Recovery Act is putting Americans to work making our
homes and businesses more energy ellicient, increasing the use of ¢lean and renewable
clectrieity, cutting our dependence on oil, and modemizing the eloctric grid. We arc also
aceclarating the ¢lean-up of Cold War logacy nuclear sites, and supporting technolagical
and seientific innovation.

We arc approaching our top rate of job creation. In the first quarter of this year,
the Dopartment’s investments ercated or saved nearly 30,000 jobs., We cxpect final
numbers will show we created or saved more than 40,000 full-time equivalent direet jobs
last quarier. We expect Lo create or save 30,000 - 60,000 jobs per quarter this summer
and 1o remain at this rate through Spring of 2011, Meanwhile, nearly 23,000 additional
johs ware reported by rocipients who received grants-in-licu of tax credits for rencwahle
energy projects.

Status of Recovery Act Implementation

Overall, Congress entrusted the Department of Energy with $36.7 billion in
appropriations and $6.5 billion in power marketing administration borrowing authority
through the Recovery Act. The Recovery Act also directed the Department o work with
Treasury to provide clean energy manufacturing tax credits and generation tax grants; to
date these have amounted Lo more than 57 billion.

We have already made sclections for 98 pereent ($32 billion) of the Department’s
$32.7 billion in contract and grant authority. We have obligated 90 percent ($29.4
billion) of this money. Tor remaining obligations, we are using a “SWAT Team™
approach that was piloted in the earlv davs of competitive selections. At times, there
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have been 123 people working out of the basemaent ot the Departmoent, talking directly on
the phone with any applicant who seeks assislance Lo minimize bureaucratic back and
forth. For example, a small group of finance and program staft work with applicants to
ensure adequalely detailed budgetls and [inancing plans are submitted right [Tom the start,
and our lawyers and cnvironmental compliance officers work dircetly with applicants to
cxpedite environmental impact detarminations. I'wonty-five headquarters staff traveled
to the site offices of the “Retrofit Ramp-up™ selectees of the Energy Efficiency and
Conservalion Block Granl Program o complete all final required documentation. These
ellorts allowed $450 million in Retrofit Ramp-up funds o be obligaled in just five weeks,
instcad of the expeeted five months. SWA'T T'cams are now heing used across the
Department to finish selections in a timely manner and to obligate every dollar entrusted
to us by Congross.

The 8WA'T Teams are just onc example of how we have used the Recovery Act
as an opportunity [or Department-wide innovation. We have also overhauled our
competitive processes hy drawing upon the lcading cxperts in their ficlds to help sclect
the most worthy projects. We have streamlined our operaling processes across the board
and have placed a new emphasis on sharing best practices internally. We are providing
unprecedented transpurency through public reporting on recovery.gov and
cnergy.govirecovery, and we are ingisting that projects come in on time and on budget
with strict accountability.

The Department has outlayed more than 16 percent (55.2 billion) of our Recovery
Act fimds, and our primary focus now is accelerating, our outlay rates to our 5,000
racipicnts. Our outlays have boen steadily increasing: we spont $472 million in March,
$569 million in April, $693 million in May. and $747 million in June. We will soon be
operating al our larget rate of $300 million a month. You might think of this process as
analogous to accelerating onto the highway: go too quickly and vou risk a mistake; go too
slowly and you won't got to vour deostination on time. At our optimal pacc. we will be at
able to minimize risk to taxpavers. while maximizing their return in jobs created or saved
and projeets accomplished. Byv the ond of the fiscal year, we expeet to have outlaved
aboul $8 billion.

Ouukimen {ri
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A fow programs arc performing above expectations. In recent months, the
vehicles program has ramped up significantly, and the battery manufucturing grant
program is now spending at its target rate. ‘The Weatherization program has had a
remarkable turnaround. OfTice of Science comsiruction projects have been performing
well consistently. Scveral of the Cold War legacy clean-up projects in the Fnvironmental
Management program are coming in under budget. allowing the program o reallocale
these funds to additional projects.

We are working with all of our 3,000 recipients to achieve our agreed-upon goals,
and we are addressing threc programs in particular that have notable challenges. ‘The
State Energy Program has been successtul in obligating tunds but slow to outlay due to
the states” reimbursement processes. The Loan Guaraniee Program has been making
greal sirides bul can do even betler. The carbon caplure and slorage projects in the Fossil
Encrgy program arc moving at a slower pacc than we would Tike. These issues have my
and the Department’s full attention.

Finally, I want lo mention the strong and close collaboration we have had with the
Department of Trcasury. ‘logether, we have awarded nearly $4.7 hillion in grants-in-licu
of tax credits [or renewable energy installations (the 1603 program) and $2.3 billion in
tax credits tor rencwahle encrgy manufacturing (the 48C program). We have seen
overwhelming demand lor these iniliadives.

The remainder of this stalement provides additional details on kev areas of the
Recovery Act.

Energy Efficiency

TInder the Rocovery Act, we arc making an historic investment in Tow-income
home energy efficiency. The Recovery Act provided $5 billion for the Weatherization
Assistance Program to fund local agencies to perform home energy audits and
weatherization services [or low-income [amilies. This program had a slow start, bul T am
pleased 1o report thal we are now meeting our largets for both homes weatherized and
monthly spending.  Sineo last Septembaer, the monthly pace of Recovery Act-tunded
home weatherization has increased ten-fold. We are now approaching between 25,000 -
30,000 homes weathorized por month and cxpact to weatherize nearly 600,000 homes
with Recovery Act funds by March ol 2012, This March, the program spent its largeted
$125 million por month and is now spending $150 million cach month.

The Recovery Act also provided $3.2 billion to fund the Encrgy Fificicncy and
Conservation Block Grant program [or the [irst time.  This imjection of funding 1s helping
more than 2,300 cities, counties, states, territories and Indian tribes develop their own
elliciency programs, including building code development, energy audits and retrolits,
cfficient public lighting, and landtill gas capturc. Payments tor this program have
increased significantlv, and we doubled pavments from May ta June. The program is
now 99 percemnt obligated, and it is creating jobs now while making a meaningful
dilTerence in energy usage al the local level. Our nalion’s mayors have been especially
diligent in getting, this fundine out into their communities.
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We are particularly exeited aboul the competilive portion of the Energy
Efficicncy and Conscrvation Block Grant program, known as Retrofit Ramp up. The
leading projects under this program will deline new approaches Lo make energy
ctficicney services availablc to all Americans at significantly lower cost. Viee President
Biden kicked ofl the While ITouse’s Earth Day aclivities this year by announcing the 23
communities that received the 5432 million in awards.

The Recovery Act also included $3.1 billion for the State Energy Program. This
program is poised to make significant contributions through innovative state-level
projects. For example, Michigan is supporting 14 mamuifacturers to 1ill gaps in the clean
energy supply chain. Indiana is supporting nearly 300 wind manulacturing jobs. Idaho is
miproving energy elliciency in 210 K-12 schools across the slale, pulling money back
into sehool hudgots.

However, the program has been slower to outlay than we would like. We have
obligated all of the funding 1o the states, and the stales have obligated $2.1 ballion of that
moncey to their competitive grant recipients. Fach state runs its own competitive process
and only reimburses once projects are complete, making outlay rates a lagging indicator.
We are focused on accelerating the outlay rate of the SEP program with our state partners
and are holding weekly stakeholder calls with the National Governors Assoctation, the
National Association of State Energy Officials, and state representatives to ensure we
address 1ssues as they happen. We expect 1o see an acceleration ol outlay rates this
summer.

The states also received $300 million for energy efficient appliance rebates. All
of the states have their funds, and most have completed their program olTerings.

‘These programs have created additional opportunitics to improve the performance
of the Department of Energy. Our expanded call center has handled more than 30,000
calls [rom [ormula grant recipients. We have provided service contlinuily by assigning
dedicated aceount representalives for each stale. We collaborate with the national
woatherization and state energy organizations weeklv. ‘These improvements arc helping
accelerate Recovery Act programs, and thev will also make a lasting difference in the
Dopartmcnt’s operations.

Renewable Energy

Reeovery Ast investments and incentives have put us on track to double our
renewable eleciricily generaling capacily (excluding conventional hydropower) by 2012.
As we deplov more renewable technologies, we are also quickly expanding high
Llechnology, clean enersy manulfacturing in the T8,

Onc of the Administration’s most successful programs under the Recavery Act
has been the pavments-in-lieu of tax credits program (1603), which pays developers as
so01 45 a rengwable energy project is placed in service. Working with the Department of
Energy, the Departinent of Treasury has provided $4.7 billion in pavments to nearlv
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1.400 renewable cnorgy generation prajects across the country. The projects will have
the capacily to produce enough electricily ko power more than one million homes; that 1s
cnough clean encrgy to power the homes of evervone living in Boston, Scattle, Atlanta,
Kansas City, and Cincinnati combined. The projects are expected Lo ereate nearly 23,000
jobs.

We are also supporting our domestic clean energy manufacturers  companies
that are making solar panels, wind (urbings, geothermal equipment, nuclear plant
components, and energy efficient building products.  With Treasury, we have awarded
$2.3 billion in tax credits for 183 clean energy manufacturing prajects in 43 states undor
the 48C program. This investment will be matched by as much as $3.4 billion in private
sector [unding, and these projects will generate more than 25,000 jobs.

For example, Cardinal Fastener in Bedford Heights, Ohio, received a $480,000
tax cradit to produce bolts for wind turbines and will double its worktorce within the next
year. Ttron in West Union, 8outh Carolina reccived more than §5 million in tax credits to
help it reequip ils plant 1o keep up with the demand for advanced smart meters. CalStar
Products reccived $2.4 million in tax credits for a plant in Caledonia, Wisconsin, to
manulacture bricks and pavers thal have 40 percent post-industrial recycled content and
use almost 90 poreent less encrgy than traditional products.

The interest in this program was extraordinary, with almost four times as much in
Tunding [or worthy projects requested as we had tax credits 1o ofTer. The Administration
has asked Congress for an additional S5 hillion to cxpand the program. These funds
could be deployed quickly to oreate jobs and drive ¢lean cnergy dovelopment.

We are also supporling ¢lean energy deployment through the loan guarantee
program. When President Obama took office, the program had not made a single loan
guarantes offer in two years of being funded. We were able to make the first offer within
two months of taking office and have made a total ot $23 billion in conditional
commilments over Lhe past 18 months, Some of those commitments are for nuclear and
aulo loans oulside of the Recovery Act.

We have announced more than $4.1 billion in loans or conditional commitments
to build renewahle encrgy and grid clectrification projects, such as BrightSource (CA),
Abound (CO), Beacon (NY), First Wind (HI) and Blue Mountain (NV). These
commitments have proven cffective in bringing private capital oft the sidclines and into
the market. TLasl week, the Department made a conditional commitment to Abengoa
Solar, [ne. in Arizona to finance the construction of a concentrating solar power
generalion facility thal will have 250 MW of capacily using parabolic trough solar
collectors and innovative thermal energy storage system.

8till, the program is not moving fast cnough and is not yet flexible enough to
handle smaller projeets. We will continue to improve the program and aceclerate its
pace.
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We are also investing more than $600 million in grants toward the rescarch,
development, und deployment of renewable energy. We are working to accelerate
innovation in tha markctplace by supporting large-scalc user fasilitics, including a
bioluels [acility at the Nalional Renewable Energy Laboratory, a wind wirbine blade
testing facility in Boston; batteries facilitics at Argonnc and Tdaho National Taboratorics;
and a nel-zero buildings research facility al Lawrence Berkeley National Laboratory.

Reducing Ol Use

Our dependenec on fossil fuels is a drain on our cconomy and a risk to our
security and our environment. The BT oil spill has underscored the urgent need to reduce
our reliunce on oil.

Through $3.9 hillion from the Recovery Act and $8.4 billion from Department’s
Advanced Technology Vehicle Manufacturing loan program, we are supporting a broad
portfolio of transportation technologics. We are investing in evervthing from plug-in
livbrids and all-electric vehicles 1o natural gas vehieles, advanced biofuels, hydrogen, and
improvements in internal combustion engine cfficicney. We're supporting manutacturers
like Tesla, Ford, Tisker, and Nissan through the ATVM program and component
supplicrs like A123, Encrdel, and Celgard through battery manufacturing grants.

These investments are creating jobs and helping to boost the LIS, auto
manulacturing industry, In the coming vears, we expect 1o construct the first-ever
clectrie vehicle plants in the United States, as well as 30 new battery and clectrie-vehicle
componecnt manufacturing plants. By 2013, these plants should be able to produce
250,000 electric-drive cars and batteries to power 500,000 plug-in hybrid electric
vehicles. To support these advanced vehicles, the Department is also helping pul in place
the necossary infrastructure, including more than 20,000 charging locations in a dozen
citics.

Additionally, the Department has awarded $300 million in Clean Cilies granis Lo
help 235 cities expand their efTorts Lo eul oil consumplion by using high-e(ficiency cars,
trcks. and buses that run on alternative fuels. These eitics will deploy mare than 9000
alternative-fuel vehicles 70 percent of which will run on natural gas. The Recovery Act
also includes $100 million for projects that will improve the efficiency of heavy-duty
rucks and passenger vehicles.

To meel our energy challenges, we must also develop new, clean, domestic
sources of fucl. “That is why the Recovery Act included funding to help develop the next
generalion of biofuels. More than 5700 million [rom the Recovery Act has been
obligated to support 19 bic-refinery projects. For example, Enerkem received $30
million 1 build a plant in Pontoto:, Mississippi 1o converl wasle into biofuels that will
oreate 210 construction jobs and 130 permancent jobs. Enorkem™s process reduces the
volume of waste going to the landfill by 90 pereent while crcating vseful fucls.

! Tord, Nissan, Tesla and Tisker are funded by the Advanced Technalogy Vehicle “Manufacturing Program,
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I'm pleased 1o appear today with Secretary Vilsack. Qur agencies have been
working together closcly to advance the biofucls industry in America. Our goal is to
more than triple America’s biofuels production in the next twelve vears, culling oil
imports by 541 hillion.

Smart Grid

The more than $4 billion in Recovery Act 8mart Grid investments are helping
modernize our grid. (ur grid wastes too much cnergy, and it is too susceptible to outages
and blackouts. By modernizing our grid we can increase reliability and efficiency. allow
smarl metering, enable two-way Jows of electricily, and accommodate larger amounts of
energy [rom inlennillent renewable sources such as solar and wind power.

Matched by more than 53.7 billion in private sector funding, we are supporting
132 projects that will increasc reliability and give consumers more choice and control
over their energy use. We're [unding the mstallation of more than 850 sensors Lo
improve reliability and security and provide visibility and control across the entire [1.8.
ransmission system. 200,000 new smarl transformers and nearly 700 automated
substations will prevent failures and allow power companics to respond more offcctively
when power lines are knocked down by bad weather. By 2013, we expect o more than
double the mumber of smart meters to 18 million nationally through a combination of
public and privale investment.

Thare werg initial delays in abligating the Smart Grid investment awards over
discussion on tax treatment for grantees. We worked expeditiously with the Treasury
Department Lo clarify the tax stalus and determine they are non-laxable. Since the March
resolution of the tax issue with Troasury, wo have almost tully obligated the Smart Grid
awards.

Carbom Capture and Storage

The Recovery Act included an unprecedented $3.4 hillion investment in carbon
capture and storage fechnologies. By attracting signiticant private capital, we are
pursuing projects that will capturc more than 10 million tong of CQO: annually by 2013
and help demonstrate the economic viabilily of carbon caplure and storage by 2020.

We've selected [ive projects to accelerate the development of advanced coul
technologics with carbon eapture and storage at commercial-scale.  For cxample,
American Electric Power is demonsirating a chilled ammonia process thal is expected Lo
effectively capture at least 90 percent of the CO2 from a flue gas stream. As part of our
industrial carbon caplure progrum, Archer Daniels Midland is demonstrating an advanced
aming process to capture CO2 from industrial flue gascs and sequester the CO2 ina
sandstone rescrvoir. We're also exploring converting captured COZ2 into products such as
chemicals, tuels, building materials, and other commodities.
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It must be noted that these projocts are not moving as quickly as we had hoped.
We received fewer applications than expected, and the selected projects are [acing
significant markat barricrs, including constrained capital markets and the ditficulty
inherent in [inancing a new lechnology without a long-lerm price on carbon.

Cold War Legacy Clean-up

The Department of Energy is also charged wilh cleaning vp the legacy of our
nation’s nuclear weapons program. Our Office of Environmental Management (FAT)
received S6 billion in the Rocovery Act to accelerate elcanup work at 17 sites, reducing
the litecycle costs to taxpavers. The EM projects were among the first to start, and more
than 90 percent of the [unds have been obligated and more than 40 percent has been
spent. Several of the projects are coming in under budget, allowing the program Lo
reallocate these funds to additional projeots.

In the first quarter of 2010, EM projocts created or saved more than 5,600 dircet
jobs al the prime coniractor level in communities like [Tanford, Washinglon; Savannah
River, Bouth Carolina; and (ak Ridge, Tenncssce. ‘Thousands of additional jobs have
been reported to EM by subconiractlors and vendors. We are on track 1o permanently
dispose of nearly 8.400 cubic meters of transuranie waste and ncarly 73,000 cubic meters
of low-level wasle; more than 3 nullion square feel of contaminaled facilities will be
demolished. By September, we will have reduced the tootprint of land and structures
requiring cleanup by 20 percent, and our goul is {0 reduce the [ootprint by 40 percent by
September 2011

This program has contracted with a particularly high number of small businesses.
In Fiscal Year 2009, EM Prime Small Business contraclors were awarded aboul 5396
million, tar cxceeding EM's goal of $288 million. The program and site prime
contractors have obligated approximately $1.4 billion in Recovery Act Small Business
contracts.

Science and Technology

The Recovery Act included 51.6 billion to advance basic research through the
Doepartment’s Office of Science. Weo are acoelerating work on key prioritics, including
the National Synchrotron Light Source IT al Brookhaven Nalional Laboratory, a new
Continuous Flectron Boam Accclerator Facility at ‘The ‘Thomas Jefferson National
Aceelerator Facility, and new baltery user facililies al Argonne National Laboratory. We
arc supporting 16 new “Encrgy Frontier Roscarch Centers™ and upgradas to the world's
[astest supercompuler al Oak Ridge National Laboratory. And we are increasing (unding
for promising early career scientists. This funding is nearly 95 percent obligated, and the
program has spent 31 percert of its funds.

The Recovery Act also included $400 million for high-risk, high reward rescarch
through the Advanced Research Projects Ageney  Energy (ARPA-E). ARPA-E is
pursuing truly translormational solutions Lo our energy problems. With ARPA-T, we are
swinging from the heels and trvine to hit home runs. not just base hits.
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We have completed three rounds of funding through ARPA-E. The [imst round
was a broad sall for th best ideas in any area that could have a transtormational impact
on energy. We [unded 37 projects runging [rom as an all-liquid metal battery that could
provide grid-scale storage and cut costs by 90 pereent to a novel carbon capture process
that emulates the processes of the human body. The second (unding solicitation focused
on developing better batteries, carbon capture processes, and “electrotuels.”” which use
microorganisms Lo harness energy and converl carbon dioxide into liquid fuels. We
funded an additional 37 projects.

On Monday, we announced the final round of awards for work in grid-scale
energy storage, highly ellicient cooling technologies and air condilioners, and advanced
power converlers. We [unded 43 projects.

To date, we have obligated 82 percent of first and second round funding. We will
obligate all ARPA-F, awards by September.  Award recipients from the first funding
round have already begun conversalions on establishing manufacluring (acilities in the
8., and we are highly optimistic about the future return on these investments.

Conclusion

The bottom line is that the Department of Energy is on track to deliver on the
goals of the Recovery Acl. We have been steadily ramping up our aclivilies, while
minimizing risk to the taxpayers. We arc now poised to reach our optimal rate of
spending, project pertormance, and job ereation, and we expect to maintain that paco
consistently for the next vear and a half. These projects are driving economic growth
now, while laying the foundation lor our long term prosperily through a clean energy
coonomy.

We are off to a good start, but this momentum will need to be sustained when the
Recovery Act is [inished. To truly transform how we use and produce energy, we will
need comprehensive energy and climale legislation that will provide stable, long-term
incentives that will unleash Amcrica’s inventors, entreprencurs, and industrics. Indeed, it
is the private sector that will ultimately drive this revolution and bring it to scale.

I commend the House of Representalives for passing comprehensive legislation
last year. As you know, there arc now several different picces of logislation befors the
Senate. President Obama has called [or an approach thal puts 4 price on carbon pollution
and makes clean encrgy the profitable kind of cnergy. Only comprehensive logislation
will give indusiry the direction and cerlainty il needs Lo starl crealing jobs today, while
guiding investments over a generation.

Tlook forward to working with this Congress and this Committee in the wocks
and months ahcad. Thank you, and 1'm happy to take any qucstions.

iy

sy

Chairman SPRATT. In your position of reviewing grants, grant ap-
plications, do you get out in the field and actually see and witness
these projects taking shape?

Mr. ROGERS. One of the great privileges of this role has been to
be able to go out across the country and to look at these projects
as they take shape.

I was out in Colorado a couple weeks ago with the Vice President
at UQM, which is an electric drive manufacturer for electric vehi-
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cles. And what was powerful about that was to see the workers
going back to work in a facility, a set of folks who had gotten laid
off who get to go back to work now to make the most competitive
products in the world. And the pride with which those workers
were able to come back because of this kind of Recovery Act fund-
ing is the kind of thing that motivates what I do every day.

Chairman SPRATT. I was in Charlotte, North Carolina, when the
President came there for that very purpose of unique components
in lithium batteries. Would you expound a little bit on the tech-
nology that’s being developed there? What is the industrial policy
that underlies your approach to using government funding to build
private-sector capacity?

Mr. ROGERS. Let’s take the batteries and transportation elec-
trification awards where North Carolina, and Celgard, has been a
very important player in that.

Chairman SPRATT. Let me interrupt you. As I recall, that was a
dollar-for-dollar match, too. The company put up a dollar for every
dollar you awarded.

Mr. ROGERS. That is correct. So, for every dollar that the Depart-
ment of Energy has under the Recovery Act, we have been matched
more than dollar for dollar by private-sector funds coming into
these projects.

These are a set of projects where the United States across the
last decade or more missed a product cycle. All of a sudden, we al-
lowed Asia to take over the manufacturing base for advanced tech-
nology batteries.

The great opportunity that we have is to reestablish the linkage
between innovation, manufacturing, and deployment in a strong
and vibrant domestic marketplace. Where we do that, we create at-
tractive, high-paying, long-term jobs, and we create the kind of
growth that we expect in our economy.

We take batteries as a simple one. We expect these markets to
be growing in the order of 7 percent every year, as opposed to in
a world that perhaps is growing 2 to 3 percent a year. So, we have
a very high-growth marketplace where the United States only had
2 percent of the world capacity because we had allowed it to go
overseas.

The great news is, with U.S. innovation, we can bring that base
back; and because of the investments we have made under the Re-
covery Act, the United States has the potential to have 40 percent
of the world’s market share in batteries by 2012. This kind of in-
vestment reestablishes the United States as a major competitor in
a very high-growth market where our innovations are the best in
the world.

Chairman SPRATT. Are there other technologies to which you
have made this dramatic a commitment?

Mr. ROGERS. There are a broad range of technologies. The great
opportunity that I have had a chance to witness in this is the
power of innovation in the United States to establish global leader-
ship positions. So, we will take a company in North Carolina, Cree,
that makes a set of light bulbs that take about 5 percent of the en-
ergy as the light bulbs in this room. This is a technology that the
United States invented where a set of the manufacturing went
across to Asia, where we are now bringing that kind of manufac-
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turing capacity back here to the United States. And the great op-
portunity we have is we have about a dozen different companies
who are beneficiaries under the Recovery Act who are inventing
the most efficient and most competitive products in the world in
that particular area.

We take a look at the smart grid, another area where the United
States has a great chance to lead the globe. Itron, which is a com-
pany that is based in Washington State and in South Carolina, has
substantially increased its employment because of our build-out of
the smart grid activities. We now have 138 different projects in 48
different States across the country.

And one of the things that we are doing as part of this, this is
just a down payment on an investment in U.S. infrastructure that,
frankly, hasn’t happened in the grid since I was 5 years old; and
the opportunity that we have by investing in these projects is to
have U.S. manufacturers like Itron develop the capabilities to serve
a very rapidly growing U.S. domestic market and, frankly, take po-
sitions on a global basis. The United States has the best tech-
nology; and if we can combine that with manufacturing in a vi-
brant domestic market, we are really on our way. And that is what
the Recovery Act has allowed us to do.

Chairman SPRATT. Five billion dollars has gone to help low-in-
come families make their homes more efficient, heating efficient
and cooling efficient. In South Carolina, my home State, I under-
stand the allocation is $59 million to scale up existing efforts. Will
that money be regranted to State-wide beneficiaries?

Mr. ROGERS. That is correct. So, the State receives the funds,
and then we actually deploy it through a network of 916 commu-
nity action agencies across the country. So, in South Carolina there
is a portfolio of community action agencies in the local community
who understand where the local centers of poverty are, where the
elderly are most in need. The opportunity that the weatherization
program gives us is the ability to create jobs, to make homes more
livable, to put money back in the pockets of hardworking home-
owners, and then to make sure that we actually reduce pollution
in our communities.

This weatherization program is one of the great success stories
of the Recovery Act, now delivering again between 25,000 and
30,000 homes every month of weatherization assistance across the
country.

Chairman SPRATT. Thank you very much for your testimony; and
thank you, too, again for your patience.

Mr. Hensarling.

Mr. HENSARLING. Thank you, Mr. Chairman.

Mr. Rogers, I didn’t quite catch it in your testimony, but is it
£01111§th $30 billion that your Department has under the stimulus

1117

Mr. ROGERS. That is correct. We have a total of appropriations
of $36.7 billion, of which $32.7 is contract and grant authority.

Mr. HENSARLING. And then I think you said that the Department
has outlaid 16 percent of that; is that correct?

Mr. ROGERS. The Department has outlaid cumulatively 16 per-
cent of that. We are outlaying it now, as of June, at a rate of $800
million a month.
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Mr. HENSARLING. Well, I am certainly not an adherent to
Keynesian economics, but for those who are, doesn’t it have some-
thing to do with the timing and the essentially shovel-ready nature
of the projects? And so, I am just curious, when you talk about all
the benefits, it doesn’t seem to comport with Keynesian theory that
so little of this money has actually gone out the door.

Mr. RoGERS. Well, again, I think that Secretary Vilsack talked
about this at some level. Our primary task is to make sure that
the funds move out the door to projects that create jobs and have
a long-term economic, positive economic impact. If you look at the
infrastructure investments, the primary event is the event of obli-
gating those funds, and we have obligated 90 percent of those
funds. We have actually selected 98 percent of the projects.

When the funds are obligated, people—you start ordering capital
equipment, and people get hired. We then reimburse the recipients
after they hit major milestones or after they complete the project.
And so what you see then is the outlay rate as a lagging indicator.

Mr. HENSARLING. Let me ask about these milestones. As I under-
stand it, the bulk of this money appears to be going to the Office
of Energy Efficiency and Renewable Energy, $16 billion, I think
that is kind of the centerpiece of your green energy initiative, is
that correct?

Mr. ROGERS. The Office of Energy Efficiency and Renewable En-
ergy did administer about $16 billion of the funds, which then go
out to a portfolio of private companies.

Mr. HENSARLING. Well, let me ask you this question and you can
tell me whether or not they are behind the power curve, but if you
go to the Web site of recovery.gov, under this particular program,
percent of funds obligated, it says no data available; number of
homes weatherized, no data available; estimated energy savings
from projects, no data available; schedules and milestones to be de-
termined. I think this information was accurate as of the last 24
or 48 hours, unless you can disabuse me of the notion.

Mr. RoGeRs. I will have to go look at recovery.gov. If you go to
our Web site, you can see exactly the answers to each of those
questions that are posted on our Web site every day.

Mr. HENSARLING. Okay, well, perhaps, one part of the Adminis-
tration might do a little better of communicating with the other
part of the Administration.

In your mind, and I am curious about how your department
thinks about this, but when you are talking about all these great
things that you are doing with this stimulus money, where do you
think the stimulus money is coming from?

Mr. ROGERS. The stimulus money comes from America’s tax-
payers, and we take our stewardship of the taxpayers’ dollars very,
very seriously. What we are working to do is to lay a foundation
for America’s economic future by investing in a portfolio of projects
and technologies that hold the potential for long-term economic
growth and job creation.

I think that is what we have been able to do under the Recovery
Act, and I think the American taxpayer gets a great return on this
investment.

Mr. HENSARLING. The American taxpayer is drowning in debt.
We are looking at the single largest deficits we have ever seen in
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our Nation’s history. We just hit a trillion dollar deficit milestone.
We have got trillion dollar deficits as far as the eye can see. Our
gross debt to GDP is now approaching the danger zone of 90 per-
cent.

Greece is at 110 percent. They are having to sell sovereign terri-
tory to pay for their debt.

So, listen, I understand you take pride in your work. I have no
doubt that good things can be done with what seemingly looks like
free money, but sooner or later, you have got to live within a budg-
et. Unfortunately, we have passed no budget. We appear not to be
on track to pass any budget, first time in the history of the House,
as I understand it, that we would not have passed a budget.

But I have got to tell you, at least in the folks I talk to in my
neck of the woods in East Alice and rural east Texas, there is a
huge concern about this wave of debt, and it is one of the reasons—
again, it is not a lack of capital we are seeing as much as it is a
lack of confidence.

You, yourself, talked about funds on the sideline. By most esti-
mates, there is $2 trillion of capital sitting on the sidelines that
would come into the economy if there was any confidence in the
policies of the Administration. I just hope at some time that people
will recalibrate—I know we continue to have debates on who to
blame here, whether it be Bush, Ford, Nixon, Coolidge, Harding,
Grant, Lincoln, I don’t know who—but I just have a hard time see-
ing, by any discernible measure, that this thing is working.

I don’t even know how you come up with your jobs-saved figure.
What I know is that since this bill has passed, we are still essen-
tially mired in almost double-digit unemployment, the highest level
in a generation, and all I see and most of my constituents see is
a wave of debt. Now, you know, you can borrow 43 cents on the
dollar from mainly the Chinese and send the bill to our children
and grandchildren; I am sure you can do a few good things with
it now.

But I certainly don’t think it is worth the cost, and I think that
entrepreneurs, small businesses, investors are living in fear of this
debt, as they well should, and I know you are not the decision-
maker here, but somebody in this administration had better put
forth a plan to deal with this long-term structural debt and do it
quickly, or all this capital will continue to sit on the sidelines, and
whatever efforts you are doing at the Department of Energy will
be all for naught.

And one of the things that was leading to uncertainty is the in-
creased rhetoric on your cap-and-trade, which I believe, if I recall
right, it has been a while, but at least the House-passed version,
I think had about an $800 billion price tag to the economy. I think
that is the CBO number. Maybe it is $600 billion. Maybe it is $800
billion.

But how that is going to create jobs at a time when we have his-
toric unemployment is beyond me.

Anyway, I know we have another panel. I will yield back, Mr.
Chairman.

Chairman SPRATT. Mr. Connolly.

Mr. ConNoOLLY. Thank you, Mr. Chairman.
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Mr. Rogers, not to belabor an issue, but—and I know you don’t
purport necessarily to be an expert on how the budget works, but
is it your understanding, as it is mine, that the unpaid Bush tax
cuts cost about $700 billion roughly? Is that your understanding?

Mr. ROGERS. Again, I am not a good budget economist. I am try-
ing to drive a whole set of energy projects through the system, so
I will regrettably have to pass.

Mr. ConNoLLY. Well, let’s stipulate for the record, that is about
right. And is it your impression, just as a layman, watching the
economic record of previous Congresses controlled by the other
party and the Bush administration, that that $700 billion invest-
ment, which was promised to lift all boats in a rising tide and cre-
ate unprecedented prosperity and numerous jobs, did it work?

Mr. ROGERS. Across the last decade, in the markets that I know
the best, we have had two fundamental challenges. We confused ar-
bitrage for innovation, and we lost track of the core innovative spir-
it of the United States of America. And we ended up allowing a
whole series of industries to move overseas. We allowed a whole set
of renewable industries to move to Europe, allowed batteries and
transportation to move to Asia, because we forgot the core basis
around manufacturing.

So, innovation and manufacturing, if we can keep our focus
there, as opposed to where it has been for the last decade, we will
be much better off.

Mr. CoNNOLLY. And to the point you are making, would it sur-
prise you then to learn that if you measured job growth with those
promised prosperity from those tax cuts that, in fact, the net job
growth from March of 2001 to March of 2009 was a negative
430,000? Would that surprise you?

Mr. ROGERS. That would not surprise me.

Mr. CoNNOLLY. And what has been the net negative job situation
growth or negative growth since we passed the recovery bill?

Mr. ROGERS. Well, since the—if you take a look at this year, we
have seen positive job growth in 6 out of the last 7 months. And
I think the important part to some of the earlier dialogue is, cer-
tainly in the energy projects that I deal with, substantially all the
job growth that we are seeing is private-sector jobs.

What we are doing is, every time the Federal Government is put-
ting out a dollar, we are being matched more than 1 for 1 by pri-
vate dollars, and these projects are ending up creating a foundation
for long-term competitiveness that I think we can all be proud of.

Mr. ConNoOLLY. Mr. Chairman, can we put up the graph on eco-
nomic expansion in the third quarter that shows current and pro-
jected GDP growth? I don’t know what chart number that is—yes.
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Economic Expansion Continues for a Third
Quarter as Recovery Strengthens
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Now, Mr. Rogers, if I am looking at GDP and, again, the promise
of those who want to criticize the Recovery Act, who were great
champions of the Bush tax cuts that weren’t paid for and that cre-
ated huge holes in the deficit that they now say they decry, pro-
duced that kind of economic record in terms of GDP growth. Is that
your understanding?

Mr. ROGERS. Yes, if you look at, again, at the Recovery Act, what
makes me excited is to see the Recovery Act again delivering 3 mil-
lion jobs already, clearly on the way to the 3 to 4 million that CEA
originally projected and contributing to a turnaround in GDP
growth. If the United States can grow at that kind of rate with the
kind of innovation that we see, all of a sudden, our ability to create
wealth for all Americans grows dramatically.

Mr. CONNOLLY. And some seem to have trouble with the idea of,
you know, that there is spending and then there are investments,
investments involved with up-front expenditure, but they have a
return on them.

I was intrigued to hear you talk about the Advanced Battery.
You said, if I heard you correctly, that we were reduced to like 2
percent of the world market.

Mr. ROGERS. Two percent.

Mr. ConNOLLY. Two percent, and you said that, by 2012, because
of the investments we are making through the recovery, we are on
track to get 40 percent by 2012; is that correct?

Mr. ROGERS. We will have the capacity to deliver 40 percent.

Mr. CoNNOLLY. And could you just give us real quickly, what was
the investment? And what is the—any kind of projected economic
value to that 40 percent by 2012?

Mr. ROGERS. So we invested $2.4 billion of taxpayer funds in
these projects. We were matched more than dollar-for-dollar by the
private sector to create a total of more than $4.8 billion of projects.
These projects then are growing at, again, the expected rate for
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these markets is to grow at 7 percent a year, so we get a set of
jobs today, and we get more jobs tomorrow, and we get more jobs
the year after that.

It is those kinds of investments that I think, a decade from now,
as we look back at the Recovery Act, that we will say, we saw an
inflection point in the way the United States uses energy, and we
saw an inflection point in the way the U.S. thought about infra-
structure and innovation.

Mr. ConNOLLY. Mr. Chairman, my time is up, but I do think that
this concept of a return on investment is well worth exploring be-
cause sometimes, in our debate here, to make political points, we
descend into sort of a mindless view about all expenditures being
the same. Investments are not the same, and many of them have
incredible returns on them that make them very worthwhile and
create jobs and expand the U.S. economy.

Thank you, I yield back.

Mr. ROGERS. Mr. Djou.

Mr. Dgou. Thank you, Mr. Chairman.

Mr. Rogers, my questioning also is similar to the Secretary of Ag-
riculture’s, earlier today and that is, I want to see some clear
metrics. You are spending a lot of money. You are saying it is help-
ing. I think this is all good. We all, I think, have the same objec-
tive, Republicans and Democrats. We want to see the American
economy turned around. We want to see Americans put back to
work.

The amount of money being spent by the stimulus, by the De-
partment of Energy, can you give me some clear, tangible metrics
in terms of when and how much you are going to see—what rate,
are we going to see the unemployment rate go down? When are we
going to see it?

And I will leave it open-ended to the Administration to give me
a clear benchmark to gauge success.

Mr. ROGERS. So, I spent 25 years in the private sector before I
took on this role a year and a half ago. When I came in

Mr. DJgou. I know, McKinsey is very well-known for that, and I
will leave McKinsey to do the benchmarking here.

Mr. ROGERS. When I came in, the mantra that we established for
the Department was accountability every day. This is about ac-
countability and making sure that we move these funds out in a
timely way with great stewardship of the taxpayers’ resources. We
took the funding that we received from the Federal Government
and turned that into 144 different projects, each of which have a
very clear set of milestones and the tasks that we have. We now
have 5,000 individual recipients.

For each recipient we have a very clear set of milestones. We
think about them as earned-value milestones, that you get paid
when you hit your earned-value milestones, and we have to make
sure that we are hitting those marks on time, on budget.

The very good news is that we continue to hit all of our marks
on time, on budget, and what we are seeing is a rate of innovation
that is faster, I think, than we would have expected.

If we take a look at your State of Hawaii, where substantially
all of the power is generated by fossil fuel, by the import of crude
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oil, so you have among the highest energy costs in the whole coun-
try.

We started yesterday, the first wind Kahuku wind project, which
is funded by a loan from the Department of Energy. It is a great
project to reduce the amount of oil required in Hawaii. We are
doing the same thing in biofuels in Hawaii, where there are some
great opportunities both for algae biofuels as well as for cane
biofuels. And the ability to take a State like Hawaii and signifi-
cantly reduce its exposure to the imports of crude oil, enormously
important for the health of the economy, not to mention the imme-
diate and direct jobs that you are receiving under the Recovery Act.

Mr. DJou. Well, Mr. Rogers, my follow-up question, then, is do
you have enough? Do you need more? Is what we have already allo-
cated and appropriated to the Department of Energy sufficient? Are
we going to hit all of these milestones?

Mr. ROGERS. So, we continue to hit all the milestones on time,
on budget. What we have faced is the fact that, for every dollar we
had, we were oversubscribed 5-1. So, every time we made an
award, I got to turn down 80 percent of the people while the Sec-
retary came out and made awards to the 20 percent who were suc-
cessful.

You take a look at programs like the 48C tax credits for clean
energy manufacturing, $2.3 billion; 181 different projects across the
country, terrific stories, and yet we were oversubscribed in that
case by 3 to 5 to 1.

The President has asked for another $5 billion to reestablish U.S.
leadership in industry after industry. And those kinds of funds are
among the highest return funds that Congress can provide.

Mr. DJou. Now, okay, my final question, do any of these projects,
all of these billions of dollars that were spent, do you believe that
it has any impact on the unemployment rate? And, if it does, is it
a positive effect on the unemployment rate? And if it does have a
positive effect on the unemployment rate, when will we start seeing
the unemployment rate go down?

Mr. RoGERs. If you look across the portfolio of projects that we
have funded under the Department of Energy and with our col-
leagues at Treasury in the energy arena, these are having a clear
and demonstrable impact on employment in these sectors. You are
seeing employment in clean energy technologies grow quite rapidly,
and we are very proud of the kinds of jobs we have created, both
in deployment but also in the manufacturing of the technologies
further up the supply chain. And those kinds of pieces are all
pieces of the puzzle that are contributing to the 3 to 4 million jobs
that CEA is expecting, the 3 million jobs that we believe have al-
ready been created, according to the Council of Economic Advisers,
under the Recovery Act.

So we are seeing the kind of job creation—clearly, in a world
where we lost 89 million jobs in the course of the great recession,
3 million doesn’t solve the problem. But what we are doing is we
are turning the corner. And what you are seeing is the private
markets now beginning to go take up the pace. The engine is turn-
ing over, and we are moving in the right direction.

Mr. DJgou. So, will we see the unemployment rate go down, and
if so, when, because of the stimulus package?
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Mr. RoGERS. What I can see in the energy arena is the employ-
ment going up consistently. And I think you can ask Christy Romer
as to exactly how that translates into the national accounts. But
from a Recovery Act standpoint, it is unquestionable that the Re-
covery Act is working and is creating jobs, even, and beginning to
turn the GDP growth around in a way that is exactly what we
were looking for.

Mr. Dgou. Thank you.

Thank you, Mr. Chairman.

Chairman SPRATT. Ms. Kaptur.

Ms. KAPTUR. Thank you, Mr. Chairman.

And welcome, Mr. Rogers. Thank you so much for coming today.
I can tell you there couldn’t be any department more important
than yours to the region that I represent in northern Ohio, the
southern rim of Lake Erie from Toledo to Cleveland, where energy
rates are sky high. It is the biggest job killer we have.

We have worked hard over the last quarter century to spawn a
solar industry. We now feel we have—with companies like First
Solar. We feel we probably have 6,000 jobs related to solar manu-
facturing that pivots off of our very well-known glass industry in
our region, and we would like five times that many jobs overnight
in our area.

The Obama Administration inherited a country in shambles and
a Department of Energy stuck in the 20th century, and I want to
thank you for spending part of your life in helping America move
into this new century and new opportunity.

The other day, there was a story—it was reported in our local
paper—that over in Switzerland, a pilot had actually flown a solar
plane for 24 hours, and I am glad a Swiss pilot did that. I wish
it had been an American pilot here on our soil, but to remain aloft
for 24 hours with the batteries charged by the sun was, it kind of
reminded me of the modern day Wright brothers, an analogy for
that.

So, my question of you really is, to expand on your Department’s
perspective on job creation in this new emerging energy sector,
what more can you tell us about that, the chief engines of growth?
How do I make sure that a region like mine, which is suffering
from such high unemployment, accesses all the important pro-
grams that we can propel innovation that produces jobs, as we are
beginning to do in the solar sector?

Are there ways for the Department to move funding out more
quickly? I don’t know how much of the recovery dollars are actually
committed at this point from the Department, but I think it is
probably fair to say that my region doesn’t apply as aggressively
as places that have MIT and Stanford and, you know, sort of the
typical places. How can we better connect to you?

Mr. ROGERS. I think Ohio provides a wonderful microcosm of how
the energy story is beginning to play out. One of the things that
we have seen over the last 18 months is how the United States can
really lead in a global clean energy economy. You take a company
like First Solar, which drives a set of fundamental innovations in
thin-film solar panels and has among the most competitive prod-
ucts in the world. Their challenge is, how do you make sure that
it is competitive to manufacture in the United States? And what
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they did was they applied for a 48C Clean Energy Manufacturing
Tax Credit from the U.S. Treasury; were awarded that because of
their level of innovation, and then their customers are benefiting
from the 1603 program, the tax grants for renewable energy de-
ployment.

Over the last decade, we forgot that we actually have to have a
vibrant domestic demand market. We have to actually invest in
manufacturing. We thought that maybe we could just innovate and
then arbitrage, and that was, kind of, you know, that was all that
it really took to grow an economy.

And I think what First Solar demonstrates, what Cardinal Fas-
tener in Ohio demonstrates, is that if we drive the innovation
through manufacturing and through a vibrant domestic demand
market, all of a sudden, we can grow entire industries that not only
can compete in the United States but can compete all the way
around the world. I mean, First Solar is very competitive in the
Middle East, in Europe. It is a terrific story. And there are mul-
tiple companies like that in Ohio and around the country.

If you look at our Recovery Act funding, again, 98 percent of our
grants are done. We moved that money out the door very, very
quickly. We still have a few—some money available still for loans
and have a very attractive loan pipeline as we move forward.

But as we look forward, I think the key is to establish the rules
of the road so that we have long-term incentives for manufacturing,
that we have long-term incentives for renewable energy deploy-
ment in this country and that we continue marrying innovation
with it. If you look at some of the great institutions in Ohio, if you
look, Ohio State was one of the recipients of one of our science
awards. And the ability to start all the way back at the basic
science and then move all the way through to new products, manu-
facturing and out into the marketplace, that is the story of growth
that we are committed to in the Department of Energy. And that
is the story of growth that you can see in each of the projects that
we have been able to fund.

Ms. KAPTUR. I would cordially invite you to the only renewable
energy campus in America at the University of Toledo, up in our
area, and if you ever have the time, if you are flying over that part
of the country, Ohio, we would love to welcome you, introduce you
to some of our companies. And perhaps you could talk about the
Department’s perspective, what you are trying to encourage, to
make sure that we are tooling up in every possible way, because
we do view ourselves as leaders in this new energy world. So, I
would cordially extend that invitation to you and your colleagues.

Mr. RoGERS. Thank you.

Chairman SPRATT. One last question from me.

Once this technology has been developed and brought to maturity
and demonstrated, how do we assure ourselves that it won’t then
be outsourced overseas in some manufacturing country like China?

Mr. ROGERS. I think there are two answers to that question. This
notion of making sure that the innovations that we have stay here
and really build industries here in the United States is enormously
important to the Department, to the Secretary, to the President.

If you look at the most exciting projects that we are funding
under the Advanced Research Projects Agency for Energy, ARPA-
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E, which is, if you will, for energy, the equivalent of what DARPA
for the Defense Department, one of the things that we are requir-
ing is that when those projects, when that technology reaches ma-
turity, that they build their manufacturing here in the United
States. Because what we don’t want to be doing is funding, all of
a sudden, a set of bench research, and then when it goes to manu-
facturing, all of a sudden we are moving abroad.

What we are observing though, and the thing that gives me the
greatest degree of confidence, is the rate of innovation is so high,
that the United States can be very, very competitive. So, we fund-
ed, on Monday, a set of projects around power conversion devices,
right; these are things that are transformers, if you think about it.
The United States owned the global market for transformers all
the way from the end of World War II into the middle of the 1970s,
and then we gave it up. We lost it to Europe, and then we lost it
to Asia. The innovations that U.S. companies are now driving in
that area are between 10 and 100 times more efficient than the
current products on the market today.

If I drive a performance improvement of tenfold versus what the
Chinese competitor has, frankly, I can manufacture here in the
United States because there is no labor cost difference that can
make up for a tenfold innovation performance, improvement dif-
ference. So, that is the opportunity that we have, is to take that
innovation, and then we have to be thoughtful about our manufac-
turing incentives here in the United States.

If you go around the world, this is a global competition for manu-
facturing centers. And what we have observed under the Recovery
Act is we have seen investors from all over the world bring their
manufacturing base here to the United States. In renewable energy
alone, we have seen $10 billion of foreign direct investment into the
United States, where companies that have the choice to build any-
where in the world choose to build their manufacturing in the
United States.

Nissan is going to, for example, begin building their Leaf tech-
nology, their new electric car, in Smyrna, Tennessee. Why are they
building in it in Smyrna, Tennessee? Because we had the Advanced
Technology Vehicles Manufacturing Program here that made it at-
tractive to manufacture in the United States, one of the most com-
petitive cars in the world.

The great opportunity that we have is to make the United States
a source of innovation and manufacturing excellence because we
do, in fact, have a vibrant local demand market. But I do think it
is very, very important to think about that linkage and to work the
entire supply chain. That is what we have had the opportunity to
do under the Recovery Act.

I think we can learn some lessons from how the Recovery Act has
worked as we think about policy on a long-term basis.

Chairman SPRATT. Mr. Hensarling.

Ms. Kaptur.

Ms. KAPTUR. Mr. Chairman, I had a follow-up question, if the
gentleman would yield, on what you had asked. I had a follow-up
question. Would that be all right?
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Chairman SPRATT. Yes, if you confine it to that, I would recog-
nize you for that purpose, but we do have another panel waiting
to testify.

Ms. KAPTUR. All right. I wanted to follow on your question with
a concern and ask Mr. Rogers what his thoughts are on this. I
talked about the company First Solar, and their successes are very
well-known, but they recently have worked with the government of
China and will be building a facility there. And one of my questions
is, how does one, when one manufactures in another country, espe-
cially a country like China, how does one assure that no interest
there would actually assume your intellectual property?

How does a U.S. company function in an environment like China
and then not have the chief counterfeiter of the world, industries
in China, steal our technology and duplicate that? How does the
company protect itself?

Mr. ROGERS. This is a very important question. It is one that
Secretary Locke is spending a good deal of time on in Commerce,
making sure that we think about protecting U.S. intellectual prop-
erty on a global basis. My observation, again from my time in the
private sector, was that many companies, a company like General
Electric, will do some manufacturing in China but won’t actually
take another block of manufacturing into China where their most
important intellectual property resides.

The reason for that is, it is very, very hard to protect trade se-
crets, because innovation occurs at two different levels. It occurs in
the product, but it also occurs in the manufacturing process.

If you move that to another country, it is very, very easy. I mean,
you go back, Thomas Jefferson was actually very, very good at tak-
ing technology from England and bringing it to the United States.
So, it is very easy to take that kind of process technology and prod-
uct technology when you manufacture in another place.

And I think, again, many companies are very, very good at man-
aging that. It is something that Commerce takes very, very seri-
ously. But it is one of the advantages of making the United States
an attractive place to invest in innovation and in manufacturing.

If we create the kinds of platforms from which we can export to
a global marketplace, it is much easier to protect your intellectual
property here than it is anywhere else in the world.

Ms. KAPTUR. I want to thank also Congressman Hensarling for
allowing me that question. I truly appreciate it.

Chairman SPRATT. Mr. Rogers, thank you very much for your re-
sponsive answers, your excellent presentation. We very much ap-
preciate it, and we appreciate, once again, your patience today.

Mr. RoGERS. Thank you.

Chairman SPRATT. Thank you very much indeed.

Now we have a final panel, Josh Bivens with the Economic Policy
Institute; and Veronique de Rugy of the Mercatus Center of George
Mason University.
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STATEMENTS OF VERONIQUE DE RUGY, PH.D., SENIOR RE-
SEARCH FELLOW, MERCATUS CENTER, GEORGE MASON UNI-
VERSITY; AND JOSH BIVENS, PH.D., MACROECONOMIST,
ECONOMIC POLICY INSTITUTE

Chairman SPRATT. Ms. de Rugy, we will allow you to go first if
that is your preference.

STATEMENT OF VERONIQUE DE RUGY, PH.D.

Ms. DE RuGY. Good afternoon, Chairman Spratt, Ranking Mem-
ber Ryan and member of the committee.

My name is Veronique de Rugy. I am a senior research fellow at
the Mercatus Center at George Mason University where I study
tax and fiscal policy, the Federal budget process, and the implica-
tion of government spending for economic growth.

It is an honor to be here today to discuss what stimulus means
for the long-term economic health of our country. I would like to
focus my testimony on two main areas. First, I would like to dis-
cuss why government spending to stimulate the economy does not
work. Second, I will summarize some preliminary findings from my
quarterly report on stimulus spending data that will further illus-
trate why stimulus spending doesn’t work.

When President Obama signed into law the American Recovery
and Reinvestment Act at a cost of $787 billion, he promised that
it would create or save 3.5 million jobs over the next 2 years, 90
percent of these jobs in the private sector. The Administration also
claimed that, without the Recovery Act, the unemployment rate
v&iould reach 8.8 percent, while with the Act, it would begin to de-
cline.

Since then, the U.S. economy has shed another 2.5 million jobs
and the unemployment rate has climbed to 9.5 percent. That is
higher than the White House predicted it would have reached even
without the stimulus.

The Administration and its team can repeat as much as they
want that the stimulus is working and has created 3 million jobs.
It won’t make it true.

The actual data, the actual data, tells a very different story. The
American people want to know why the economy is still weak, why
they don’t have jobs. After all, the Administration promised that,
if only the government spent money, it would create much more
than originally invested in economic growth. Why spend the money
otherwise, right?

This increasing gross domestic product is what economists call
the multiplier effect, but academics disagree. Harvard professor Dr.
Robert Barro and Charles Redlick explain the historical value of
the multiplier in the United States. Their work shows that in the
best-case scenario, a dollar of government spending produces much
less than a dollar in economic growth, between 40 cents and 70
cents. Imagine if that were the return on our private sector’s in-
vestment; America would not be the economic engine of the world.

Moreover, Barro also calculates the impact on the economy if the
government funds this spending with taxes. He found, based,
again, on actual data, that if the government spends a dollar and
raises taxes to pay for it, the economy will shrink by $1.10. In
other words, greater spending financed by taxes hurts the economy.
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The stimulus isn’t working, because it is based on faulty eco-
nomic theory.

Now, let me tell you what I found looking at actual recovery
data. Using the tens of thousands of stimulus recipients reports
published on recovery.gov each quarter and economic and political
data from the Bureau of Labor Statistics, the Census Bureau,
GovTrack.us and others, my preliminary findings are the following:

First, the total number of jobs claimed from the stimulus is
682,000, not 3 million. Four out of five jobs were created in the
public sector, not the private sector, as promised. The average cost
of each job created or saved is $282,000. That is a lot of money.

Now, you would expect that the government would invest rel-
atively more money in districts that have the highest unemploy-
ment rate and less money in districts with lower unemployment
rates, but it does not appear to be the case. The data shows no cor-
relation between how the money is spent and unemployment rates.

The understandable temptation to take action in times of reces-
sion should not lead lawmakers to take counterproductive meas-
ures. The data shows the stimulus has not worked. The American
people know the stimulus has not worked.

But if stimulus funds are about investment, is there anything
policymakers can do to help the economy? Yes, there is. The first
step in real job creation is for government to acknowledge its limi-
tations. Private businesses are the true drivers of job creation.
They flourish when they have a reasonable expectation that the
government will be noninvasive, nonburdensome and fiscally re-
sponsible. By creating a stable economic environment, which isn’t
the case right now, the Federal Government would do more to aid
job creation than any stimulus package could.

I am happy to answer any questions you may have. Thank you.

[The prepared statement of Ms. de Rugy follows:]

PREPARED STATEMENT OF VERONIQUE DE RUGY, SENIOR RESEARCH FELLOW,
MERCATUS CENTER, GEORGE MASON UNIVERSITY

Good afternoon Chairman Spratt, Ranking Member Ryan, and members of the
committee. My name is Veronique de Rugy, I am a senior research fellow at the
Mercatus Center at George Mason University where I study tax and fiscal policy,
the federal budget process, and the implications of government spending for eco-
nomic growth.

Since the Great Recession began in December 2007, employment has shrunk by
7.5 million jobs,! long-term unemployment is higher now than in any previous reces-
sion,2 and real GDP has plummeted to 2006 levels.? The understandable temptation
to take action in time of recession however should not lead lawmakers to take coun-
terproductive actions. On February 13th 2009, President Obama signed into law the
American Recovery and Reinvestment Act (ARRA) at a cost of $787 billion with the
promise that it would “create or save” 3.5 million jobs over the next two years, most-
ly in the private sector.* What’s more, based on a study by Christina Romer, the
Chairman of the Council of Economic Advisors, and Jared Bernstein, the adminis-
tration claimed that without the Recovery Act unemployment rate would reach 8.8
percent while with the act it would immediately start declining (see figure 1).5
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FIGURE 1: UNEMPLOYMENT RATE WITH AND WITHOUT THE RECOVERY PLAN
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Since the president signed the stimulus package into law, the U.S. economy has
shed another 2.5 million jobs and the unemployment rate has climbed to 9.7 percent
from 7 percent, higher than the White House predicted it would have reached even
without the stimulus.

While the stimulus may have appeared to have been a wise investment when it
was made, it was really no wiser than a junk-rated mortgage-backed security:
though the stimulus claimed a good rate of return, in reality it appears to have lost
money by destroying growth. At best, it shifted jobs from privately funded to pub-
licly funded ones.

The first step in real job creation is government to acknowledge its limitations.
Private businesses are the true drivers of job creation; they flourish when they have
a reasonable expectation that the government will be noninvasive, non-burdensome,
and fiscally responsible. By creating such an environment, the federal government
would do more to aid job creation than any stimulus package could.

PROMISES, PROMISES

The stimulus bill draws on the views of economist John Maynard Keynes. In
Keynesian thought, a fall in economic demand causes a fall in spending. Since one
person’s spending is someone else’s income, a fall in demand makes a nation poorer.
When that poorer nation prudently cuts back on spending, it sets off yet another
wave of falling income. So a big shock to consumer spending or business confidence
sets off waves of job losses and layoffs.

Can anything stop this cycle? Keynesians say yes: government spending can take
the place of private spending during a crisis. If the government increases its own
spending, it will create new employment. These new workers should consume more,
and businesses should then buy more machines and equipment to meet the govern-
ment’s and the revitalized public’s demands.

This increase in gross domestic product is what economists call the multiplier ef-
fect. It means that one dollar of government spending will end up creating more
than a dollar of new national income.

THE THEORY OF MULTIPLIERS

It is difficult to get solid evidence on the economy’s response to changes in govern-
ment spending. Direct reporting measures—such as those employed by Recov-
ery.gov, the U.S. government’s website for tracking stimulus spending—capture the
direct and observable effects of government spending on economic activity. These
measures can be helpful, but they fail to account for the indirect, less-easily observ-
able effects of government spending. To capture the big-picture effect of government
spending, economists turn to the spending multiplier.

As explained above, the multiplier effect or spending multiplier refers to the idea
that an initial amount of government spending leads to a change in the activity of
the larger economy. In other words, an initial change in the total demand for goods
and services (what economists term aggregate demand) causes a change in total out-
put for the economy that is a multiple of the initial change. For example, if the gov-
ernment spends one dollar and, as a result of this spending, the economy (as ex-
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pressed by the Gross Domestic Product, or GDP) grows by $2, the spending multi-
plier is 2. If the economy grows by $1.50, the spending multiplier is 1.5. However,
if the economy only grows by 50 cents (a loss from the original $1 spent), the spend-
ing multiplier is 0.5.

THE SPENDING MULTIPLIER DEBATES

The theory sounds pat, but economists have been debating aspects of government
spending multipliers for years. One crucial debate centers on how to measure a mul-
tiplier’s value. Some economists find spending multipliers that are smaller than 1.6
Other economists, however, assert that spending multipliers are much larger.7 Still
others argue that multipliers can’t even be credibly measured.8

Another debate surrounds the implications of spending multipliers. For Keynes-
ians, consumption is the ultimate goal of government spending, and even with a
multiplier smaller than 1, spending can still increase GDP. Thus Keynesians argue
that, during a recession, when people tend to save their money rather than invest-
ing it in the private market,® a small increase in GDP is better than nothing.

Simple Keynesian macroeconomics assumes that in times of high unemployment,
the government is better than the private market at guiding idle resources to create
economic output. Government spending puts unemployed labor and capital to work
at zero social cost.l9 When the government puts this previously unemployed labor
and capital to work, the mobilized labor and capital produce added goods and serv-
ices that private sector was unable to create.

A New Classical understanding of the multiplier starts with the idea that govern-
ment spending has some social cost (i.e. a rise in government spending requires a
fall in other parts of GDP, such as consumption and investment). As such, the value
of the public projects (bridge construction or roads) needs to justify that social cost.
This view doesn’t assume that an increase in consumption at any cost is a good
thing: if the multiplier’s value is less than 1, then government spending has crowd-
ed out the private investment and spending that would have otherwise happened.

Even government spending where the multiplier is higher than 1 could still be
a poor use of taxpayer dollars. For instance, though $1 in government spending
could lead to a GDP boost of $1.50 in the short run, it could also make it harder
to solve the longer-term debt problem.

THE DATA OF DEFENSE

So what is the historical value of the multiplier in the United States? A new study
by Harvard professor Dr. Robert Barro and Charles Redlick answer this question
in details by using defense spending as a proxy for overall government spending.1!

FIGURE 2: REAL GOVERNMENT SPENDING AND REAL GDP
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First, the economists explain that in order to understand the effects of govern-
ment spending on the economy, one must know how much of the economic change
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is due to government spending and how much is due to other factors. Unfortunately,
it is impossible to figure this out with general government spending, since the level
of government spending often expands and contracts along with the economy.12
When the economy grows, income and tax receipts increase. This, in turn, leads to
increased government spending (see figure 2).

However, they argue that there is a useful, much more isolated proxy for overall
government spending: defense spending. Using defense spending as a proxy has sev-
eral advantages.13 First, government does not set defense spending levels based on
the state of the economy. Non-economic factors drive defense spending. Second,
changes in defense spending are very large and include sharply positive and nega-
tive values (see figure 3). Finally, the historical data on defense spending covers pe-
riods of high unemployment. Thus this data set should reveal whether government
spending creates increased economic growth in a slack economy.

FIGURE 3: CHANGES IN DEFENSE AND NON-DEFENSE GOVERNMENT PURCHASES,
1914—2006 (EXPRESSED AS RATIOS TO THE PREVIOUS YEAR’S GDP)
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Moreover, studying the effects of defense spending on the economy gives the best-
case scenario of the spending-multiplier effect of government spending on the econ-
omy because defense spending leads to economic growth in ways that general gov-
ernment spending does not. For example, in times of war, the government mandates
the increased production of particular goods, and the scarcity of domestic labor due
to military enlistment and resources also forces economic resources to go to innova-
tive and productive uses that did not exist before the war.14

Barro and Redlick’s research estimates that the multiplier for changes in defense
spending that people think will be temporary—spending for the Iraq war, for exam-
ple—is between 0.4 and 0.5 at the time of the spending and between 0.6 and 0.7
over two years. If the change in defense spending becomes permanent, then these
multipliers increase by 0.1 to 0.2.15 Over time, this is a maximum multiplier of 0.9.
Thus even in the government’s best-case spending scenario, all of the estimated
multipliers are significantly less than one. This means greater government spending
crowds out other components of GDP, particularly investment.
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In addition, they calculate the impact on the economy if the government funds the
spending with taxes. They find that the tax multiplier—the effect on GDP of an in-
crease in taxes—is—1.1. This means that if the government raises taxes by $1, the
economy will shrink by $1.1. When this tax multiplier is combined with the effects
of the spending multiplier, the overall effect is negative. Barro and Redlick write
that, “Since the tax multiplier is larger in magnitude than the spending multipliers,
our estimates imply that GDP declines in response to higher defense spending and
correspondingly higher tax revenue.” 16 Thus, they conclude that greater government
spending financed by tax increases hurts the economy.

MORE DATA

Other economist have also calculated defense spending multipliers of less than or
equal to 1.17 Economists Bob Hall and Susan Woodward recently examined spend-
ing increases from World War II and the Korean War and found that the govern-
ment spending multiplier is about 1.18 Economist Valerie Ramey’s work on how U.S.
military spending influences GDP gives a multiplier estimate of 1.2 in the short
term, but in the long term, she finds that consumer and business spending fall after
a rise in government purchases, offsetting the initial effect of the government spend-
ing.19

In a recent blog post over at Neighborhood Effects, my colleague Matt Mitchell
reports on a number of peer-reviewed studies have also examined the relationship
between government size, somehow measured, and economic growth.

“Here is a sample: Barro (1991 and 1989); Folster and Henrekson (2001); Romero-
Avila and Strauch (2008); Afonso and Furceri (2008); Chobanov and Mladenova
(2009); Roy (2009); and Bergh and Karlsson (2010). Each of these studies finds a
strong, statistically significant, negative relationship between the size of govern-
ment and economic growth.

What about the short run? Here again the evidence seems weak at best. Consider
new research by Harvard’s Robert Barro and Charles Redlick. They find that for
every dollar the government spends on the military (read: takes out of the private
economy), the economy gains just 40 to 70 cents. Spending a dollar to obtain 40 to
70 cents does not a good deal make. Or consider another study by Harvard’s Laruen
Cohen, Joshua Coval and Christopher Malloy. They rely on the fact that the federal
government tends to spend more money in districts whose congressional members
are chairs of powerful committees than in districts whose members are just rank-
and-file. They find that firms actually cut capital expenditures by 15 percent fol-
lowing the ascendency of a congressman to the chairmanship. Moreover, firms seem
to scale back employment and experience declines in sales.” 20

JOB CREATING OR JUST JOB SHIFTING?

It’s obvious that the government can hire people. But how many of these jobs will
be taken by people already working in the private sector? This is a statistic that
desperately needs to be calculated. After all, if most stimulus jobs are taken by peo-
ple just switching over from privately funded jobs to publicly funded ones, that
hurts any short-run Keynesian stimulus effect. In fact, in the last year, some people
have switched from private to public sector jobs. According to the Boston Globe,
these people were willing to take a cut in pay because they valued the security and
fringe benefits of a government job.2! Every worker who switches to a government
job for the good benefits hurts the Keynesian story.

In a 2007 paper, economists Quadrini and Trigari posed another important ques-
tion: if a government routinely hires more workers during a recession, will the un-
employed intentionally stay unemployed longer, in hopes of getting a good govern-
ment job?22 Since government jobs and stimulus-funded Davis-Bacon prevailing
wage jobs tend to have high wages and good benefits, there might be a strong incen-
tive for unemployed workers to search a bit longer before settling for a private-sec-
tor job. In a simulation, Quadrini and Trigari found that when government spending
stimulates the economy during a recession, it makes the typical recession worse.
Many of the unemployed stay unemployed a few weeks longer, in the hopes of find-
ing a high-paying, secure, stimulus-funded job. Common sense for an unemployed
worker—searching for the best job possible—means a longer recession for all of us.
So the Quadrini/Trigari multiplier isn’t just zero: It’s negative, even in the short
run.

If stimulus jobs paid market wages rather than high Davis-Bacon wages, this
would be less of a problem, but a problem it is.23 And it’s a problem that only points
in one direction: a smaller multiplier. Perhaps it won’t push the short-run multiplier
down to zero (or less than zero) but a multiplier between zero and one starts to



70

sound much more plausible. And if that’s the case, then fiscal “stimulus” grows the
government at the cost of shrinking the private sector.

WHY DOES IT MATTER?

Getting the multiplier wrong has big consequences when understanding the ef-
fects of fiscal stimulus on the economy. The government uses multipliers to estimate
the widely cited projections of unemployment, job creation, and economic output. In
the time leading up to the passage of the ARRA, Council of Economic Advisors
(CEA) economists Christina Romer and Jared Bernstein used spending multipliers
greater than 1 to promote the economic effects of the fiscal stimulus package.24 In
the months following the implementation of this package, the Congressional Budget
Office (CBO) used estimates of a spending multiplier between 1.0 and 2.5,25 relying
on macroeconomic models that ignore the possibility that the growth of the economy
may be affecting the level of government spending and not the reverse.2¢ By ex-
trapolating from these multipliers, CBO and CEA have made important projections
about the effects of fiscal stimulus on the economy. These projections, however, have
been largely wrong.

For example, in their January 2009 report,2?” Romer and Bernstein used multi-
pliers of between 1.0 and 1.55 to determine the effect of the proposed stimulus
spending (then $775 billion) would have on GDP and job creation. They assumed
that each 1 percent increase in real GDP would create an additional 1 million jobs.
Based on that assumption and their estimated spending multiplier, they estimated
that the fiscal stimulus would create 3.5 million jobs by the end of 2010. While we
cannot be certain how many jobs would have been lost or created without a stimulus
package, we do know that since February 2009, 2.55 million jobs have been lost.28

THE WORST-POSSIBLE STIMULUS

Leaving the multiplier debate aside, there are other important reasons why the
stimulus bill will have deleterious consequences for the economy. The Recovery Act
took the form of increased government spending through federal and state bureauc-
racies, going to areas such as education, infrastructure, and energy spending.

For months now then, the stimulus bill has routed the bulk of the stimulus money
through various government bureaucracies. As economist Keith Hennessey explains,
this spending will be “inefficient—It will be inefficient in two senses. The spending
represents the policy preferences of legislators (and all their ugly legislative deals
and compromises), rather than the choices of hundreds of millions of Americans who
presumably know better how they would like money spent on them. The spending
will also be wasteful, and we are starting to see signs of this in the press.” 29

The spending is also occurring very slowly. According to the recovery.org data, 16
months after the adoption of the Recovery Act, agencies, firms, and citizens spent
some $190 billion in grants and contracts—that is a mere 60 percent of discre-
tionary spending in the bill (highways, mass transit, energy efficiency, broadband,
education, state aid).3° And only $20 billion in additional spending was reported
during the last quarter of the 2010 for which the data is available. Congress has
expended most of the $267 billion for set aside for entitlement spending (food
stamps, unemployment, and Medicare refundable tax credits), but the bulk of that
sum went to Medicaid spending, which flows to the states, not into the private econ-
omy. Spending in states defers, not mitigates, the economic impact of the recession.
By extending unsustainable spending programs, this spending has simply prolonged
the lag time until needed spending adjustments occur, not created jobs.

Thus even if you believe that Keynesian aggregate demand theory is correct in
saying increased government spending stimulates the economy—in this case of this
“stimulus,” the spending is happening so slowly and inefficiently that it does not
even meet the conditions for a Keynesian economic stimulus, regardless of whether
you believe one would have worked in the first place.

This spending may increase elements reported as part of GDP: increasing cash
in people’s pockets might produce some increase in consumer spending. Throwing
more money at roads might lead to more investment. Bailing out the states will
yield more state spending. But, unless you believe that federal spending magically
conjures up purchasing power, the total GDP will remain unchanged, because the
federal government has to borrow the stimulus money from either domestic or for-
eign sources. This borrowing in turn reduces other areas of demand and/or increases
the net trade deficit. In the end, the stimulus spending does not increase total de-
mand it just reshuffles it, leaving the economy just as weak—if not weaker because
the national debt is higher—as before.
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STIMULUS FACTS

Using the tens of thousands of stimulus recipient reports published on recov-
ery.gov each quarter and economic and political data from the Bureau of Labor Sta-
tistics, the Census Bureau, GovTrack.us, and others, I am writing a series of quar-
terly reports that put this aggregate information into a larger context.

I am about to release the third of that series. Today I would like to highlight some
preliminary findings based on this data. (The data and results presented here en-
compass the first quarter of the calendar year 2010 reports of Recovery Act con-
tracts and grants only. The complete dataset used for this report will be available
for download at Mercatus.org when the full report is released at the end of July
2010.)

First, in the third quarter for which Recovery.gov reports are available, federal
agencies awarded over 69,717 contracts and grants. Total spending reached over
$192.2 billion. That is roughly $22 billion more reported received than in the pre-
vious quarter. At that rate, the government should be done awarding stimulus dol-
lars by 2020. In other words, the money is being spent very slowly.

Second, the total number of jobs the stimulus has created or saved is claimed to
be 679,814. However, it is hard to know what these jobs represent since the admin-
istration recently changed how it counts jobs. According to the new rules, the ad-
ministration no longer keeps a cumulative tally of jobs created and saved by the
stimulus. Instead, it posts only a count of jobs for each quarter. Also, instead of
counting only created and saved jobs, it counts any person who works on a project
funded with stimulus money—even if that person never lost his or her original job.31

These changes highlight the near impossibility of accounting for how many jobs
were saved by the (expenditure or allocation of) stimulus funds, but what we do
know from these numbers is that of the 679,814 jobs reported created or saved, four
times as many of these jobs were in the public rather than the private sector.

Total jobs “created or saved” in public entities: 550,749

Total jobs “created or saved” in private entities: 127,306

Third, the average cost of each job created or saved is $282,000. However, the av-
erage cost per private sector job created or saved is over $647,000.

Fourth, controlling for the percentage of the district employed in the construction
industry, which is often used as a proxy for the vulnerability to recession of a dis-
trict, the preliminary results find no statistical correlation between all relevant un-
employment indicators and the allocation of funds. This preliminary result, which
is similar to the ones in the two previous reports, suggests that unemployment, at
least thus far, has not been the factor leading the awards. Also, I found no correla-
tion between other economic indicators, such income, and stimulus funding. As the
main argument for enacting the $787 billion stimulus bill was that if government
spends money where it is the most needed, that expenditure would create jobs and
trigger economic growth, one would have expected the government would invest rel-
atively more money in districts that have the highest unemployment rates and less
money in districts with lower unemployment rates. Such does not appear to be the
case.

CONCLUSION

The understandable temptation to take action in time of recession should not lead
lawmakers to take counterproductive actions. Economists have shown that stimulus
by government spending is not productive, and Barro and Redlick’s data show that
the CBO’s multiplier overestimates the return on government spending almost by
a factor of two.

What’s more, the stimulus’s effect on job creation is unclear. Did it create produc-
tive jobs? Is the stimulus money simply funding public jobs for some who had jobs
in the private sector but switched over for reasons of security? Is the stimulus sim-
ply funding pay raises that would have happened stimulus money or not? Is the
stimulus money simply funding jobs that existed and were not at risk?

Unfortunately, we cannot know. In fact, a recent report by the Government Ac-
countability Office highlights that Recovery.gov is not transparent and the data dis-
playg(zl on it doesn’t promote the transparency agenda of the Obama administra-
tion.

If stimulus funds are a bad investment, is there anything Congress can do to help
the economy? A few years ago, Christina and David Romer looked at the impact of
tax cuts on the economy and concluded that the tax multiplier is about three: a dol-
lar of tax cuts raises GDP by about three dollars.33 Their finding suggests that the
ﬁcltinomy might get more bang for the buck with tax cuts rather than spending

ikes.
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Chairman SPRATT. Let’s turn next to Dr. Bivens, and then we
will put questions to the panel.

Dr. Bivens.

STATEMENT OF JOSH BIVENS, PH.D.

Mr. BIVENS. Thank you, I would like to thank the committee for
the opportunity to testify today. I am Josh Bivens, an economist at
the Economic Policy Institute here in Washington D.C.

In assessing the American Recovery and Reinvestment Act, I
want to make four arguments today, and I will try to make them
very quickly, in my opening statement.

First, it was badly needed. I think we can get through that. Most
people agree the economy in late 2008 or early 2009 was in a tough
spot; something needed to be done.

Second, contrary to a lot of criticism, it worked essentially as ad-
vertised. What was not advertised was the depth of the downturn,
which was much more worse than people thought, and I would be
happy to talk a little bit more about this in Q&A.

Third, it was cheap. The sticker price of the Recovery Act was
estimated at $787 billion when it was passed. It is often character-
ized as enormous. It was less than half as large as the tax cuts en-
acted during 2000; smaller than the cost of wars in Iraq and Af-
ghanistan; and, most importantly, small relative to the economic
shock it was meant to absorb.

Further, because it spurred economic activity and tax collections
reduced the need for safety net spending, its net budgetary income
impact was probably less than half the headline figure.

Lastly, despite the millions of jobs created or saved by the act,
unemployment does sit at 9.5 percent today and will surely rise to
over 10 percent again in the coming year. We should provide fur-
ther fiscal support.

Quickly, argument one, it was needed. People talked about this
a lot. I just want to make one statement here. I mean, the negative
shock to private-sector spending due to the bursting housing bubble
was, by most macroeconomists’ estimation, larger than the eco-
nomic shock that led to the Great Depression. This was a once-in-
a-generation economic shock facing the U.S. economy.
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By February 2009, the month that the Recovery Act was passed,
the U.S. economy was losing 750,000 jobs per month, and this is
crucial, even though the Federal Reserve had kept interest rates
below 1 percent for the previous 21 months. This is crucial. This
is why you needed something like the Recovery Act. The primary
tool most people use or most people think should be used when the
economy faces recession is to lower short-term interest rates. We
had done that. Nothing had happened. The Fed was out of conven-
tional ammunition. Something else had to be done.

That is why economists like me, we don’t argue for a stimulus
package every 5 years or so or every time there is a hiccup in the
economy; we argue for it when there is a once-in-a-generation eco-
nomic shock.

Argument two is that it worked. I mean, the estimates of the Re-
covery Act were that it would create about 3 to 4 million jobs. If
you look at private sector, macroeconomic forecasts, people whose
salary relies on being closer to their competitors in forecasting eco-
nomic trends, they are essentially unanimous that the Recovery
Act will add 2 to 3 million jobs before it is over. The Congressional
Budget Office concurs.

This is firmly in line with what mainstream economic theory
teaches is the effect of fiscal stimulus when interest rates are near
zero. And the timing of the Recovery Act coincides perfectly with
the halt in the downward spiral, both in economic output and un-
employment.

I will just give you one example, in the 6 months before the Act
took effect, GDP contracted by almost 6 percent at an annualized
rate. In the 6 months after, the economy grew at a slightly less
than 1 percent annualized rate, and the growth has just gotten bet-
ter since then.

Argument three, it was cheap. It is clear the country faces real,
long-run budget challenges. It is also equally clear that the Recov-
ery Act adds almost nothing to those long-run budget challenges,
and further fiscal support today would add very little to it. I mean,
one example, if you are a true budget pessimist and you believe
that the alternative fiscal scenario identified by CBO in their latest
long-term budget outlook is the most likely future trajectory of defi-
cits—I am not such a pessimist, but it is a pessimistic outlook—
if you believe that, this would imply that the Recovery Act was re-
sponsible for about 1 percent of the long-run fiscal gap facing the
country. The big drivers of the long-run fiscal gap are health care
costs and revenue as a share of GDP, not the support we provided
in response to the once-in-a-generation economic shock.

Another issue besides its purely budgetary cost, which also was
cheaper because the economic activity it spurred actually created
more tax collections and reduced the need for public sector public
safety net spending, its overall economic opportunity cost was low.
And we know it was low because interest rates have not risen in
any appreciable fashion since it was passed.

For the people who say increased public-sector spending nec-
essarily crowds out private spending, the mechanism through
which that works has to be rising interest rates. If you don’t see
interest rates rise, you will not see crowding out of private-sector
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spending. Interest rates have not risen, so the overall crowd out of
private-sector activity from the Recovery Act just hasn’t happened.

Also, one piece of evidence that the Recovery Act worked is actu-
ally that the turnaround in GDP was driven by a turnaround in
consumer spending. Contrary to most presentations of the Recovery
Act, that is what you should expect. Two-thirds of the act were not
direct purchase of goods and services by the government; they were
instead tax cuts and transfer payments to households to allow
them to increase their consumer spending. So, that should be
where you look for the footprint of the jobs and the economic activ-
ity created.

Lastly, I will just wrap up quickly. Despite the 3 to 4 million jobs
the Recovery Act will create or save, today’s economic situation re-
mains unacceptable. We have got a 9.5 percent unemployment rate,
and the CBO says that even in 2013, the unemployment rate is
going to average 6.3 percent, which is higher than the peak unem-
ployment rate reached during the last recession. So that will be 6
years from the onset of the recession, we are still going to have an
unemployment rate higher than the peak of the previous recession.
That is unacceptable, and more support should be given to the
economy.

I will just note one thing, 30 months ago, Congress passed a $160
billion stimulus package, the Economic Stimulus Act of 2008, to
avoid the prospect of unemployment rising from 5 to 6 percent. We
now stand at 9.5 percent unemployment. Gross domestic product is
lower today than when that act was passed 30 months after the
fact, and yet no further fiscal support to the economy seems to be
forthcoming.

I have tried to make the case that there is no compelling eco-
nomic reason to think that anything has changed in the past 30
months so as to make further fiscal support unwise. Fiscal support
provided by the Recovery Act was needed. It was effective, and it
was much cheaper than is commonly advertised, and further sup-
port is also clearly needed.

Thank you, I would be happy to take your questions.

[The prepared statement of Mr. Bivens follows:]

PREPARED STATEMENT OF JOSH BIVENS, PH.D., MACROECONOMIST,
EcoNnomMmic PoLicY INSTITUTE

Thank you Chairman Spratt and members of the committee for the opportunity
to testify today. I am Josh Bivens, a macroeconomist at the Economic Policy Insti-
tute in Washington, DC.

In assessing the economic impact of the American Recovery and Reinvestment Act
(ARRA, the Recovery Act henceforth) there are essential four arguments I'd like to
make today:

e First, the Recovery Act was needed, and badly. The American economy at the
end of 2008 and the beginning of 2009 was essentially in freefall and all other policy
tools that had been tried had little effect in arresting the decline.

e Second, it worked as advertised. It has created almost 5 million full-time equiv-
alent jobs and kept the unemployment rate from sitting well over 11% today. Unfor-
tunately, the economic crisis that it was meant to address called for much stronger
medicine than the Recovery Act by itself could provide.

e Third, it was cheap. While the sticker-price of the Recovery Act (estimated at
$787 billion when passed) is often characterized in press accounts as enormous, it
was less than half as large as the full-cost of the tax cuts enacted during the 2000s,
smaller than the cost of wars in Iraq and Afghanistan, and, most importantly, small
relative to the economic shock it was meant to absorb. Further, because it spurred
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economic activity and tax collections and reduced the need for safety net spending,
its net budgetary impact was likely less than half the $787 billion amount.

e Fourth, lessons learned from the passage of the Recovery Act should be heeded:
More fiscal support should be provided to prop up the economy and spur a genuine
recovery in the jobs-market. While the Recovery Act worked as advertised and the
economy today would be worse off if it had not been passed, unemployment still sits
at 9.5% today and will surely rise above 10% over the coming year, returning to pre-
recession levels only several years from now unless more fiscal support is provided.

IT WAS NEEDED

The root of the current recession is simple to identify: the bursting of the housing
bubble and its fallout. Between 1997 and 2006, the real price of homes in the U.S.
economy, which had been roughly flat for many decades, almost doubled. Given that
the stock of housing in the U.S. is enormous, this led to a huge increase in wealth.
Because so few influential economists correctly pointed out that this wealth increase
was sure to be ephemeral, U.S. households began borrowing against the value of
their homes to support current consumption. When the housing bubble popped,
these same households realized that meeting long-run wealth targets (planning for
retirement or sending their kids to college) could no longer be financed out of rising
housing wealth, so they began saving. As households began saving, businesses, see-
ing a threat to new sales, stopped investing to expand their own capacity.

This negative shock to private sector spending was enormous—between the end
of 2006 and the beginning of 2009, the private sector went from borrowing 3.6% of
GDP to saving 5.6% of GDP. This 9.2% swing in private sector spending was a larg-
er economic shock than the one that led to the Great Depression. Figure A below
shows two concrete measures of this fallout: mortgage equity withdrawals that al-
lowed households to extract wealth out of their homes and increase their purchasing
and residential investment—the economic activity generated by the act of building
homes. Both are expressed as shares of GDP, both soared during the housing bub-
ble, and both collapsed when this bubble burst.

Mortgage cquity withdrawals and residential investmoent, 1979 2009
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Luckily, the U.S. economy is different now than compared to the 1930s. In par-
ticular, today’s economy has a larger public sector and one that contains many
“automatic stabilizers”—including progressive tax collections that fall more rapidly
than private sector incomes and safety net spending (like unemployment insurance
and food stamps and Medicaid) that provides increased transfers to households
when the economy slows. These automatic stabilizers kicked in as private spending
slowed. This led to a purely mechanical rise in the deficit—roughly $329 billion of
the increase in the deficit between 2007 and 2009 can in fact be attributed to this
purely mechanical effect of automatic stabilizers, according to the Congressional
Budget Office.

And this large increase in the deficit was a very good thing. The increase in public
spending power leaned hard against the rapid decline in private spending power,
and contributed to keeping the economy from entering another Depression.

Of course, the increase in the deficit was not the only thing that helped support
the economy—at the same time the Federal Reserve was aggressively fighting the
downturn by cutting interest rates and supplying liquidity to the financial sector.

Still, automatic stabilizers and Federal Reserve action were not enough to fore-
stall a rapid economic deterioration. By February 2009, the economy had seen
monthly job-loss that averaged 653,000 in each of the past 6 months, despite the
fact that the short-term interest rates controlled by the Federal Reserve had been
below 1% for 21 months.

When an economy continues to spiral downward even when the monetary author-
ity has reached the limit of what conventional policy can do to arrest the fall, it is
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often referred to as a liquidity trap. Essentially, the economy “needs” short-term in-
terest rates that are steeply negative in order to boost business investment and con-
sumer spending on durables sufficiently to exit the recession. But, interest rates
cannot go below zero. Even worse, as the economy suffers from a dearth of spending,
this creates pressure for disinflation—as firms cannot sell output and new jobs are
scarce, prices and wages are all-but-impossible to raise. This disinflation actually
raises the “real”, or inflation-adjusted, interest rates facing businesses and con-
sumers, even as the Fed’s control over nominal rates is bound at zero.

In short, because the primary tool that national policymakers use to fight reces-
sions—lowering short-term interest rates—had been rendered ineffective, something
else had to be done. This something was the Recovery Act, a deficit-financed com-
bination of a roughly equal measure of tax cuts, transfer payments and direct gov-
ernment grants to support demand for goods and services and blunt the recession.

It should be remembered that the size and composition of the Recovery Act was
a compromise. Many, including myself, thought the overall size of the package
would be too small to bring the economy back to recovery without further action.
Many (also including myself) also thought tax cuts had too large a weight in the
final package and that many of them (particularly the fix to the alternative min-
imum tax, or AMT) were ill-suited for short-term stimulus. Because of these com-
promises on the size and composition of the Act, many believed that it would not
be sufficient by itself to provide the economic boost needed to the get the American
job-market back to health in an acceptably rapid time-frame.

All this said, passage of the Recovery Act was a serious response to the nation’s
economic crisis, and even with its somewhat-compromised composition, its fore-
casted impact was large—the best estimates were that it would create between 2-
4 million jobs and boost GDP by roughly 5% over the first 2 years of its implementa-
tion.

IT WORKED

And this estimate has been spot-on. For those most convinced by appeals to au-
thority let’s start with what private sector macroeconomic forecasters say about the
Recovery Act. These are, remember, people whose salary relies on being closer than
their competitors in forecasting economic trends. As a group, they are in near-uni-
versal agreement that the Recovery Act added roughly 3 percent to GDP by the end
of June and that it created or saved between 2-3 million jobs. The non-partisan Con-
gressional Budget Office (CBO) concurs, calculating that the Recovery Act contrib-
uted between $240 billion to $645 billion to the economy by the end of June, cre-
ating or saving up to 5.3 million full-time equivalent jobs and keeping the unem-
ployment rate up to 2 points lower than it would have been in the absence of the
act.

There are a number of factors that explain the near-unanimity among forecasters
who have examined the impact of ARRA.

First, it is firmly in line with what mainstream economic theory teaches is the
likely effect of deficit-financed tax cuts, transfers and spending in an economy that
has high unemployment even in the presence of rock-bottom interest rates (i.e., is
in a liquidity trap). The effect of increasing deficits to finance tax cuts, transfers
and spending in a healthy economy is ambiguous and there are many complications
to assessing it. However, in a liquidity trap these complications fade away and the
impact of these policy maneuvers become quite straightforward; they unambiguously
push the economy closer to its potential, lowering the unemployment rate.

Second, the timing of the Recovery Act coincides perfectly with the halt in the
downward spiral of both economic output and employment.! In the 6 months before
the Act began paying out funds, gross domestic product contracted at a —5.9%
annualized rate while in the 6 months after its passage the economy grew at a
0.75% annualized rate. In the first 3 months of 2010 it grew at an annualized rate
of 2.7%. In the 6 months before the Recovery Act took effect, average monthly em-
ployment declined by 653,000 while in the 6 months after its passage it average de-
clines fell nearly in half to 369,000. In the first 6 months of this year average
monthly employment has actually grown by 147,000. Figures B and C present
growth in GDP and employment, respectively, in the periods before and after the
onset of Recovery Act spending. The pattern is clear—the downward spiral is
stopped and even reversed almost immediately after the onset of the Act.

1In what follows I date the effect of the Recovery Act as beginning April 1, 2009. While it
was passed in late February and some money was spent before this, April 2009 is the first
month that saw significant amounts of money being spent.



78

sefore and after the Hecovery Acl: Gross domestic product

[ERRRE R
w
"
W
N
W
M
N

BT U Batnaaes 8 G, Armatyaes st

Third, the turnaround in GDP growth between the 6 months before and the 6
months after the passage of the Recovery Act was driven predominantly by a rever-
sal in consumer spending. This portion of GDP (accounting for almost 70% of the
total) contracted by —1.25% in the 6 months before the Act and actually grew by
0.95% in the six months after the Act’s passage. Contrary to most descriptions of
the Recovery Act, this is actually exactly what one would have expected if it was
working. Two-thirds of the Act’s provisions (the tax cuts and transfer payments) go
directly to boosting the purchasing power of households, not in directly purchasing
goods and services for the government. This boost to household disposable income
helped to arrest the steep fall in consumer spending.? Figure D shows the before
and after Recovery Act comparisons of consumption spending.
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If one looks at total personal incomes (wages, profits, rental payments) and strips
out the influence of government transfers, one can get a decent proxy for how
robustly the private sector is generating income growth for households. This meas-
ure, personal income minus transfers, fell by 7.5% from peak to trough during the
recession—the largest decline since World War II. Yet, consumer spending fell by
less than a third as much—less than 2%. The wedge between these two can largely
be explained by looking at personal disposable incomes—incomes after-taxes and
after-transfers. This measure actually never fell more than 2.2% peak-to-trough dur-
ing the recession and is actually a bit higher today than it was immediately before
the recession. This is largely due to the Recovery Act, though some of this is also
the automatic stabilizers mentioned earlier. Figure E shows each of these series in
the period before and after the recession began, with each normalized at 100 in the
last quarter before the recession hit.

2See the appendix to this report for evidence that the Recovery Act actually has not led to
outsized growth in government expenditures.
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Personal Income during the recession
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This evidence—the preponderance of opinion of macroeconomic forecasters, the
timing of the Recovery Act taking effect and the reversal of the downward spiral
in the middle of 2009, and the very large footprint of the Recovery Act provisions
on personal disposable income and its correlation with consumer spending—adds up
to an overwhelming case that the Recovery Act worked as advertised.

Essentially, without it, GDP would be $600 billion lower today, there would 3 mil-
lion fewer jobs in the economy, and the unemployment rate would be nearly 2%
higher even with fewer Americans in the labor force. While there remains much to
be done to make sure that all Americans looking for a job have a decent chance of
finding one, it is clear that we would be digging out of a much deeper hole today
had the Recovery Act not passed.

IT WAS CHEAP

Besides a general misunderstanding about its effectiveness, the primary resist-
ance to providing more fiscal stimulus to today’s economy, even in the face of his-
torically high unemployment, is concerns about the federal budget deficit. This sec-
tion will argue that in the context of the nation’s actual challenge concerning the
national debt—budget deficits that are forecast to rise in coming decades even dur-
ing periods of healthy economic growth—the costs of the Recovery Act and further
fiscal support to the economy are minimal. It further argues that a broader view
of the Act’s costs—not just its cost in terms of the federal budget but in terms of
overall economic opportunity costs—show that these costs are actually negative;
that is the Act resulted in greater, not less, private investment and employment.

It is clear that the country faces long-run budget challenges that will require pol-
icy action in coming decades. A close look at the economics, however, shows that
these budget challenges have nothing to do with the Recovery Act that was passed
nor would they be appreciably exacerbated at all if more fiscal support was provided
to the economy today.

For example, the Recovery Act added between 0.1 to 0.2% to the long-run (50-
year) fiscal gap.3 If one is a true budget pessimist and believes that the alternative
fiscal scenario identified by CBO in their latest report on the long-run budget out-
look is a good forecast of the most likely trajectory of deficits (I'm not, for the record,
such a pessimist) then this would imply that the Recovery Act was responsible for
less than about 1-2% of the long-run fiscal gap facing the country.

The reason for this non-effect of the Recovery Act on long-run budget challenges
is simple: the Act is temporary and the main drivers of long-run deficits remain ris-
ing health care costs and low revenues as a share of GDP.

Another reason why the Recovery Act was cheap (and why further fiscal action
aimed at spurring the economy would be cheap) is that its headline cost ($787 bil-
lion in the case of Recovery Act) is actual far greater than its actual net impact on
the budget deficit. Because the Recovery Act saved jobs and wage incomes, it gen-
erated new tax revenue. And because it kept people working, it kept them out of
public safety net programs.

Say that the overall multiplier of the Recovery Act was 1.25—this is the boost to
total GDP per dollar increase in the deficit. The more effective parts of the Act (ex-
tensions of unemployment insurance and other safety net programs and investments
in the nation’s infrastructure and aid to fiscally strapped state and local govern-
ments) actually have multipliers significantly higher than this, but because the Re-
covery Act also included items like the AMT fix that provided very little bang-for-

3The fiscal gap is a short-hand measure of the long-run fiscal imbalance. Essentially, it tells
one how much some combination of tax increases and/or spending cuts (expressed as a share
of GDP, enacted immediately, would be needed to close the long-run budget deficits.
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buck, the overall multiplier was lower. Given a multiplier of 1.25, the $600 billion
in Recovery Act spending that is set to occur before the end of calendar year 2010
will result in GDP that is higher by roughly $750 billion by the end of this year.

Other data from the Congressional Budget Office suggests that each $1 increase
in GDP relative to potential yields a $0.35 decrease in the deficit as revenues rise
and spending falls. Multiplying the $750 billion in extra output by this $0.35 indi-
cates that the economic activity spurred by the Recovery Act actually recoups just
under $330 billion—more than half the headline price tag of $600 billion. In short,
well-designed policies aimed at spurring economic activity come with a built-in and
significant offset to their total costs.

This exercise also drives home the importance of designing stimulus packages
well. Take the high and low-end of Recovery Act provisions in terms of bang-for-
buck provided by Moody’s Economy.com. If the entire Act consisted of provisions
with a bang-for-buck as low as that provided by corporate tax cuts or providing the
opportunity of businesses to “carryback” past losses against future taxes, the budget
offset provided by the act would be less than $80 billion. If instead the entire Act
consisted of provisions with bang-for-buck comparable to safety net expansions and
infrastructure spending, the budget offset approaches $400 billion. Simple design of
stimulus packages can make their final impact on the deficit differ by literally hun-
dreds of billions of dollars. Besides just not providing effective stimulus, the less
well-designed parts of the Act should have been excluded on the basis of fiscal re-
sponsibility.

It has been rightly pointed out by some that one could overstate the degree to
which additional support would provide built-in offsets to its net addition the na-
tional debt. In a given year, it is highly unlikely that economic multipliers are large
enough to allow additional fiscal support to be entirely self-financing. Because of
this, many commentators have warned against supporters of more support engaging
in hyperbole similar to that of supply-side tax advocates who claim that cutting tax
rates can spur enough economic activity to bring in sufficient additional revenue so
as to make these rate-cuts self-financing.

While this caution may be useful, it should be made clear that the case for full
self-financing over time of temporary fiscal support in an economy stuck in a liquid-
ity trap is actually not totally implausible, while the prospect of self-financing per-
manent cuts in tax rates is indeed totally implausible.

If fiscal support pushes the economy back to levels of GDP that are characterized
by full-employment much quicker than in the absence of this support, then it is in-
deed possible for it to be all-but-totally self-financing. The economists’ jargon for this
is avoiding hysteresis in labor and product markets, but the insight is pretty sim-
ple—if fiscal support generates additional economic activity not only in the year of
its implementation but also allows the economy to much more quickly reach its po-
tential—this represents multiple years of additional revenue and less safety net
spending and could indeed lower overall ratios of debts and deficits to GDP.

How likely such a full offset is depends largely on how effectively the fiscal sup-
port is structured and how much time it shaves off the wait for the economy to re-
gain its potential. Given that many of the mechanisms that tend to push recessed
economies back to trend levels seem weak or inoperative in the current economy,
it seems quite likely to me that the net fiscal cost of particularly well-structured
fiscal support is essentially zero over the medium and long-term. And it is budget
deficits over this medium and long-term which are forecast to rise even during times
of healthy economic growth that are the proper focus of concern.

Besides having a minimal impact on the stock of outstanding national debt, the
Recovery Act was financed in an economic context of historically low long-term in-
terest rates for government debt. These low rates are no fluke—they are low pre-
cisely because private spending and borrowing is at historic lows (i.e., the recession).
Further fiscal support could also be financed at very low rates, as excess capacity
and little competition for loanable funds continues to characterize the economy. Ad-
ditionally, upward interest rate pressure stemming from Federal Reserve actions is
extremely unlikely, given both the weakness of the overall economy and their stated
intention to keep rates low until the economy has begun a robust recovery.

While low interest rates contribute much to the relative cheapness of the Recovery
Act, they also provide the clearest indication that the Act is also cheap in its broad-
er economic opportunity costs. The most well-pedigreed argument against increasing
budget deficits in healthy economies is the fear that increased government bor-
rowing causes interest rates to rise as public demand competes with private demand
for fixed savings of households and businesses. These rising interest rates spurred
by growing deficits results in private investment “crowding out” private capital for-
mation and the lower value of the private capital stock leads to lower future growth.
When economic commentators make arguments disparaging the ability of the Recov-
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ery Act (or government spending of any kind) to create jobs, they generally make
variants of this crowding-out argument.

The general failure of interest rates to rise in response to the increase in budget
deficits, and to the Recovery Act in particular, is a prime piece of evidence that no
crowding out of private investment is occurring, making the Recovery Act not just
cheap, but essentially free in terms of its overall economic opportunity cost.# This
is, again, not unexpected. Economic theory teaches that increased public borrowing
during a liquidity trap does not crowd-out private sector activity. Figure F shows
the relationship between deficits, interest rates and recessions. It shows clearly that
during recessions deficits rise (both due to automatic stabilizers as well as policy
responses) while interest rates fall (in part due to Federal Reserve efforts to fight
the recession but also because private demand for new loanable funds fall). Figure
G shows that corporate demand for new debt has fallen so much since the latest
recession began that essentially all new desired corporate investments could be fi-
nanced out of internal funds—in the jargon, the corporate “financing gap” has
turned negative.

nmterestrates and deficits, 1954-present
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It is worth stressing this “crowding out” mechanism, given that many Recovery
Act detractors have pointed to very low rates of overall investment as some sign
that private activity is being stunted by increased public sector activity. The text-
book presentation of the effects of fiscal policy requires higher interest rates as the
mechanism through which private investment may be stunted by increased public
borrowing in a healthy economy. Without the rise in interest rates, there is no way
to link increased public borrowing and lower private investment.

Some commentators, having neither theory nor evidence on their side in making
the argument that increased public spending must by definition reduce private
spending, have done the economic equivalent of banging the table—insisting that
vague concerns about “uncertainty” spurred by the economic policy actions of the ad-
ministration explain the reduction in private investment. This is supremely uncon-
vincing, for a few reasons.

First, there is no particular reason to think that private investment is actually
abnormally low at the moment. Numerous academic studies suggest that the prime
determinant of private investment is in fact the simple state of the economy. Given

4There is an additional channel through which increasing federal budget deficits in a healthy
economy can lead to slower domestic income growth—if the increased borrowing spurred by
them leads to greater borrowing from foreign investors. Very few (if any) detractors of the Re-
covery Act have made the argument that this has happened—and correctly so. The mechanism
for this channel to work would have to be a rise in the trade deficit. But, the trade deficit fell
significantly over the course of this recession.
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that we are just emerging from the steepest and longest recession in post World
War II history, it is far from surprising that investment spending is low.

Further, the capacity utilization rate (think of this as the employment rate of fac-
tories instead of people) reached historic lows in the past year. With current capac-
ity far from being fully utilized, why would businesses seek to spend money to build
more of this capacity? Finally, it should be remembered that investment in struc-
tures, both residential and non-residential, is an important component (just under
half) of overall investment. Given the massive overbuilding in the residential hous-
ing sector for the past decade and the sharply rising vacancy rates in commercial
real estate, it is again hard to imagine why businesses would seek to expand invest-
ments in structures. Figure H demonstrates the tight relationship between capacity
utilization and investment as a share of GDP.
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Second, there is very little evidence that economic uncertainty of any kind pro-
vides a the kind of sharp shock to private investment that would explain the very
large fall-off in investment that characterized the worst phases of the last reces-
sion.?

Lastly, given that overall economic activity is a prime determinant of private in-
vestment and that the Recovery Act assuredly spurred greater activity, it is very
likely that the Recovery Act actually “crowded in” private investment—actually
made the fall-off in private investment less steep that it would have been absent
the Act’s effects. Evidence for this can be seen in a number of papers that find very
large multiplier effects of fiscal support when an economy is a liquidity trap.®

IT SHOULD BE REPEATED

So, while the Recovery Act saved the U.S. economy from a worse economic fate—
today’s economic fate is still poor. Today’s unemployment rate stands at 9.5% and
a series of economic overhangs—the overhang of average hours decline, the over-
hang of the “missing labor force” (the 2 million workers who withdrew from the
labor force since the recession began and who will certainly return looking for work
in coming years), and the overhang of business and consumer debt that will keep
spending in both sectors cautious in coming years—mean that, absent further sup-
port to the economy, it will take an agonizingly long time to bring it down to levels
seen before the recession began. For example, the Congressional Budget Office
(CBO) has forecast the unemployment rate will average 6.3% in 2013—this is higher
than the peak rate reached during the recession and jobless recovery in the early
2000s recession. Figure I presents the simplest presentation of the current state of
the labor market, documenting how many jobs are needed to return the unemploy-
ment rate even to its rather undistinguished level of December 2007.

5See Bachman, Elstner and Sims (2010) for the very low short-run impacts of business uncer-
tainty on investment.
6See Eggerston (2010), Woodford (2009) and Hall (2009) for representatives of this finding.
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Further, even this grim forecast for unemployment assumes the economy grows
consistently in the next couple of years. Given recent headwinds that have picked
up steam in the past few months, even this cannot be assured. The most recent
monthly employment situation demonstrated that the pace of private-sector hiring
has decelerated and wages actually fell in inflation-adjusted terms. State and local
spending has actually contracted in each of the past 3 quarters—only the 4th time
in the post-war period that this has happened.” Given that state and local budget
holes look set to widen in coming years, this means that this important sector will
be dragging on growth for quite some time. Lastly, many of the major trading part-
ners of the United States have embraced fiscal austerity; this means that net ex-
ports will not be a source of strength moving forward either.

Economic data in the form of rapidly decelerating prices and wages is also sending
strong signals that excess capacity in the economy is threatening to grow again. Es-
sentially all indicators of overall price pressure in the economy show rapidly decel-
erating price growth, and several show outright deflation (falling prices) in recent
months. Figure J shows one of the most reliable and well-measured of these series—
the market-based deflator for personal consumption expenditures excluding food and
energy. This is not only a symptom of poor economic performance, this disinflation
also causes real interest rates to rise just when we want them to fall. In short, this
disinflation not only signals slower growth, it also adds to the growth headwinds
facing the economy.

Price changes, 1991-present

Perhaps most distressing, the boost to growth provided by the Recovery Act is ac-
tually fading—and fast. The current quarter (the third quarter of 2010) is probably
the last time the Act will contribute 1% to annualized GDP growth. By the last
quarter of this year, it will be contributing next to nothing. Given that GDP growth
in the past 3 quarters would have likely been zero without the influence of Recovery
Act spending—it seems clear that more support is needed to provide the bridge to
the period where private incomes and spending can generate economic growth on
their own.

CONCLUSION

The Recovery Act worked just as advertised, creating nearly 5 million full-time
equivalent jobs in the economy when such growth was desperately needed. However,
the bulk of its effect has passed—and millions of jobs remain desperately needed.

7See the appendix for evidence on the poor performance of state and local spending since the
recession began.
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It seems amazing now, but 30 months ago Congress acted quickly to pass a $160
billion stimulus package to avoid the prospect of unemployment rising from 5 to 6%.
The unemployment rate now stands at 9.5% and further fiscal support does not
seem to be forthcoming. This testimony tried to make the case that there is no eco-
nomic reason to believe things have so changed in the past 30 months as to make
further fiscal support unwise.

The fiscal support provided by the Recovery Act was needed, effective, and cheap.
Further support is clearly needed and, if structured well, could be very effective and
cheap as well.
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APPENDIX

A common misunderstanding of the Recovery Act is that it has led to a “flood of
government spending”. In fact, federal non-defense spending has actually grown es-
sentially exactly in line with historical averages following recessions. Figure Al
below shows the growth of federal spending in this recession (solid black line) com-
pared to the average growth following recessions in all business cycles since World
War II (dashed line). The figure also shows (shaded gray areas) the highest and low-
est episodes of federal non-defense spending. The clear takeaway from this figure
is that there has been no historic “flood” of federal government spending following
the onset of the most recent recession.

Figure A2 shows that there also has been no flood of state and local spending.
Even with the significant support provided to state governments through the Recov-
ery Act, state and local spending has actually been at near-lows relative to other
business cycles.

Federal non-defense spending
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Chairman SPRATT. Thank you very much.
Mr. Hensarling.
Mr. HENSARLING. Thank you, Mr. Chairman.
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Dr. Bivens, I have no doubt you have stellar economic creden-
tials. I think your marketing skills are going to, unfortunately,
need a little polish here. You have got a very great challenge in
front of you trying to convince the American people that this act
has worked largely as advertised, because what I heard the Presi-
dent of the United States say was that, if we pass this, then we
weren’t going to have unemployment exceed 8 percent, and we are
still hovering around almost double-digit unemployment.

I think you know that the underemployment figures are even
worse. And, frankly, if it wasn’t for our fellow citizens giving up
ever finding employment and leaving the labor force, the unemploy-
ment rate would be even larger.

When you said it was cheap, with the interest factor at $1.2 tril-
lion, T hope I am never in this town so long that I can conclude
that $1.2 trillion is cheap.

I have got to tell you, I have tried to study this as close as I can.
I don’t have a Ph.D. in economics. I have an undergraduate degree
in economics.

I have no idea where the citation of these 3 million jobs created
or saved comes from. It certainly is not reflected in the President’s
own Department of Labor data. I just have no—I hear the number
repeated. I think some people think if they repeat it often enough,
somebody will believe it. I don’t think the American people are be-
lieving it.

So, again, you have got a bit of a challenge there, as do other
proponents. What I, again, what I see all over my part of America
is people who are still struggling trying to see what good this has
done.

Dr. de Rugy, is that how I pronounce it?

Ms. DE RUGY. Yes.

Mr. HENSARLING. Is that close enough? Sorry.

Ms. DE RuGy. Close enough.

Mr. HENSARLING. Sorry. I didn’t see it in your testimony, but
someone had told me that you had studied the Japanese experience
with their “lost decade.” We all know that they faced a similar real
estate bubble burst. Theirs was commercial; ours, unfortunately,
may still yet be commercial, but it has started out as residential.

Have you studied their experience with various stimulus plans?

Ms. DE Rucy. Well, I mean, I have looked at the aggregate his-
tory of Japan and that area, and they had a different stimulus bill.
And they spent a gigantic amount of money, and pretty much all
they have to show for this is very nice roads—I will concede that—
but a pile of debt that won’t go away and pretty much no economic
growth. This is why it is called the “lost decade.”

Mr. HENSARLING. Aren’t we really working in Japan on the sec-
ond lost decade now?

Ms. DE RUGY. Yes.

Mr. HENSARLING. I mean, they essentially had flat economic
growth for 15, 16 years now.

Ms. DE RUGY. Yes, probably. But they themselves call it the “lost
decade.” And so, they are not just labeled by Americans. They have
had—they have tried stimulus. It has been a gigantic amount of
money. They have massive amount of debt, way more
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Mr. HENSARLING. Don’t they have the largest, I believe, the larg-
est debt per capita of any industrialized nation in the world?

Ms. DE RUGY. Yes.

Mr. HENSARLING. And isn’t it also true, as they embarked upon
this stimulus mania that they have gone, I believe, from the second
highest per capita GDP to, I believe, tenth? Do you know the data?

Ms. DE Rucy. I don’t know. I mean, I can’t remember exactly
what their ranking is, but, I mean, not growing will do that to your
economy. You will be passed by a lot of countries.

And by the way, I come from France. I have a lot of experience,
firsthand, of what government spending does to a country, and I
would like to not see this happen to America.

In the last 10 years, France, which is a bigger country than the
U.K.,, has actually seen not only the U.K. pass them by in terms
of income per capita, but also for GDP overall, and that is because
the size of the French government has been gigantic for many
years.

Mr. HENSARLING. Speaking of the size of government, can I have
chart number 5, please?

Doctor, did I hear you in your testimony say that, according to
your analysis, at least of the jobs that actually appear in the hard
dat%, that four out of five of these are government jobs; is that cor-
rect?

Ms. DE RuaGy. Yes, that is correct.

Mr. HENSARLING. Which, to some extent, may help account for
the increase of 400,000 jobs since the stimulus act was passed
versus the 2.6 million that have been lost in the private sector?

Ms. DE RUGY. Yes.

Mr. HENSARLING. And did I also understand you say that, accord-
ing to your analysis—I don’t have that portion of your testimony.

Ms. DE RuaGy. Can I add something about this?

Mr. HENSARLING. Please.

Ms. DE Rucy. This morning, I read actually an academic peer-
reviewed study that actually looked at a selection of countries,
OECD countries, and they looked at data for 40 years, and they
looked at the impact of increasing public employment that it would
have, the impact on unemployment rates, and what they find—and
this is, again, peer-reviewed articles, and I am happy to send it to
everyone if you want it.

What they show is that for every hundred jobs of government
jobs created, the private sector lost 150 jobs.

They also have this data point which means the more the private
sector grows—the public sector grows, you can basically track for
100, you have 33 percent increase in unemployment rate.

I mean, these, it has consequences. It is not one job for one job.
It is not like, well, it is okay; you lose a job in the private sector,
and you gain a job in the public sector.

In fact, what this study shows is that actually when you gain a
job in the public sector, you lose more than one job in the private
sector.

Mr. HENSARLING. Just a couple of more questions, and then I will
yield back. I don’t have the quote right in front of me, but recently
it got a fair amount of national air play when Speaker Pelosi said,
and I hope I do the quote justice, that one of the best ways to cre-
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ate jobs is to send out more unemployment checks. And, again, I
don’t quite have the quote at my fingertips. I hope—I believe that
to be a fair representation of what the Speaker said.

Are you familiar with her comments? And in your studies as a
professional economist, how valid of an economic theory do you be-
lieve that to be?

Ms. DE Rugy. What the American people who are unemployed
need more than anything else is a job, and it is not until we get
these people a job, a sustainable job, one that doesn’t rely on the
Federal Government keeping, pumping money in the economy

Mr. HENSARLING. So, unemployment checks financed with more
national debt does not sustain long-term paychecks?

Ms. DE RuaGy. Well, it doesn’t, and I understand that this is relief
for the people who are unemployed, but this has a cost. We need
to acknowledge that government spending has a cost, and that is
because the Federal Government doesn’t have a magic wand that
actually produces money.

When the government spends a dollar, it has to take it first out
of the economy in the first place. And, in fact, what Robert Barro
at Harvard has shown, it is not only that it needs to take a dollar
out of the economy, but when they tax it—and by the way, it is
kind of the same thing when you borrow it, because then you have
to tax it again, and that is also money that is not available for the
private sector to borrow, capital to borrow—what happens is that
the economy shrinks by $1.10. It has true consequences, and we
need to actually look at the data.

Mr. HENSARLING. Last question: can you elaborate on what you
see as the long-term adverse consequences to this act, since it ap-
pears that some in Congress are wanting to pass yet another stim-
ulus act? Clearly, we need to appreciate what the long-term cost
and impact of the first act will be.

Ms. DE RucGy. Spending more stimulus will be like doubling down
on a bad bet. We have to understand what the stimulus is doing.
I mean, I am not saying that the people who are getting this money
are not feeling the benefit of it when they are doing it. But imagine
if I have a broken arm, and instead of the doctor fixing my arm
or giving me the proper treatment, he was giving me morphine. I
would feel better, surely, for a while. But it wouldn’t change any-
thing. When the morphine ran out, my arm would hurt again. And,
worse, it might actually fix itself in a very unreversible way. The
stimulus does this.

You hear all the time about all the money that went to the
States went to finance jobs that would have been lost in the public
sector otherwise. What it did is allow State budgets that have,
States who have real spending problems and budget gaps, to actu-
ally prolong the mistake of their past. This is what the stimulus
is doing, and we should not, we should not allow this to continue.

And moreover, the business community has acknowledged, the
Business Roundtable has sent a letter—the Business Roundtable,
that has been a very strong ally of President Obama, sent a letter
to him to say that the business community is not creating jobs be-
cause of the policy of this Administration. They are not.

All the government is doing right now is injecting uncertainty.
And businesses and families, and American families, cannot move
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and won’t move, create jobs, invest, or do anything, as long as the
economic climate is so uncertain.

Mr. HENSARLING. Dr. de Rugy, thank you very much, and clearly,
France’s loss is America’s gain.

Ms. DE RuGy. Thank you.

Chairman SPRATT. Dr. Bivens, would you like to respond to that?

Mr. BIVENS. Sure. There are a lot of points raised there, and I
would like to just get to a couple of them. One I will absolutely con-
cede; I am probably the world’s worst marketer. That said, I think
there is plenty of evidence and citations that I can give you have
that supports this number of 3 to 4 million jobs; I mean, Congres-
sional Budget Office for one, numerous private macroeconomic fore-
casters.

And I will say one thing, I think the other witness, with all due
respect, has made the common mistake of looking at recovery.gov
to see the full impact of the Recovery Act. I have got some, essen-
tially—the direct spending on infrastructure and direct purchase of
goods and services by government, that has been about one-eighth
of the money that has gone out before.

I mean, let’s take a look at the Recovery Act. The Recovery Act
was essentially one-third tax cuts, one-third transfer payments,
one-third direct spending. The tax cuts and the transfer payments
were in there to get out the door first. Spending takes some time
to open the pipeline and get the projects up, especially when you
are trying to be really scrupulous about making sure the money is
not poorly spent.

And so, the Recovery Act essentially so far has been tax cuts and
transfer payments. And if you look at recovery.gov for those, you
are not going to find them. If you look at recovery.gov over the next
couple of months, what the Administration has called “Recovery
Summer,” you are going to see that ramping up because, finally,
that infrastructure part of it is now coming online. The tax cuts
and transfers are actually fading out, which is a problem, because
they are going to be fading out in the second half of this year when
the economy needs more support, and the infrastructure projects
will be ramping back up.

The footprint of the Recovery Act in supporting the economy real-
ly should be seen in disposable personal income of households, and
that is easy to see. Look at the macroeconomic data, the wedge be-
tween personal income minus transfers, minus government trans-
fers, that is kind of the private sector incomes that are being gen-
erated in the economy, versus disposable personal income, that is
more than $700 billion at this point. About $200 billion of that is
due to the Recovery Act. The rest is just due to automatic stabi-
lizers as people’s incomes fall, tax collections fall, people start
qualifying for programs for safety net spending. So, the footprint
for the Recovery Act should be looked for in disposable personal in-
come, and it is as clear as day there.

It will start showing up more robustly on recovery.gov pretty
soon, but so far, the Recovery Act has been mostly tax cuts and
transfers.

And I will just say one thing, every academic study that looks
at data to say what does deficit finance, government spending, and
tax cuts do to an economy? If it does not separate out periods
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where interest rates are at rock-bottom levels, like today, you
should not listen to it.

Because in 2005, I was not saying we should have a $1 trillion
deficit to spur the economy because, in 2005, the unemployment
rate was maybe a little too high for my taste, but it was not a once-
in-a-generation crisis, and interest rates were high enough that we
could lower them if the economy did enter a crisis.

When you look at the effect of a big stimulus package like the
Recovery Act, and you look through history, you need to look at
those episodes, like the Great Depression, like Japan in the 1990s,
where interest rates have been at rock bottom.

And I will say one thing about Japan, because it is often pointed
to as a failure for fiscal policy. It turns out, they never committed
to fiscal stimulus. I mean, they were completely stop and go. They
would have the stimulus package in 1993. They would raise taxes
in 1994 and close the gap. They would have a stimulus package in
1995. Then, they would raise taxes in 1996.

Adam Posen, who used to be at the Institute for International
Economics—now he is on the Monetary Policy Committee of the
Bank of England—pretty much the world’s biggest expert on what
happened in the Japanese macro economy in the 1990s, he said the
clear lesson for that was fiscal policy worked when it was tried.

And you see the same lesson from our own history. You had in-
creased deficit spending helping pull the economy out of the Great
Depression in the ’30s, until 1937, when President Roosevelt lis-
tened to the people spreading fears about deficits, pulled back the
spending, targeted the surplus, the economy fell right back into re-
cession. We shouldn’t make the same mistake twice.

Ms. DE RUGY. So, taxes shouldn’t be increased, then.

Mr. Bivens. Eventually they should, yes. But, no, in the next two
years—or I would say this, if the question is about, should the
Bush tax cuts be allowed to expire? Absolutely, on the top end,
they should, and we should then inject more purchasing power in
the economy with things like unemployment compensation, food
stamps, infrastructure spending.

Mr. JORDAN. Would the gentleman yield?

Chairman SPRATT. Ms. Kaptur is next. Then, I will come to you
right after.

Mr. JorDAN. I will wait.

1 Chairman SPRATT. Let me go to Ms. Kaptur and then Mr. Jor-
an.

Ms. KAPTUR. Thank you, this is a very good exchange, Mr. Chair-
man.

Good witnesses. Thank you both.

Let me just ask you, on the trade deficit of the United States and
its impact on GDP. Neither of you focused on that, as I can tell,
in your testimonies, but I think, last year and this year, we will
accumulate another trillion dollars of trade imbalance with the
world in our country. And I have read different studies that talk
about how many points that reduces GDP.

Do either of you have a comment on that? And then looking back
over a decade of trade deficits in our country that probably total
close to $9 trillion to $10 trillion, could you discuss the impact of
that on an economy over time?
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Mr. BIveNs. Do you care who goes first?

Ms. KAPTUR. No.

Mr. BIveNs. Thank you.

Yes. I would say a couple things. I mean, one troubling chronic
figure of the U.S. economy over the past decade has been exactly
the trade imbalances you are talking about. Throughout the—after
the onset of the recession that began at the end of 2007, the trade
balance actually played a stabilizing role. We saw the trade deficit
fall from about 6 percent of GDP to about 3 percent at the peak,
and that was pretty much the only bright spot in gross domestic
product over the past, say, 30 months.

That is one reason why I am very worried about the future. I
think a serious headwind facing the U.S. economy today is pre-
cisely that we are not going to be able to rely on positive contribu-
tions from the trade balance as we go forward. And the main rea-
son for that is many of our trading partners have embraced aus-
terity. They have clamped down. They are going to target balanced
budgets. You see this especially in Europe, and that is going to
make it very, very hard for U.S. exporters to send stuff to the rest
of the world and for exports to be an engine of growth.

And so, based on that, I think the President was exactly right
to go to the G-20 last month and try to get these countries on board
with emphasizing growth first. So, I think the trade deficit, it is a
big long-run problem, because it has us accumulate foreign debt,
which is a problem. And I think over the next year and a half, 2
years, it is actually going to swing from being a bright spot in the
economy to a drag on growth, and that is one reason why I am so
worried about what happens to the economy when the Recovery Act
peters out if we do not do more fiscal support.

Ms. KAPTUR. On the trade deficit, how many points does it knock
off the GDP, just approximately, in a year. Let’s say you have a 3,
4, 5 percent GDP. What percent does it knock off, a quarter?

Mr. Bivens. Well, it kind of depends on the underlying state of
the economy.

So, for example, in 2000, we had a healthy economy. We had a
4 percent unemployment rate. We also had a 4 percent of GPD
trade deficit. I would have said in that year the trade deficit was
not knocking anything off GDP. Essentially, we were able to make
up for any drag on the trade deficit because capital coming into the
U.S. from the rest of the world was keeping interest rates low.

I think for an economy like today that has a lot of excess capacity
and a 10 percent unemployment rate, if we see the trade deficit
rise by a percentage point of GDP, that will, one for one, lower do-
mestic incomes in the United States. So, it depends on the under-
lying state of the economy. But I think, going forward, every in-
crease in the trade deficit or 1 percent of GDP increase in the trade
deficit essentially knocks a percentage point off of growth.

Ms. DE RUGY. I am not a trade expert, but I have always been
very puzzled by all this worry about the trade deficit. I mean, the
reason why we have a trade deficit is because we go and buy things
cheaper abroad, and that is a good thing for the American people.
It is a very good thing. Ultimately, it doesn’t really matter where
things are produced. Because, if Americans are able to buy goods
cheaper, it means that they can either save more or buy other
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things, more of other things, and that is a very good thing. In fact,
this is what economic growth is about. It is about being able to
produce more things for a lower price.

We used to spend a gigantic amount of money on food. I mean,
that used to be like the biggest part of the American people’s budg-
et; and it is not anymore. That is because the American people
have been able to actually buy food cheaper.

So, in times where we don’t have a trade deficit, we are worried
because—and so, again, I am not an expert, but I am always really
puzzled by this, this worry about

Ms. KAPTUR. Well, I don’t know about France, Doctor, but in our
country we have seen the outsourcing of millions and millions and
millions of jobs. One of the reasons for the unemployment is this
just didn’t start overnight. We have outsourced an enormous
amount of good-paying jobs that this country used to have all over
this country, and it is a serious issue for us.

In France, I wanted to ask you, what percent of the GDP or what
percent of the economic activity in France is actually publicly sub-
sidized? Is it half yet? What percent is government of your economy
in France?

Ms. DE Rugy. Well, I can tell you that everyone in France, no
matter what your income is, gets something from the government.

Ms. KAPTUR. But, isn’t it about half?

Ms. DE RUGY. It is more than half, yes.

Ms. KAPTUR. Well, we are nowhere close to that in this country.

Ms. DE RuGy. We are on our way. We have reached a benchmark
where more than half of the American people actually get some-
thing from the government. That happened like a few years ago.

Ms. KAPTUR. Well, a lot of our people pay into the government,
so they deserve to get something back. If it is unemployment com-
pensation or Social Security, they have paid for those benefits.

Ms. DE Rucy. Except that the data shows that what they get
back from the government has a lower return than if they had ac-
tually spent this money in the private sector, and this cannot be
ignored.

And if T can add something about the CBO projection that Dr.
Bivens mentioned, I mean, these are projections. Even CBO ac-
knowledged that they never went and checked whether these jobs
were actually created. These are projection.

Dr. Romer’s testimony today, I read it, came and actually ac-
knowledged that the 3 million jobs are just projections. There is not
a name, there is not an American body behind each one of these
jobs created that they are claiming. They rest on rosy projections
about what government spending creates.

Again, the CBO, the CBO itself, the Director was asked whether
his projection came true, and he acknowledged that they didn’t go
and check. So, we keep repeating these numbers, these projection
numbers, and no one went to check. It is like the weatherman who
says tomorrow it is going to be 70. It turns out tomorrow it is 40,
and the next day the weatherman still says it was 70.

Ms. KaPTUR. Thank you, Dr. de Rugy.

Did Dr. Bivens want to respond to that? I can tell you in the dis-
trict that I represent, where highway projects are going on right
now, there are individuals who are working who would not be
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working. And, you know, they paid their gas tax. They have a right
to get money back to fix the roads in the areas that they use.

If T look around our community, police officers and teachers and
people are working, and many of our small businesses are taking
advantage of the tax credits that were provided to keep people on
and to hire people. So, Dr. Bivens, did you want to comment? And
then my time has expired.

Mr. BIveNns. Yes, very quickly. Thank you.

I guess I don’t understand this. They are not projections. They
are statistical analyses. I mean, if we are going to throw out any
statistical measure of how economics works, we are going to throw
out a whole large body of knowledge.

Like I said, two-thirds of the recovery package, tax cuts, transfer
payments, were not directly government-hired jobs. So, there is not
going to be a face. There is not going to be a name to them.

Basically, I got—I can’t remember the exact amount, but every-
one who earned over $3,000 in a year got the Making Work Pay
tax credit as part of the Recovery Act. It boosted my income by I
think $600 to $800. I forget which. I spent it. That helped create
economic activity in the country. Whose name is attached to that
money I spent, I have no idea. But I did spend it, and it did go
out, and it did support purchasing power in the economy.

Same thing when somebody gets an unemployment check and
they can actually afford to buy some new clothes for their kids to
go back to school rather than making them wear the ones from last
year. What was the name of the person that benefited because they
went to Sears and bought the clothes? Of course we don’t know
that. You can’t track that. You have to use statistics to do that.
You look at the CEA. You look at the private sector and macro
forecasting firms. They all say that those historical, statistical rela-
tionships applying in the recovery package get you that 3 to 4 mil-
lion jobs.

Ms. DE Ruagy. Well, actually, Dr. Romer’s testimony today, she
said she is not looking at historical data, and basically she admits
she is guessing.

Mr. BIVENS. No, that is not right. Okay, maybe from today, but
from the third quarterly report, they used VARs, they used histor-
ical relationships. They absolutely did.

Ms. DE RUGY. In her written testimony, she said she is not look-
ing at historical data anymore, so that is why all these previous es-
timates of the multiplier doesn’t hold. So, she says we are just like
guessing.

Chairman SPRATT. Mr. Jordan.

Mr. JORDAN. Thank you, Mr. Chairman.

Wouldn’t you assume, though, the American people, when they
hear the 3 million claim, they assume that the government is actu-
ally accounting for 3 million jobs created or saved? I mean, the peo-
ple that are paying for this, that is what they assume. Agree?

Mr. BiveNs. I am sorry?

Mr. JORDAN. You would think the American people, though,
when they hear the claim 3 million jobs, their assumption is those
are jobs created. When the government says they are jobs created
or saved, they actually think there is a real person that actually
had a real job created or saved?
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Mr. BIvENS. Yes, because there is a real person. But the idea
that that real person’s name is in a government database is what
I am disputing.

Mr. JORDAN. Okay. Let me go here, if I could. I have reached
kind of the same conclusion I think Dr. de Rugy reached, Dr.
Bivens, when you were responding to Mr. Hensarling’s comments
when you were describing the lost decade in Japan and said stim-
ulus followed by tax increased the stimulus fund. You suggested a
pattern. It seemed to me you were indicating that we should not
be 5aising taxes. Obviously, that is what this Administration plans
to do.

And if we can go further, I mean, January 1st of this year they
plan to raise taxes by letting the tax cuts of 2001 and 2003 expire.
The highest marginal rate is going to go up, dividend is going to
go up, capital gains is going to go up. And they are also talking—
if you followed statements by Senator Feinstein, Senator Dorgan,
and statements by Majority Leader Hoyer—to not keep the promise
that the President made that families making $250,000 or less
would not see a tax increase. So, do you think they are headed
down the wrong path, based on your previous answer in describing
what took place in Japan?

Mr. BiveNs. No, not necessarily.

Mr. JORDAN. Well, that surprises me, based on your previous an-
swer.

Mr. BIvENS. Let me clarify.

Mr. JORDAN. I figured you would.

Mr. BIveENs. We have a budget problem in the long run, and we
are going to need more revenue, and we are going to need taxes
that are higher. And I, for one, sure don’t feel bound by the pledge
to not raise taxes on anyone earning less than $250,000. I think
we will have to even go down the income scale when it comes time
to close the budget deficit.

Mr. JORDAN. I always suspected that was the case with the left,
but you are willing to say it. Go ahead.

Mr. BIVENS. In terms of the next couple of years, I think you
could easily have a situation where you allowed the Bush tax cuts
on the upper income earners to expire; and then, instead of then
allowing that to clamp down on economic demand a little bit, you
then do more fiscal support. You do the extension to COBRA, to
unemployment insurance, to food stamps. In COBRA, that was
very effective in the Recovery Act. So, I think it is easy to increase
fiscal support going forward while still letting the Bush tax cuts on
the high-end earners expire.

Mr. JORDAN. The government gets to control all that, which
scares me as well.

Let me ask you both about this; and, Dr. de Rugy, we will prob-
ably start with you. Art Laffer—and I asked this of Chairman
Bernanke when he was here about 5 weeks ago. Art Laffer had a
column about a month ago in the Wall Street Journal where he—
and, frankly, on today’s front page of the Wall Street Journal, the
lead story is, “Fed may revise their growth estimates for the re-
mainder of this year and into next year.”

Laffer’s point was, look, people make decisions based on policy
decisions about how they spend their money or when they take in-
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come, when they take profits. And his point was people are taking
income and profits this year in anticipation of what is going to hap-
pen on January 1st, those tax cuts expiring. And we may not have
the growth that some are even predicting for next year, again, kind
of confirming, I think, what Dr. Bivens said earlier in response to
Mr. Hensarling.

Dr. de Rugy, would you like to comment on that?

Ms. DE RuGy. It is obvious that people make decisions—whether
it is families or businesses, they make decisions based on what is
happening in the economy and what they project will happen in the
economy. In fact, it explains why, when the government spends a
dollar, then the economy shrinks rather than grows, because people
revise their expectations and they know that they are going to be
taxed in the future.

On top of that, they also, there is all this uncertainty that has
been injected that actually forces them or gives them an incentive
to not use the dollars, even the ones that have not been taxed.

The Federal Reserve came up, last week I think, with a number
of $1.8 trillion of capital who are sitting on the sidelines because
of the uncertainty injected by the government in the economy.

Mr. JORDAN. Dr. Bivens, would you agree with that?

And I have heard those exact sentiments from constituents of
ours, small business owners, larger business owners who say, look,
we know that tax increases are expected. We still don’t know what
is going to happen with this cap-and-trade. We still haven't figured
out what exactly this health care bill means for the bottom line of
our business. And because of all that uncertainty, as the doctor
talked about, they are not doing the things we would typically see
as an economy starts to come out of a recession. Would you agree
with that? I mean, I have heard it firsthand from constituents.

Mr. BIVENS. No, not really. I mean, I am sure there are some
people out there who say that.

But look at the NFIB study that somebody mentioned earlier, the
National Federation of Independent Businesses. What has been
spun a lot is uncertainty is what is hurting these businesses. If you
look at the number one thing the actual business owners said was
the problem facing them: not enough customers. And there is no
reason to invoke uncertainty or anything as to why there are fewer
customers than 2 years ago. The reason why there are fewer cus-
tomers is because we have lost about $8 trillion in housing wealth,
because we have about 5 to 6 million more people unemployed.

So, I don’t think you have to go anywhere beyond looking at the
aggregate data to see why the customers have dried up. I don’t
think you have to resort to psychology or anything like that. You
can just look at the wealth and the incomes of American families.
They have completely dried up. It has been a shock to private
spending, and that is why you need public support to get the econ-
omy to a healthier place.

Mr. JORDAN. Mr. Chairman, if I could, this past month we went
over $1 trillion in deficit for this year. We are at $13 trillion na-
tional debt. Obviously, you cannot sustain that kind of spending in
the long term.

I have actually introduced a budget that gets to balance over the
budget window time frame. We think it does the right things.
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But long term, to deal with, I mean, the unbelievable budget sit-
uation we are in, what do you think, how do you think we address
that? I happen to think that the only way you get there, you first
have to limit spending, which our budget does. You don’t make the
problem worse, in my judgment, by adding taxes. But the only way
you deal with it is through economic growth.

Would you both agree with that? I don’t care who starts. I mean,
you have to have—when you are talking about this kind of situa-
tion, you have got to have economic growth long term to actually
begin to pay down the debt and deal with the situation.

Ms. DE RUGY. I mean, I would agree except that, considering the
size—if you don’t cut spending, we are not——

Mr. JORDAN. I am for that, too. I get that.

Ms. DE RuGy. But, I mean, we need to cut spending dramatically.
Because we are not going to be able to grow ourselves out of the
economy, especially if we continue growing.

And, by the way, if you unpack the GDP number, you will see
that the reason why GDP is growing is because of the injection of
government funds. Are we willing to continue this? I mean, once
you take away government spending, the GDP will fall down.

And, by the way, we have spent, on this discretionary—it is not
just tax cuts that has been spent. The money in the recovery act
is almost $200 billion in contracts and grants and loans. So, it is
not cheap change. So, a lot of the stimulus money has been spent.
It is not just tax cuts, which most of them are spending. So, we are
not going to grow ourselves out of this spending explosion that is
coming our way, and we will see the most massive transfer of
wealth from the relatively young and poor to the relatively old and
wealthy.

And so, we need to cut spending, and we need to cut it now. Be-
cause the looming entitlement crisis that we have been talking
about is today, is starting now. The Social Security Trust Fund is
in cash flow deficit. And even if it kind of maybe gains a little bit
of money in the next few years—which is not sure if the economy
doesn’t grow. And, by the way, the Fed today has actually stipu-
lated that it is going to slow down rather than grow. I mean, we
are not going to get ourselves out of it. We need to cut spending,
and we need to cut it now.

Mr. JORDAN. Doctor?

Mr. BiveENs. We absolutely need growth.

Can I say one thing? Just based on the latest Congressional
Budget Office long-term budget outlook, to me I read that docu-
ment, and I see the number one thing you need to do is allow the
health reforms that were passed to actually happen. If you look at
the extended baseline where they allow the revenue to raise and
the spending reductions caused by that health reform act to hap-
pen, we don’t have much of a budget problem over the next 10, 15
%fears. If you renege on those, then you have got a big budget prob-
em.

So, I think we should actually, one, acknowledge that the health
reform act was passed with the biggest deficit reduction effort
maybe in history, absolutely in a long time. And the degree to
which we have a budget problem over the next 10 to 15 years is
the degree to which we renege on what was put in place in that
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health reform package because health reform is the long-term driv-
er of budget deficits.

Chairman SPRATT. Thank you both for your spirited testimony.
We appreciate your patience also in waiting your turn, but that is
why we gave you as much scope as we could for your discussions
this afternoon. We benefited from what you had to say, and we ap-
preciate you coming.

One final housekeeping detail, I would ask unanimous consent
that members who did not have the chance to ask questions may
submit questions for the record within seven days.

Thank you again very much for coming.

The committee stands adjourned.

[Questions submitted for the record and their responses follow:]

QUESTIONS SUBMITTED TO WITNESSES FOR THE RECORD
QUESTIONS FROM CONGRESSMAN MIKE SIMPSON

SECRETARY CHU: I appreciate you appearing before the Committee. I wanted to
ask you a question regarding funding for loan guarantees.

As you know, I am a big supporter of the loan guarantee program and believe
it is an important tool to enable energy projects to access credit markets during a
time when credit is extremely hard to obtain.

I understand that the Recovery Act included $4 billion in appropriations for loan
guarantees for renewable energy projects, which I believe provides you with $32-$35
billion in additional authority, of which only 6% has been committed, correct?

In addition, I understand that DOE has received $18.5 billion in loan guarantee
authority for renewables through the regular appropriations process, of which 1.7%,
or $2.4 billion, has been committed or guaranteed. If you add that all up, by my
count, DOE has around $50 billion in unspent loan guarantee authority for renew-
able energy.

Could you tell me if that number sounds accurate or how much loan guarantee
auth(arig% for renewable remains at DOE? How much of the ARRA funding has been
awarded?

As I understand it, the goal of the ARRA funding particularly is to get the money
out the door quickly to rapidly create jobs, and I am extremely concerned that very
little of that funding has gone out. Are there an insufficient number of qualified
projects applying? Could you please explain why DOE has been unable to obligate
these funds more rapidly?

Secretary Chu, I realize that while the budget requested additional funding for
nuclear projects, it did not include more funding for renewable. Could you explain
the reasoning behind that?

SECRETARY VILSACK: I know that some companies that provide and build
broadband infrastructure are having difficulty doing so because they have to com-
pete against companies that have received federal subsidies under ARRA.

I'm concerned that, in essence, the government is picking and choosing winners
in the private market.

Since more than $7 billion in federal funds were provided for broadband infra-
structure development (half to USDA and half to Commerce) and it is also funded
in regular appropriations bills, what criteria do you have in place to ensure that
the government is not interfering in what the private sector is trying to do and is
not creating an unfair advantage to grant recipients over their competitors?

QUESTIONS FROM CONGRESSWOMAN MARCY KAPTUR

1. The funding provided to the Department of Energy through the alternative en-
ergy loan guarantee program in the American Recovery and Reinvestment Act is
critical in accelerating development of the domestic alternative energy market.

Especially at a time when credit markets are frozen for large scale projects, the
DOE loan program represents a critical opportunity for the domestic industry.

In my district, a number of the worlds leading solar manufactures have invested
millions in expanding manufacturing lines and are relying on the loan guarantee
programs to create continuity in their manufacturing capacity.

I am concerned that the interagency process required to process applications for
the loan program needs attention to ensure that loan guarantee applications are
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processed with the required sense of urgency. What recent actions has the agency
taken to accelerate approval of loan guarantees?

2. Please update the committee on the progress you have made in obligating DOE
Loan Guarantee funds in both project and dollar figures for approved loans.

3. While the Department of Energy is the primary lead for these projects, OMB
has exerted significant management authority of the program. What are the OMB’s
roles and responsibilities in reviewing, and approving loan guarantee applications?

5. Are OMB’s activities operational or consultative?

6. What is the statutory authority basis for OMB’s role in reviewing and approv-
ing these applications?

7. Does OMB or the Department of Energy have established bench marks to com-
plete the loan approval process? Does OMB take into consideration the timeline by
which an applicant can start construction?

8. Has the Department of Energy hired additional staff with the expertise to per-
form these activities and what role has OMB had in conducting the same review?

9. To what degree does DOE review domestic content capacity for these proposed
Loan Guarantee approvals?

10. One of the projects currently under review by DOE is a large project in South-
western Arizona proposed by First Solar called the Agua Caliente Solar Project. It
is my understanding that this project, if approved, would allow First Solar to con-
tinue operations at their plant in Northwestern Ohio. Approving projects which
have the potential for domestic sourcing should remain a priority for the adminis-
tration. For the projects currently in the DOE loan guarantee pipeline either ap-
proved or pending, what can the administration tell us about the ripple effect of job
creation or retention?

11. Specifically for the Agua Caliente Solar Project, has DOE conducted any anal-
ysis of the number of jobs that this project would create/retain at the First Solar
manufacturing facility in NW Ohio?

SECRETARY VILSACK’S RESPONSES TO QUESTIONS SUBMITTED
QUESTIONS FROM CONGRESSMAN MIKE SIMPSON

Questions from Congressman Mike Simpson

Secretary Vilsack: I know that some companies that provide and build broadband
infrastructure are having difficulty doing so because they have to compete against
companies that have received federal subsidies under ARRA.

I'm concerned that, in essence, the government is picking and choosing winners
in the private market.

Since more than $7 billion in federal funds were provided for broadband infra-
structure development (half to USDA and half to Commerce) and it is also funded
in regular appropriations bills, what criteria do you have in place to ensure that
the government is not interfering in what the private sector is trying to do and is
not creating an unfair advantage to grant recipients over their competitors?

Response: Many communities throughout rural America lack high speed
broadband to facilitate economic development. To ensure that funding provided
under the Recovery Act reached those needy communities, our Notices of Funding
Availability (NOFAs) for the Broadband Initiatives Program (BIP) provided all types
of entities—public, private, cooperative, non-profit, etc., with an opportunity to com-
pete for funds. The NOFA’s also required that all applicants map their proposed
funded service areas (PFSA’s) and clearly delineate areas that were unserved and
underserved. These maps were then posted on our joint website with the Depart-
ment of Commerce—www.broadbandusa.gov—and the public was provided with the
opportunity to comment on whether broadband service was already available in the
applicant’s PFSAs. This ensured that USDA was not providing funding in PFSA’s
that were already served. USDA received thousands of comments, primarily from
incumbent service providers regarding the PFSA of applicants. To ensure that funds
reached areas that met the requirements of the NOFA, USDA staff carefully as-
sessed the applicants PFSA’s, publically available information, and comments filed
by incumbent service providers on the PFSA’s. In many cases, USDA Field Staff ac-
tually visited the PFSA’s to ensure that precious Recovery Act funds went to
projects that best meet the requirement of the NOFA. All projects awarded to date
have meet the stringent requirements of the NOFA which provided all an oppor-
tunity to bring broadband service to underserved areas.
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MR. ROGERS’ RESPONSES TO QUESTIONS SUBMITTED
QUESTIONS FROM CONGRESSMAN MIKE SIMPSON

Q1. I appreciate you appearing before the Committee. I wanted to ask you a ques-
tion regarding funding for loan guarantees.

As you know, I am a big supporter of the loan guarantee program and believe it
is an important tool to enable energy projects to access credit markets during a time
when credit is extremely hard to obtain.

I understand that the Recovery Act included $4 billion in appropriations for loan
guarantees for renewable energy projects, which I believe provides you with $32-$35
billion in additional authority, of which only 6% has been committed, correct?

A1l. With the $1.5 billion rescission under H.R. 1586, the Department now has ap-
proximately $2.4 billion appropriated for Section 1705 credit subsidy. The Depart-
ment estimates this could support approximately $20 to $22 billion in loan guaran-
tees; however, the actual loan level supported will depend on the final contract
terms of each loan guarantee. As of September 7, 2010, the Department has closed
four loan guarantees totaling approximately $794 million in loan guarantees and
using approximately $61 million in budget authority. In addition, the Department
has offered conditional commitments for six additional projects eligible under Sec-
tion 1705 totaling approximately $3.4 billion in loan guarantee value. The actual
credit subsidy for each project is determined at financial closing.

Q2. In addition, I understand that DOE has received $18.5 billion in loan guar-
antee authority for renewable through the regular appropriations process, of which
1.7%, or $2.4 billion, has been committed or guaranteed. If you add that all up, by
my count, DOE has around $50 billion in unspent loan guarantee authority for re-
newable energy.

Could you tell me if that number sounds accurate or how much loan guarantee
authority for renewable remains at DOE? How much of the ARRA funding has been
awarded?

A2. The Department estimates that the $2.4 billion in appropriated subsidy avail-
able under Section 1705, could support approximately $20 to $ 22 billion in loan
guarantees; however, the actual loan level will depend on the final contract terms
and specific nature of each loan guarantee. As of September 7, 2010, DOE has
closed four loans totaling approximately $794 million and using approximately $61
million in budget authority. DOE has issued conditional commitments for six addi-
tional Section 1705 projects totaling approximately $3.4 billion in loan guarantees.
The credit subsidy costs for these loans will be calculated prior to financial closing,
and reflect project specific factors including contract terms.

With respect to non-ARRA authority, to date the Department has offered condi-
tional commitments for loan guarantees to two projects totaling $317 million against
the $18.5 billion in loan authority for innovative energy efficiency and renewable en-
ergy projects available under Section 1703 loan guarantee authority. This loan guar-
antee authority is underutilized because many of the Section 1703 renewable energy
projects in the pipeline are also Section 1705 eligible, and are being processed under
the Section 1705 program to receive appropriated credit subsidy. Because the 1705
program is lower cost to the borrower, borrowers obviously prefer to use that pro-
gram when they are eligible to do so.

Q3. As I understand it, the goal of the ARRA funding particularly is to get the
money out the door quickly to rapidly create jobs, and I am extremely concerned that
very little of that funding has gone out. Are there an insufficient number of qualified
projects applying? Could you please explain why DOE has been unable to obligate
these funds more rapidly?

A3. The Department is committed to managing the Loan Guarantee Program to
carry out its mission effectively while protecting the American taxpayer. While cre-
ation of jobs is clearly one of the goals of the program, it is not the only one: the
objective is to help transform the energy economy to new clean technologies. The
infrastructure investments in the Recovery Act were always intended to be longer-
term than the more immediate efforts of tax reductions and assistance to states.
This means that proper due diligence is in order to ensure that good projects are
selected that meet the multiple goals set out in the directives given to the program
by Congress in statute. Projects seeking loan guarantees under Title XVII are typi-
cally large, complex transactions. To this end, and to ensure compliance with the
statutory requirement of a reasonable prospect of repayment, the Department per-
forms a rigorous and professional underwriting analysis of each application—a proc-
ess that necessarily requires time. However, the Department has instituted several
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changes to the Program that have resulted in greater efficiencies and is encouraged
that the improvements are working.

For example, the Program has implemented an online application portal to help
accelerate the application review process and increase program transparency. The
Program has also hired additional contractor support and federal staff and identified
external experts to assist with legal, engineering, financial and marketing analysis
of proposed projects. Furthermore, the Program has also streamlined the National
Environmental Policy Act of 1969 (NEPA) review process, and established a moni-
toring team.

Q4. Secretary Chu, I realize that while the budget requested additional funding
for nuclear projects, it did not include more funding for renewable. Could you ex-
plain the reasoning behind that?

A4. The 2011 budget includes $500 million in credit subsidy to support an esti-
mated $3-5 billion in loan guarantees for innovative renewable energy and efficient
end use energy projects; however, the actual loan level will depend on the final con-
tract terms of each loan guarantee and other project specific characteristics.

QUESTIONS FROM CONGRESSWOMAN MARCY KAPTUR

Q1. The funding provided to the Department of Energy through the alternative en-
ergy loan guarantee program in the American Recovery and Reinvestment Act is crit-
ical in accelerating development of the domestic alternative energy market.

Especially at a time when credit markets are frozen for large scale projects, the
DOE loan program represents a critical opportunity for the domestic industry.

In my district, a number of the world’s leading solar manufacturers have invested
millions in expanding manufacturing lines and are relying on the loan guarantee
programs to create continuity in their manufacturing capacity.

I am concerned that the interagency process required to process applications for the
loan program needs attention to ensure that loan guarantee applications are proc-
essed with the required sense of urgency. What recent actions has the agency taken
to accelerate approval of loan guarantees?

Al. The Department is committed to managing the Loan Guarantee Program so
that it carries out its mission effectively while protecting the American taxpayer.
Some of the delays are the natural result of standing up a new program and getting
procedures in place after appropriations were provided. Now that the Department
has had some experience with those processes, the Department has instituted nu-
merous changes to the Program resulting in greater efficiencies and is encouraged
that the improvements are working.

For example, the Program has developed an online application portal to help ac-
celerate the application review process and increase program transparency. The Pro-
gram has also added staff with relevant expertise. In addition, LPO has identified
external experts to assist with legal, engineering, financial and marketing analysis
of proposed projects. Furthermore, the Program has also streamlined the National
Environmental Policy Act of 1969 (NEPA) review process, and established a moni-
toring team. The program continues to work on ways to streamline the review proc-
ess.

Q2. Please update the committee on the progress you have made in obligating DOE
Loan Guarantee funds in both project and dollar figures for approved loans.

A2. As of September 7, 2010, the Loan Guarantee Program has closed four loan
guarantees totaling approximately $794 million and issued conditional commitments
for ten additional projects totaling approximately $14.0 billion in loan guarantees.

Q3. While the Department of Energy is the primary lead for these projects, OMB
has exerted significant management authority of the program. What are the OMB’s
roles and responsibilities in reviewing, and approving loan guarantee applications?

A3. Under the Federal Credit Reform Act of 1990 (Sec. 503), the Director of OMB
is responsible for determining credit subsidy cost estimates. Under this authority,
OMB delegates responsibility for the modeling to agencies, and reviews and must
approve subsidy cost estimates for all loan and loan guarantee programs. OMB
works closely with agencies to state accurately the costs of Federal credit programs.
Accordingly, OMB reviews and must approve the credit subsidy cost estimates gen-
erated by the Department for the Title XVII program.

Q5. Are OMB’s activities operational or consultative?

A5. OMB has statutory oversight for credit subsidy cost per the Federal Credit
Reform Act of 1990, as amended. OMB reviews and must approve the credit subsidy
cost computation generated by DOE, and works closely with DOE in the course of
the approval process.
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Q6. What is the statutory authority basis for OMB’s role in reviewing and approv-
ing these applications?

A6. Section 503 of the Federal Credit Reform Act of 1990 states that the Director
of OMB is responsible for determining credit subsidy estimates, in consultation with
the agencies, to state accurately the costs of Federal credit programs. OMB has del-
egated the responsibility for generating costs to the agencies under this authority,
and reviews and approves agency cost estimates for all Federal credit programs.

Q7. Does OMB or the Department of Energy have established bench marks to com-
plete the loan approval process? Does OMB take into consideration the timeline by
which an applicant can start construction?

A7. Since each transaction is unique, there are not benchmarks per se for the
completion of the approval process. DOE must ensure each loan guarantee meets
all statutory and regulatory requirements including, but not limited to, determining
that each project has a reasonable prospect of repayment. Projects seeking loan
guarantees under Title XVII are typically large, complex transactions which nec-
essarily require time for DOE to analyze and underwrite. Similarly, the complexity
of each transaction is a primary factor in the transactions timeline and approval
process. In addition, once a borrower is offered a conditional commitment, there are
often conditions which an applicant must meet before final loan documents can be
completed and the loan “closed”.

That said, the process of evaluation does take project timelines into consideration,
and the OMB review is the final step. DOE briefs OMB on project timelines, and
OMB’s review has often included queries about applicants’ ability to meet timelines
to ensure key milestones are met, e.g. eligibility deadlines for grants, tax credits,
equity contributions, construction times etc., among other considerations, as these
affect cash flows to and from the government.

Q8. Has the Department of Energy hired additional staff with the expertise to per-
form these activities and what role has OMB had in conducting the same review?

A8. DOE has hired a significant number of additional contractor support and fed-
eral staff including legal, engineering, financial, and market analysts all with rel-
evant experience. Section 503 of the Federal Credit Reform Act of 1990 states that
the Director of OMB is responsible for credit subsidy estimates, in consultation with
the agencies, to state accurately the costs of Federal credit programs. OMB has
worked with DOE to develop the credit subsidy estimation methodology used for the
Title XVII and approved DOE’s credit subsidy cost model in 2009. OMB’s role in
this process is consistent with the agency’s role in all Federal credit programs. In
addition, OMB plays its usual role in reviewing whether agency actions are con-
sistent with relevant laws and Administration policies.

Q9. To what degree does DOE review domestic content capacity for these proposed
Loan Guarantee approvals?

A9. In regard to its financial and technical review process, the Program does not
give preference to projects that have more domestic content than other projects; it
does, however, strongly encourage domestic sourcing of components where commer-
cially and technically feasible.

Q10. One of the projects currently under review by DOE is a large project in South-
western Arizona proposed by First Solar called Agua Caliente Solar Project. It is my
understanding that this project, if approved, would allow First Solar to continue op-
erations at their plant in Northwestern Ohio. Approving projects which have the po-
tential for domestic sourcing should remain a priority for the administration. For the
projects currently in the DOE loan guarantee pipeline either approved or pending,
wha;f can the administration tell us about the ripple effect on job creation or reten-
tion?

A10. As part of the review process for Recovery Act projects, the Loan Guarantee
Program considers the number of jobs that a proposed project estimates it will cre-
ate. While this specific applicant, First Solar, has a solar panel manufacturing plant
in Northwestern Ohio, the company has six additional factories worldwide. The ap-
plicant anticipates that the panels for this project will come from a combination of
these facilities.

Q11. Specifically for Agua Caliente Solar Project, has DOE conducted any analysis
of the number of jobs that this project would create/retain at the First Solar manu-
facturing facility in NW Ohio?

A11l. The Loan Guarantee Program considers the number of direct jobs that a pro-
posed project estimates it will create at the site, not the number of jobs that result
from the manufacturing of components that are used at the site.
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[Whereupon, at 5:25 p.m., the committee was adjourned.]
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