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THE PATH TO JOB CREATION: THE STATE OF
AMERICAN SMALL BUSINESSES

WEDNESDAY, FEBRUARY 1, 2012

HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,
Washington, DC.

The Committee met, pursuant to call, at 1 p.m., in room 2360,
Rayburn House Office Building. Hon. Sam Graves (chairman of the
Committee) presiding.

Present: Representatives Graves, Chabot, King, Mulvaney, West,
Walsh, Schilling, Velazquez, Schrader, Clarke, Cicilline, Richmond,
Hahn.

Chairman GRAVES. Good morning. We will call this hearing to
order. I want to thank everyone for joining us today to examine the
state of small business economy. Some of our witnesses have trav-
eled here from a pretty good distance and we appreciate you being
here very much. Thank you.

Being a small business owner in America is a tough job. No mat-
ter what your business is you must wear a lot of different hats. In
addition to doing what you do when you went into business in the
first place you probably have to tackle responsibilities like being a
tax accountant, advertising executive, regulations expert, fund-rais-
er, and human resources expert as well. Yet throughout our history
entrepreneurs in America have done all these things and a lot
more.

Recently, the business if being in business has gotten a whole lot
more difficult. Last year, Gallup released a poll outlining the most
significant concerns facing America’s small businesses. Small busi-
ness owners have a very simple message for Washington—get out
of our way. Entrepreneurs in this poll pointed to excessive govern-
ment regulation, lack of available capital, and low consumer con-
fidence as the biggest hurdles small businesses have to overcome.
And this poll mirrors numerous trade association, think tank, and
national media polls that say the same thing. Small businesses
want Washington to let them do what they do best.

Earlier this year the U.S. Chamber of Commerce released a poll
showing that the vast majority of small businesses believe that the
national economy is on the wrong track. Nearly two out of every
three do not plan to hire in the coming year due to regulations and
the general uncertainty of the national economy. Seventy eight per-
cent of small businesses surveyed reported that taxation, regula-
tion, and legislation from Washington makes it harder for busi-
nesses to hire more employees. The uncertainty is coming at them
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from all sides and I think we need to be doing a better job of re-
storing confidence to entrepreneurs and consumers alike.

Adding yet more doubt to the economy is the rising federal deficit
and the financial crisis abroad. We see firsthand how out-of-control
debt can destroy economies all over in Europe. This can impact our
economy through decreased exports and exposure of American in-
vestments to losses overseas. Small businesses remain uncertain
not only about the U.S. economy but about trouble in the world
economy as well. This economic uncertainty disproportionately im-
pacts small businesses more than larger businesses because larger
businesses have the resources to deal with a rapidly changing eco-
nomic environment.

We have a real opportunity to enact changes that give small
businesses the tools they need to lead an economic revival. Govern-
ment does not create jobs to produce long-term economic growth;
the private sector does. The faster Washington releases the reigns,
the faster we will see Americans back on the job and put our na-
tion back on the path of economic prosperity.

And again, I want to thank all of our witnesses. I look forward
to hearing your testimony. And now I will turn to Ranking Member
Velazquez for her opening statement.

Ms. VELAZQUEZ. Thank you, Chairman Graves.

By almost any measure conditions for small firms are better
today than any time since the recession ended in June of 2009. Ac-
cording to the Federal Reserve, banks losing credit restriction for
small businesses every quarter in the last year. Similarly, the
Thomson Reuters Small Business Lending Index showed an in-
crease in borrowing by small firms for five straight months through
the end of 2011. There has also been a steady decline in delin-
quency and defaults on small business loans for much of the past
year. These conditions are a significant reason why the NFIB index
of small business optimism registered the fourth straight monthly
increase in December. Last month, 9 percent of small business
owners reported plans to increase employment, the second strong-
est reading since 2008.

Even with this progress a great deal of work remains to be done.
Despite adding 1.6 million jobs to the economy in the last year, fed-
eral policies have not been sufficient to overcome job losses in-
curred in the recession. The unemployment rate which has fallen
over the past year is only projected to reach the low 8 percent
range by the end of 2012. Clearly, our optimism must be tempered
by the reality that we still have a long road ahead of us with mil-
lions of Americans who are seeking jobs unable to find it. Members
of this committee know better than most that small businesses will
be critical for job growth. In particular, one group excels over oth-
ers. Startup businesses grow faster, create more employment op-
portunities, and are more innovative than older, more established
firms.

While startups account for only 3 percent of U.S. employment,
they are responsible for nearly one out of every five jobs created
year over year. And according to the Kauffman Foundation, the net
new jobs from startups can be credited for all the job growth in the
U.S. over the stretch of roughly 30 years. If we want to accelerate
the recovery, steps should be taken not only to assist small busi-
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nesses but also to target help to high growth startup firms. Unfor-
tunately, this is one area where federal policy continues to lack.
While general credit conditions have improved, lending to startups
and early stage businesses remains tight. Last year the number of
small loans to smaller firms, those of 250,000 or less in the SBA
7(a) program fell by over 50 percent compared to pre-recession les-
sons.

With that said, small businesses of all varieties remain critical
to our economic health. Today I look forward to hearing both anec-
dotal accounts, as well as empirical evidence about the state of the
economy. In doing so this committee can identify what is working
as well as areas where we still face challenges.

Let me thank all the witnesses who traveled here today for both
your participation and insight into this important topic.

I yield back. Thank you, Mr. Chairman.

STATEMENTS OF DENNIS J. JACOBE, CHIEF ECONOMIST, GAL-
LUP; PETER FERRARA, SENIOR FELLOW, THE HEARTLAND
INSTITUTE; MARTIN BAILY, SENIOR FELLOW, THE BROOK-
INGS INSTITUTION; MICHAEL J. FREDRICH, PRESIDENT,
MANITOWOC CUSTOM MOLDING

Chairman GRAVES. All right. Our first witness today is Dr. Den-
nis Jacobe, who is the chief economist at Gallup with 20 years of
experience working with some of the world’s best known financial
firms. He leads several of Gallup’s key economic tracking meas-
ures. Dr. Jacobe received a Ph.D. in economics from Virginia Tech
with major areas of specialization in money and banking, public fi-
nance, and public choice. Thank you for being here today with us,
Dr. Jacobe.

STATEMENT OF DENNIS J. JACOBE

Mr. JACOBE. Thank you, Mr. Chairman. It is a pleasure to be
here, Chairman Graves, and Ranking Member Velazquez.

What I will do is just quickly go through some of the key points
of my testimony. We have a lot of data moving very quickly. What
I want to do is cover five quick points, the first being that I think
we are at a critical juncture for the economy from our behavioral
economics data and it provides us with an opportunity and also a
risk, of course.

Second, we just completed a poll with Wells Fargo Gallup Poll
that we do quarterly every year and we found the highest optimism
we have found since July of 2008. So that is a really good oppor-
tunity in that context. We found their hiring intentions to be the
best they have been since January of 2008. So it is another kind
of opportunity where people are looking forward to 2012 in a very
optimistic way.

We also found in our survey some key obstacles to their doing
that hiring and to expanding, and then I have a suggestion for you
from our sort of behavioral economics and polling analysis.

So what we do is every night we ask about 1,000 Americans
across the country their opinions on the economy. We ask a lot of
other things but we are the only polling firm that goes and does
that every night. We have done that consistently since January of
2008, so now we have a pretty good behavioral economics database.



4

From that, for example, we create a consumer confidence index of
our own we call Economic Confidence. And unlike what you heard
from the conference board, our numbers show that consumer con-
fidence remains as high as it was prior in May of last year. So it
is not the downturn that you have heard recently, and we think
our numbers, about 30,000 interviews a month, are pretty impres-
sive in that kind of measurement process.

In terms of job creation, we created something we call a Job Cre-
ation Index and we ask firms’ employees whether they are hiring
or firing. In that process we measure over time their intentions to
hire. What we are finding is employees are saying that hiring in-
tentions are the best they have been since 2008. Again, another
surprising number. Actually, September of 2008.

We also measure unemployment, and what will happen Friday I
do not know because there is a lot of change taking place with
what the BLS does on an annual basis. But our number comes out
to be, as I have in my testimony, at mid-month it was 8.3 percent,
which is seasonally unadjusted. Just today our number comes in at
8.6 percent in terms of the unemployment rate. More important, if
you see in my testimony on the first chart in there, I have 18.1 per-
cent underemployed. Our underemployment measure takes the
people who are unemployed and adds to the number of people who
are working part-time but want to work full-time. That number
just over the last two weeks has gone up to 18.6 percent. So again,
a critical kind of junction and a big jump in a short period of time.

If you look at our index, which is a couple charts further into my
testimony, you see that huge jump in terms of small business opti-
mism. That number, the 15, as I said, the highest since July of
2008, and on the next page I sort of outlined for you the gap in
terms of hiring intentions, which again is good at January 2008.

When we survey small business owners, which we do routinely,
we ask them why they are not hiring. And I outline in my testi-
mony a sequence of different questions as to why people are not
hiring right now. And obviously, they always come back—small
business owners come back they would like more revenue, they
would like more cash flow, that kind of thing. But one of the key
items that they continually repeat no matter how we ask the ques-
tion is that they are concerned about government regulation.
Whether that is true in reality or simply true in perception, they
continually repeat that as one of the reasons why they are not hir-
ing.
So that leads me to sort of two quick conclusions. One is that I
think that given the juncture of small business with their optimism
right now, anything that you could do to help that optimism and
that psychology would be beneficial, and simply a moratorium on
regulations so you do not discuss what is good and what is bad but
simply taking away that psychological constraint I think would
give a boost to small business at this point in time.

And then I also mentioned, and we are very concerned about the
high level of unemployment and underemployment, so we think
that we should consider something that helps get small businesses
into the process of bringing in interns and those kind of works to
learn because we are afraid that a lot of people are not getting the
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skills they need. And when we keep surveying small businesses
they tell us that they need skilled workers.

Thank you very much. I will be glad to answer any questions.

Chairman GRAVES. Thank you, Dr. Jacobe.

Our next witness is Peter Ferrara, the senior fellow for entitle-
ment and budget policy at the Heartland Institute. He served in
the White House Office of Policy Development under President
Reagan and as associate deputy attorney general of the United
States under the first president Bush. Mr. Ferrara is a graduate
of Harvard and Harvard Law School. Welcome to the Small Busi-
ness Committee.

STATEMENT OF PETER FERRARA

Mr. FERRARA. Mr. Graves, Ms. Velazquez, members of the Com-
mittee, thank you for the opportunity to testify this morning—this
afternoon, actually. I have sort of a macro view of the economy and
as it affects small businesses and everyone else, actually.

Even President Obama’s budget projects that the federal govern-
ment’s gross federal debt will soar to 100 percent of GDP by 2020.
The Bank for National Settlements estimates that this gross debt
will accelerate even faster, hitting 200 percent of GDP by 2022, and
300 percent by 2030. Under current policy, CBO projects that even
the smaller national debt held by the public would rocket to 185
percent of GDP by 2035 and to 200 percent by 2037, twice as large
as our entire economy. This national debt would explode further to
unprecedented levels of 233 percent of GDP by 2040 and to 854
percent of GDP by 2080.

What this means is that America is almost at the same disas-
trous level of debt as Greece, and on our current course we will
soon be there. Indeed, in our current course we will rocket right
through that level and well beyond. Now, most people do not know
that soon after World War II, federal spending as a percent of GDP
has been fairly stabilized and has remained stable at around 20
percent of GDP until recently. Official U.S. government projections
have shown for some time now that over the next 30 to 40 years
federal spending as a percent of GDP will double to 40 percent or
more. Financing that will ultimately require at least doubling every
federal tax. Adding continued state and local spending growing to-
wards 15 percent of GDP and government in American will con-
sume more than half of the economy. In fact, it will be more than
that because the economy will collapse under that burden and the
percent of spending as a percent of GDP will be even higher. This
would fundamentally transform America into a static, low growth,
socialist European state. America’s traditional world-leading pros-
perity and opportunity, the American dream, would be gone. And
of course, small businesses would be the first and chief victims of
that economic future.

But there is good news if we would open our minds and think
anew. As I showed in detail in my recent book, America’s Ticking
Bankruptcy Bomb, by modernizing our old-fashioned tax and redis-
tribution entitlement programs to rely instead on 21st century cap-
ital labor insurance markets, we can achieve all the social goals of
these entitlement programs far more effectively, actually serving
seniors and the poor far better at just a fraction of the current cost
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of these programs. Such reforms would involve powerful market in-
centives driving the programs to contribute further to boom the
economic growth and prosperity rather than detracting from it. Ul-
timately, these reforms all together would reduce federal spending
by half or more as a percent of GDP of what it would be otherwise
solving the long-term fiscal problem. Yet, because these reforms
would involve fundamental structural changes that actually serve
the poor and seniors far better, rather than simple-minded benefit
cuts they would be politically feasible. Modernizing the programs
to the remarkable benefit of the populations they serve, which the
book shows is possible by harnessing markets and incentives to
achieve the social goals of the programs far more effectively is the
political key to unlock the door to unnecessary entitlement reform.

Exhibit A, the first example of this, would be the 1996 Welfare
Reform that reformed the old AFDC program. That program pre-
viously was based on a matching federal funding formula. The
more the state spent, the more the federal government would send
to the state, basically saying the state to spend more. That form
was transformed into finite block grants. The federal funds for the
states were fixed by a formula fixed finite amount. If the states
spent more, the states had to spend it out of their own pocket. If
the states reformed, the program spent less. They could keep the
money.

With those incentives we had remarkable results. Two-thirds got
off the program within a couple years and went to work. They
saved the taxpayers about 50 percent of what it would have cost
otherwise after a period of about 10 years. Yet, the poor gained.
Their incomes are documented to increase by 25 percent because
so many more of them were working. There are nearly 200 more
federal means tests and welfare programs. This same reform could
be extended to each one of those. They are estimated to cost $10
trillion over the next 10 years. I estimate that extending those
same reforms would save $4.1 trillion. See, again, the poor gain;
the taxpayers gain as well.

Another key example, personal accounts for social security. You
would shift the spending from its enormous reduction in federal
spending. You shift the spending from the public sector to the pri-
vate sector; yet the seniors in the future would gain higher benefits
rather than lower benefits because the long-term market invest-
ment returns are so much higher than what social security can
even promise, let alone what it can pay, which is based on no sav-
ings and investment at all but just tax and redistribution. So
again, seniors gain and taxpayers gain because the tax burden,
eventually you could expand those personal accounts to displace
the payroll tax entirely, financing all the benefits through that are
financed by the payroll tax today through those personal accounts.

So that 1s another example that modernized programs serve sen-
iors far better and solve the long-term fiscal problem. The same
would apply to Obamacare and I could go into that. Thank you
very much.

Ms. VELAZQUEZ. Yeah. It is my pleasure to welcome Mr. Martin
Baily. He is a senior fellow in economic studies at the Brookings
Institution. He is also a senior advisor to McKinsey and Company
and an advisor to the Congressional Budget Office. Dr. Baily pre-
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viously served on the Council of Economic Advisors, including as
chairman from 1999 to 2001. Dr. Baily earned his Ph.D. in econom-
ics from MIT. He has taught at MIT, Yale, and the University of
Maryland. Welcome.

STATEMENT OF MARTIN BAILY

Mr. BaiLy. Thank you, Chairman Graves, Ranking Member
Velazquez, and members of the Committee. It is a real privilege for
me to be able to speak here today.

Let me start on the overall economy. It is still fairly weak, al-
though I think it is doing better than it was. I think we are going
to see so much stronger growth in 2012 than we saw in 2011, and
I think the report from Dr. Jacobe supports that. Optimism is be-
ginning to rise both among consumers and among small business.

Nevertheless, I would not expect to see more than about 2 to 3
percent growth in 2012. Why are we having such a slow recovery?
Housing, housing, housing. It has got an awful lot to do with the
fact that we ended up in this housing bubble. We spent too much
money thinking that we were richer than we were. We built too
many houses, and as the bubble burst we lost a lot of household
wealth and so we really are still experiencing the legacy of the
housing bubble.

Also, recessions develop their own kind of inner dynamic. You get
a loss of jobs, a loss of income, then consumption is weak. That
means that sales are weak so hiring and investment are weak be-
cause sales are weak. And so that goes around again and we end
up in a fairly deep hole and it has taken a long time to get out of
it. I think it would have been helpful actually if everyone, policy-
makers and economists, had realized just how long it was going to
take to get out of this mess. It really was the most severe recession
in a long, long time and that is just not solved very easily.

I think there is an upside. I think we could get more than 2 to
3 percent growth if confidence begins to build. This is about the
time when you might expect to see the recovery really begin to
break out on the upside, so I do have some confidence. On the
other hand, we have some risks, too, including Europe. If Europe
goes down, if we get a lot of financial failures in Europe, I think
that will be very hard for the U.S. not to get dragged down. We
have tensions in the mid-East. If oil prices were to jump that would
be another serious problem.

Turning to small business, as you know it has been very hard
hit. I have some charts in my testimony. There were fewer startups
and a lot of stress among existing businesses. Why are there fewer
startups? Well, obviously when you go into recession it is just not
as attractive to try to start up a new restaurant, a new drycleaner,
whatever it is, a technology company. Those things have been
much less attractive in these recession conditions that we have
had.

Another issue is the loss of homeowner equity. Of course, we
have all experienced that but small businesses typically will take
money out of their homes or they will pool together. A few partners
will get together, get a loan against the value of their home to fund
a startup. And so that money has not been available. Also, bank
credit, which has been tightened and then loosened as Ms.
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Velazquez said but it is still more difficult to get funding if there
is a lot of uncertainty if you are a small business. So lack of sales,
lack of credit, those have been the things that have hurt on the
startup side.

Now, there are concerns about regulations, taxes and the deficit.
I have concerns about all of those things, so those are important
issues. Let me talk about the regulation issue. The one that has
gotten the biggest hit has been the Affordable Care Act. And there
is just tremendous opposition to that which seems out of proportion
to the content of the act itself. There are no requirements on busi-
nesses with 50 or fewer employees to provide health insurance, nor
are they required to pay a penalty if they do not. And that is actu-
ally hmost small businesses. So they are not really affected that
much.

Not only that, there was a report, which I had not seen when I
wrote my testimony, by the Kaiser Family Foundation. Of the com-
panies between 50 and 100 employees, 92 percent of them were al-
ready providing some kind of health insurance benefit. So we are
not telling them, start anew and do something you are not doing.
And many small businesses, those under 50, could get some sub-
sidies and actually help them along. So the Urban Institute study,
for example, argues that actually small business on balance might
be helped by the Affordable Care Act.

I understand why small businesses say, this is a problem. This
is terrible. This is all this regulation. That is what they hear all
the time. That is what everybody is saying.

I am running out of time. Let me just say what could be done.
Obviously, if we can improve the overall economy we will improve
small business as well. So some modest continued stimulus. I think
it was a good idea to do the payroll tax cut and we should extend
that for the whole year, find a way to do that. I think on the credit
side we should work with bank regulators. We do not want to give
away money and have a lot of bad loans again. So let us not go
back to that. But I think banks and regulators, there is some de-
mand for credit from sound businesses and so more could be done
in that area.

I think the SBA has done a good job and I think we should think
about maybe ways to get a little more money to the SBA to provide
guarantees or to do some direct lending. I would also mention that
the Startup Act of 2012 has been proposed in the Senate. It has
got a number of different things, and I do not agree with every-
thing in it, but it does suggest we should simplify and streamline
some of the permissions and regulations, some of which happen at
the state and local level. That is an area where maybe the federal
government and state and local governments can cooperate. I think
it would be good to get more visas for skilled people because I think
they are job creators, and we need to do more to help the skills of
the American population so that small businesses can find the peo-
ple they need.

Thank you. I will stop there.

Chairman GRAVES. Thank you, Dr. Baily.

Our next witness finishing up today is Mr. Mike Fredrich. He is
president at Manitowoc Custom Molding. Did I say that right?

Mr. FREDRICH. No, but that is okay.
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Chairman GRAVES. Oh, I am sorry.

Mr. FREDRICH. Nobody says it correctly. It is Manitowoc.

Chairman GRAVES. Manitowoc.

Mr. FREDRICH. Yes.

Chairman GRAVES. Manitowoc. He is testifying on behalf of the
Small Businesses and Entrepreneurship Council. Mr. Fredrich has
owned MCM, a custom molder of precision thermoset plastic parts
for 10 years. He received his degree in nuclear engineering and his
MBA from the University of Wisconsin in Madison. Thank you for
being here today.

STATEMENT OF MICHAEL J. FREDRICH

Mr. FREDRICH. Thanks a lot. I am not a doctor, by the way. Just
a regular guy.

Chairman GRAVES. Mike is pointing that out to me. I apologize
for that.

Mr. FREDRICH. Thanks a lot for having me here. It is an honor
to come and speak before the Committee.

As the chairman said, I have owned the company for 10 years
and the company was started in 1983. It has had two owners. The
guy who started it and I bought it from him in 2001. And none of
our products show up in anything that you would ever notice be-
cause they are all products that go into somebody else’s product.
But we have a good diversity of industries that we sell to. We have
in consumer products maybe 25 percent of our business; industrial,
35; aerospace, 20—that is growing; and defense, 15. And then we
have some cats and dogs.

So we have a pretty good view of how the general economy is
doing. And I can tell you that last year, 2011, we had the best year
we ever had. So you would think everything is rosy. I am happy.
I am here to report to you that the psyche of small businesses is
good and I just cannot say that. I have to say I have never been
more concerned with our prospects as a company than I am right
now. And I used to worry about all sorts of things that are related
to the business—customers, serving customers, on-time perform-
ance, quality, things like that.

But now I spend the majority of my time worrying about the
country because we are here. And unlike multinationals we cannot
diversify out of here and we are stuck and we have got some bad,
bad things going on in this nation which will affect everybody, not
just small businesses but everybody. But it will affect small busi-
nesses. So when asked to do this I highlighted some of them, some
of the areas which are going to affect us.

And, you know, regulation is an issue and you say, yeah, every-
body is worried about regulation but here are some things that af-
fect us. Dodd-Frank, for example. We deal with a bank in Green
Bay. It is a privately held community bank. So I called the owner,
who I know. I have known him for 20 years. I said, “Bob, how is
this Dodd-Frank thing going to affect you?” He said, “You know, I
do not know. They are still writing it.”

The obvious question is what did everybody vote on? But it is not
going to be good. They have one compliance officer for the entire
bank and this is just more red tape compliance that will make it
difficult for small businesses whose primary source of capital by
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the way are banks, commercial banks. And I like dealing with com-
munity banks because at least the people make the decision that
you are talking to. So that is one area that I am worried about.

Health care is another one. We just pre-priced our health care in-
surance and you are right. A lot of the small businesses between
50 and 100 people have insurance. We have a high deductible HSA
plan and this year—it is hard to go out and replace these things
and get quotes because you have to do a survey of everybody. But
we did that this year because we wanted to try and get a better
deal. So we went to five new companies that were not—that were
new to us and asked them to quote on our business. Every one of
them, all five quoted 85 percent premium increase, which is the
maximum they can quote. I do not know if that is a Wisconsin law
but in Wisconsin they can quote 85 percent which means they did
not want the business. The company carrying it right now raised
the price 14.5 percent for the premium and the maximum they can
raise it according to state law is 15 percent. So they raised it the
maximum.

So what we have is a situation where we have no competition
anymore from carriers, from insurance providers because they are
just not going to quote. I think there is so much uncertainty with
that that they are holding firm. And the people who are stuck with
us, the one company, they can raise it 15 percent a year and that
is probably what we are going to see. So that is a concern.

The other issue I have is—I am running out of time—inflation.
And there has not been much but there is going to be. Has to be.
If you look at what the Federal Reserve has done, they have cre-
ated a bubble of money which eventually will flow into the system
and create inflation. It will raise our prices of raw material. Our
raw material is 45 percent of our cost and you can say, okay, well,
just pass it on to your customer. It does not work that way. Some-
times we have contracts and they often have other opportunities to
source that either domestically, change the material, or source it
internationally which is more likely going to be the case. So I am
worried about inflation.

Dependency. We have a country that is becoming dependent on
the federal government. I have seen this in our business and there
is a new dependency class that I call the “happily unemployed.”
Their job is to stay on unemployment. And I know this because
every Friday they come into our place because they have to show
that they are actively seeking work and what they are really ac-
tively doing is trying to stay on unemployment. And they are very
happy there. You know, they work part-time. They work for cash.
They get food stamps. Why work? And I know jobs are available
in Manitowoc. Good jobs. Manufacturing jobs. Cannot fill them.
Cannot fill them. They are $11, $12, $13 an hour jobs. Cannot fill
them. No applicants. That is a problem.

And finally, my biggest fear is the federal debt because that has
the potential to get us all. Forget all the regulations. All the little
nibbling around the edges. If you do not get a handle on federal
spending and deficit spending we are all gone. We are past Greece.
Do not use Greece as an example. We are past Greece. People will
still lend us money. That is the only difference. But if you look at
the statistics, we are worse than Greece.
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That concludes what I have to say. And thank you very much.

Chairman GRAVES. We will start questions and we will start out
with Ranking Member Velazquez.

Ms. VELAZQUEZ. Thank you, Mr. Chairman.

Mr. Baily, in your testimony you highlight the important role
that startups play in driving economic growth. And according to
SBA data, less than a third of SBA lending goes to startups. Are
there ways to change this trend and encourage lenders to make
more credit available for startup businesses?

Mr. BAILY. Yes, I think there is a case. Startups are really impor-
tant because a lot of small businesses fail. There is a lot of turn-
over in small business. They create a lot of jobs but there are also
those that do not succeed. So we need that flow of startups to keep
employment growing.

It is obviously difficult to get money if you are a startup because
you do not have a track record. And as I mentioned earlier you
used to be able to use real estate collateral and now it is more dif-
ficult to do. So I think if it is done through either loan guarantees
or through the direct lending program, a small business bank
would be a possibility, which would not take a lot of money but
could provide much needed additional funding for potential growth
companies that would help our economy.

Ms. VELAZQUEZ. Yeah. You mentioned, Dr. Jacobe, that we have
not seen the number of startups this time around during this last
recession as we saw in the ’80s, ’70s, and ’90s. And a lot has to do
with access to capital. You mentioned in your testimony that real
estate represents the single largest source of collateral for loans to
startups. And the drop in real estate prices has significantly af-
fected the availability of credit for these firms.

So with housing prices unlikely to recover in the immediate fu-
ture, what should be done to take the place of this asset in secur-
ing capital for startups?

Mr. JAcOBE. Well, that is a hard question. I do not know if we
can operate on a very different model. I do think that there are
many small businesses that provide a good opportunity for the pri-
vate sector so I think private sector banks. I know some folks on
Wall Street that are actually making money by packaging loans
from small businesses. So we do have other resources, people will-
ing to take risks on a small business if it is a good bet.

Ms. VELAZQUEZ. Would you see—what we have seen and the sen-
ior survey of loan officers and the fed report that was just recently
released show that credit standards have been eased and that more
credit is flowing to mid-size and large firms.

Mr. JACOBE. Right.

Ms. VELAZQUEZ. The problem and the gap is on startups.

Mr. JACOBE. On the smaller size.

Ms. VELAZQUEZ. And they are the ones that really create the jobs
in this country. So would you see a direct lending role for SBA?

Mr. JACOBE. Yes, I would.

Ms. VELAZQUEZ. Okay. Mr. Baily, according to a Kauffman Foun-
dation survey, 40 percent of the respondents said that the biggest
obstacle in the way of high growth companies is finding qualified
people. Twenty-one percent said that managing fast growth; access-
ing capital 16 percent; and the sluggish economy, 13 percent. They
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mentioned that those are all obstacles. Regulatory uncertainty and
taxes were only 3 percent and 4 percent, respectively. Why do you
think there is such a disparity between this poll and the Gallup
poll about the top conditions facing companies?

Mr. BAILY. I mentioned what I would point to as the main reason
and that is that everybody is talking about regulation. We have a
lot of discussion on regulation in this election year. I think there
are things that one could do to improve the regulatory environ-
ment, so I am not saying I want to dismiss the potential for
streamlining regulation and making it easier for small business to
operate. We probably all support that. But I do think this regu-
latory issue has been blown out of proportion.

I have done a lot of comparisons between the U.S. and other
countries and the U.S. is still pretty high on the list of countries
where it is relatively easy to start a new business. If you look at
the World Bank data, it is much harder in China or places like
that. So we are still a good place. I still have a lot of confidence
in this country as a place to start a business and where enter-
prising people will be able to. And yes, we should do whatever we
can to make sure that the regulatory environment is doing its job
properly and not getting in the way of growth. But I think the rea-
son it becomes such a football is because that is what people want
to make it.

Ms. VELAZQUEZ. Dr. Jacobe, will you care to comment?

Mr. JACOBE. Well, polls will differ. And what we have done is we
tried to ask a series of different questions over time since last year.
And I think it is clear that there is a psychology that has devel-
oped. And you can argue about the reality. The psychology is that,
and we have actually done some individual interviews with small
businesses just recently on a sort of long-term, sort of long inter-
view. And they come to this without urging. So whatever the psy-
chology is, it seems a positive if that fear could be halted for some
period of time. Normally, regulations do not play this big a role.

The problem is that this sector is so threatened, so weak. We
have been four years in this process and people are recovering but
it is a slow recovery and small businesses are struggling. And so
things that they normally would be able to go through and work
their way through are much harder right now and I just think that
has raised the issue.

Ms. VELAZQUEZ. Thank you. And I do not know but maybe any-
one who would like to answer this question, but again it might be
the psychology explanation because people are saying that commu-
nity banks—and your community bank, you just mentioned—do
you know how much assets does it have? You are from United
Bank?

Mr. FREDRICH. I do not. I consider it the largest commercial bank
in Green Bay. I do not know how many millions. They have to be
$300, $400 million. I am guessing though.

Ms. VELAZQUEZ. So no more than $1 billion in assets?

Mr. FREDRICH. No. No. No.

Ms. VELAZQUEZ. Right? So am a member of the Financial Serv-
ices Committee. I was involved with a Dodd-Frank regulation and
every place we go when you listen to bankers the first thing that
they say if they are community banks is that it is having a nega-



13

tive impact in their lending practices because it is creating uncer-
tainty. But the fact of the matter is that community banks for the
most part are exempted from the regulations of Dodd-Frank. Those
banks who have assets less than $10 billion are exempt. So commu-
nity banks are the ones lending to small businesses. So when we
hear that small businesses are not getting access to capital and we
blame Dodd-Frank, I want to invite people to really go to the law
and review if those regulations will apply to those banks.

And I yield back.

Mr. FREDRICH. It is not that——

Chairman GRAVES. Go ahead.

Mr. FrREDRICH. It is not just Dodd-Frank. I mean, I would not
want to be in the banking business based on the amount of regula-
tions and control that they have. And I will give you a good exam-
ple of the same bank. They did not need to but they took some of
that TARP money and they tried to pay it back. Would not let
them. No. You cannot give it back. Your ratios were good. Did not
have to take it. You cannot give it back.

Ms. VELAZQUEZ. Well, the TARP money for those community
banks was to provide access to capital to small businesses, not to
pay back.

Mr. FREDRICH. They did not need it. They have plenty of access.

I will give you another one. There used to be a publicly-held
bank and Sarbanes Oxley converted them from public to private
which also restricts their access to capital which restricts their ac-
cess to lending to small businesses.

Mr. FERRARA. Can I address this since she asked if anybody
could answer this? I do not think psychology has anything to do
with it. You have got to create a booming economy and the psy-
chology takes care of itself. But the recovery is—the problem is the
recovery is long overdue and whatever signs of life in the economy
there are it is too little too late.

The National Bureau—the statistics show that since the Great
Depression, recessions in America on average have lasted 10
months. The longest previously was 16 months. Here we are more
than 48 months after the recession started and there is still no real
recovery. Moreover, you cannot say, well, it is because the recession
was so bad. Historically, the worse the recession, the stronger the
recovery. So based on these historical standards we should be near-
ing the second year—the end of the second year of a booming econ-
omy by now. And it is the fact that it has not—there has been no
real recovery. That is what is destroying the psychology of small
business. If you follow pro-growth economic policies you will get a
booming economy and small business will have fabulous psy-
chology.

Ms. VELAZQUEZ. So, Mr. Ferrara, what you are saying is that this
administration did not know how big a hole was dug by the pre-
vious administration. Right?

Mr. FERRARA. No, that is not what I am saying.

Ms. VELAZQUEZ. And the stimulus package that we put in place
was too small to produce the kind of results that were needed given
the big hole that was dug.
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Mr. FERRARA. No, that is not what I am saying. My estimate,
well, no, I would never say that. My book, America’s Ticking Bank-
ruptcy Bomb shows just the opposite.

Ms. VELAZQUEZ. I understand. I understand.

Mr. FERRARA. I can tell you exactly how many jobs were created
by the stimulus. It was 0.000 because if you take a trillion dollars
out of the economy and spend a trillion dollars back into the econ-
omy, you have not done anything for the economy on net. It is old
fashioned, outdated Keynesian economics which is a proven failure.
In fact, it is probably a drag on the economy because the private
sector will spend that trillion dollars more efficiently than the pri-
vate sector.

Chairman GRAVES. Mr. West.

Mr. WEST. Well, thank you, Mr. Chairman. Thank you, Ranking
Member. And thanks for the panel for being here.

It is very interesting what I heard at the beginning and by the
time we got to the end when we talk about psychology. You started
out we are talking about optimism. By the time we got to the end
we are talking about uncertainty and lack of confidence. So my
question is, especially I have Christina Hebert here who is a chief
operating officer of a small business as part of the marine industry
of South Florida. She is also an executive director there. Let me
read you a summary of a report that she just gave to me that fol-
lows up from the Fort Lauderdale Boat Show, which is the largest
boat show in the world, as a matter of fact. “The recreational ma-
rine industry needs assistance facilitating communications with all
agencies whose regulations affect the industry.”

Second summary point. “The United States is unable to attract
90 percent of the large yacht economy to this country due to the
onerous regulatory environment. Attracting this business to the
United States would mean a massive influx of spending and jobs.”

So I hear about optimism. I hear about lack of certainty. I mean,
lack of confidence and uncertainty. What can we do up here in
Washington, DC to bridge the gap between those two points?

Mr. JACOBE. Well, what I was trying to say is that right now we
have an opportunity and the optimism is very tenuous. That is why
I think it is a very fragile kind of optimism. We had some of it a
year ago and we need to do something to keep the momentum of
that optimism going. And that is why I was saying just freeze regu-
lations because whether you want to agree with it or not it is hav-
ing a behavioral impact and in this sense perception is reality. And
small business owners are very concerned about regulation. And I
think anything we can do to help their psychology right now, we
can start to overcome some of these kinds of things and the kind
of thing you were just talking about.

Mr. BAILY. I would just say that I think those regulations about
yachts have been in place for a long, long time. So I do not think
this is something new. I do not think it is something that President
Obama did.

Mr. WEST. I did not say anything about administration.

Mr. BAILY. No, you did not.

Mr. WESsT. I will talk about fixes.
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Mr. BAILY. I do not know enough about it. It may be we should
be able to simplify that regulation and make it easier to build a
yacht.

Mr. WEST. What I am saying is not just specific for this industry.
We are talking about an environment out there where people are
saying it is an uber regulatory environment that is constraining
the growth of our economy in this country. So what I am asking
you real smart guys because I was just a paratrooper in the Army,
what are the type of things that we need to be doing coming out
of Washington, D.C. to turn this around? Because as Mr. Ferrara
said, when you sit back and you look at pro-growth economic poli-
cies, I do not want to see us be like Japan and start down the path
of 9 or 10 stimulus packages and we have a lost decade. So what
should we be doing to go and build upon this optimism and get
away from this lack of certainty?

Mr. FERRARA. Can I address that?

Mr. WEST. Sure.

Mr. FERRARA. I discuss this in my book and I served on the
White House Office of Policy Development under President Reagan.
And I went back and looked at what did he do to address the enor-
mous crisis we had at the end of the 1970s which was arguably
even worse than this crisis. You ended up with double-digit unem-
ployment, double-digit interest rates, and double-digit inflation.
There were four components he campaigned on and implemented
once elected. One is reduced tax rates to maximize the incentives
for production. Two was reduce regulatory burdens to reduce the
costs on production. Three was to reduce government spending to
reduce the drain on the private sector. And four was a strong dollar
monetary policy, which serves to enhance investment because in-
vestors are confident they will not lose the money because of a de-
clining dollar or because of cycles of boom and bust due to unstable
monetary policy.

Those policies worked spectacularly. I call it the most successful
economic experiment in world history. By 1982, the economy took
off on a 25-year economic boom, what Art Laffer and Steve Moore
called in their recent book “the greatest period of wealth creation
in the history of the planet.” Twenty million new jobs were created
in the first seven years alone. Fifty million jobs were created from
1980 to 2007. Recently that was reported in the Wall Street Jour-
nal. So if we would restore those pro-growth policies the economy
would take off at another long-term boom within a year or so and
that would be a way to solve the problem.

Mr. BAILY. We also had pretty good growth during the ’90s dur-
ing the Clinton years, let me remind you. In fact, maybe even
slightly better growth. And President Reagan was a practical man.
You know, he cut tax rates very heavily. He saw the big deficits
that came about and he agreed to actually some very substantial
tax increases that followed when he realized he had overdone it on
the tax side and that is what we have to do now. Obviously, we
need to control spending. Of course we do. But we cannot, I agree
with you, we cannot run these huge budget deficits and we have
got to attack that from both sides, the spending side and the rev-
enue side as President Reagan did.
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Mr. JACOBE. And let me just add that there is an immediate situ-
ation and there is a longer term kind of situation. And what I was
trying to say with a moratorium is that we really ought to take ad-
vantage of this opportunity with some increasing optimism out
there and try and do something immediate. There are all kinds of
other solutions, part of which is housing. But the immediate situa-
tion is we will lose it if we do not act quickly.

Mr. WEST. Mr. Chairman, if I could ask one quick one. Could we
have reinstated Glass-Steagall instead of going the direction of the
Dodd-Frank?

Chairman GRAVES. Yes.

Mr. WEST. Thank you, Mr. Chairman. I yield back.

Chairman GRAVES. Ms. Hahn.

Ms. HAHN. Thank you for holding this important hearing. And I
will tell you I am still sort of new around here. I was just elected
to Congress last summer in a special election. But I love being on
this Committee. I think the Small Business Committee is one of
the more important committees back here in Congress because it
really is critical, I believe, to the growth of our economy, getting
things back on track in this country, creating more jobs. It is really
about small businesses.

And since I was elected last summer I have made a point of tour-
ing and meeting with small businesses in my district, probably
close to 100 now individually, and talking to them about what I
think we are trying to get at in this Committee and in this Con-
gress, is what can the federal government do or not do to really en-
courage growth in our small businesses, encourage hiring, and real-
ly help them do what they do best. And you know, as you all know
there is a difference in small businesses. I would like to ask Dr.
Jacobe later in his polling did you differentiate between the large-
small businesses and the small-small businesses because I do think
they have a different perspective, particularly when it comes to
regulations.

And I think you are right. I think all of us want to find those
regulations which may be burdensome, which may be out of whack,
which might do better to be tweaked or not in place. But I for one
am not interested in removing regulations that are there solely to
protect the consumer or there to protect the health and safety of
the worker. I am not interested in that. But if we can look at other
things that might be beneficial I think we are all willing to do this.

One of the things that I kept finding out when I talked to my
small businesses, two things which your poll actually pointed to.
The second and third one was lack of consumer confidence and lack
of consumer demand which between the two of them is about 27
percent. So regulations was 22 percent. So to me that is really the
bigger issue that we need to focus on. What can we do to bring
back consumer confidence and consumer demand? I participated in
the Small Business Saturday on November 26th, which I hope we
make that a bigger deal this year. Every one of the businesses that
I walked into, small businesses, they said, “Congress member, we
need more consumers. I want more people coming through my
doors to buy my products. Because when that happens I can hire
more people and I am willing to hire more people but I need people
who have their jobs. I need people who are not losing their homes.
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I need people who are making decent wages. I want consumers.
That is what is going to help my small business.”

The other thing I found overwhelming was a lack of access to
capital. That seemed to be really just a common theme with all my
small businesses. They did not like the fact that we required way
too much paperwork to even apply for a loan so I have introduced
legislation which will cut down paperwork and expedite approval
process for loans under $250,000. And credit unions. Community
banks and credit unions. Credit unions, you know, under regula-
tions are not allowed to lend more than a certain percentage of
their capital. They would like to be more on par with banks. So I
have also co-sponsored legislation that allow credit unions to loan
more capital which I think will benefit small businesses and I
think it brings back that in our community we know our commu-
nity banks and our credit unions.

But beyond that, Dr. Baily, you touched on it a little bit. I think
it is the startup businesses. By the way, what we are finding in
new statistics is that some of these people that got laid off through
no fault of their own, they are now looking to be entrepreneurs and
innovators and start up their businesses. I think it is terrific. But
what else can we do to help these startup businesses survive,
thrive, and being to hire people because we know that the biggest
growth in hiring is going to come from our small businesses, not
our large businesses. What else can we do specifically?

Mr. BAILY. I am not sure I have got a lot that is different from
what we have already talked about and I think I would agree with
the things that you have said is what is needed is access to capital
and they need more consumers so we need to follow a sound policy
for the economy overall so that we begin to get that overall growth
and we get more people coming through the door. Those are the
main things that we need to do.

I said in answer to an earlier question, if we can get more money
coming from our small community banks, which are not so affected
by—not really affected by Dodd-Frank and I think the Small Busi-
ness Administration. It is not huge but I think that is playing a
useful role also.

Ms. HAHN. And Dr. Jacobe, and I know regulations, we are tack-
ling that issue in this Committee. I did not hear that from one of
my businesses that I have talked to. They were really more about
access to capital and more customers. Did you differentiate in your
poll between the large small businesses and the small-small busi-
nesses in terms of the burdensome regulations? And besides health
care, are there some specific regulations that you have uncovered
in your polling that businesses are pointing to?

Mr. JACOBE. Well, we did not really break out the regulations by
size. We call it sample size limitations on some of those kinds of
questions. What we know is that business that, say, have more
than $2 million in revenues or assets are more optimistic and tend
to be more optimistic about credit than the ones that are smaller
than that. The others tended to be dependent on housing finance
as part of their sort of capital source and entrepreneurship and all
that kind of stuff. And taking the housing finance system as it
stands now has really hurt small business. Some kind of change to
the housing finance system would help a lot. We will look at that
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but again, as I said, it is a sample size kind of problem and it is
not unusual that they would not necessarily mention regulations
because they have a whole lot of things on their mind when they
are talking to you.

Ms. HAHN. Thank you.

Chairman GRAVES. Mr. Schilling.

Mr. SCHILLING. Thank you, Chairman.

I guess being a small business owner and actually currently still
having my family run the small business I have got to disagree
with the statements about regulations are not affecting our busi-
nesses because I truly believe they are. And just like the gal before
me, the congresswoman, I just had a small business meeting just
this past Monday. And I had a small business with 33 employees
that they are in the process of going under. They have had no
deaths, no major accidents, the business has been in place for I
think 35 years. They do about $3 million a year in business and
OSHA has come out and fined them left and right. The first one
they had was taking their forklift trucks and forcing them to
switch from LP gas over to electric.

But, you know, just to give you an idea. This is coming from the
real world. These are real numbers that I am going to be telling
you about and these are factual numbers coming directly from my
business. Back in January of 2009, I own a pizzeria store and
cheese has gone up 40 percent. Back in 2009, mushrooms, from
2009 till today have gone up 44 percent. Pork has gone up 32 per-
cent. You know, the problem is that I cannot in a downturn econ-
omy, I cannot turn that over to my customer. And yet we have gas
prices that are sitting at $3.50 to $4.00 per gallon and yet we will
not allow for the Keystone pipeline to be brought into the United
States of America. We are going to send that over to China.

But I guess the thing that I wanted to get at is with the Afford-
able Health Care Act—some call it Obamacare, call it what you
will—but you indicated that a lot of the customers, folks out there
have less than 50 employees and they really do not need to worry
about being forced upon the plan. But my concern is the fact that
the people with 53 to 60 to 62, the people that I have talked to
have said, look, you know what? We are just over the threshold.
Guess what they are going to do? They are letting people go. They
are going to get under the part that is going to force them to be
on the plan. So I think that we have got to take all that into con-
sideration.

When we talk about the jobs created under the administration,
you know, the fact of the matter is under the administration we
have actually lost 1.6 million jobs since this administration has
taken over. You know, if you have a dollar and you lose all of it
and then you find a dime, well, you have a 10 percent increase in
what you had so we have got to be really real. And I was happy
to see that you, Mr. Jacobe, that you were talking about the people
that have quit looking for work because that is important because
we are closer to 20 percent. We can all point fingers back here and
there but I think something else that we have got to do is we have
got a bunch of bills that are bipartisan bills that are sitting over
in the Senate right now. And what we have got to do is all of us
take our democrat and republican, you know, we are here as U.S.
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members of Congress and what we have got to do is we have got
to come for some solutions for the American people. And I hate to
go on a rant but this is—when I am hearing some of this stuff,
being right in what I call the final three feet of the business and
I hear people over here telling us that the regulations are not ad-
versely affecting small businesses in the United States of America,
I cannot disagree with that more than anyone.

And another thing we talked about a little bit is the fact that we
have access to capital. You cannot have small businesses if you do
not have that access. I had a gentleman this week that I talked to
that basically what is happening is they want him—he wants to
start up a restaurant. They want 50 percent down. He does not
have 50 percent down. So we have got to figure out a way to find
some solutions. We all know there is a problem and I do not believe
it is more stimulus. I am sorry. You know, the administration told
us that it was spending $787 billion that we were going to keep un-
employment rates under 8 percent. They also told us if we did
nothing that today we would be sitting at 6.5 percent. So it is not
working and throwing more of my kids’ and my grandkids’ money
to just continue to spend it away I do not believe. What we have
got to do is what our job is is not to spend the taxpayer money.
I believe it definitely is to create certainty. And that is to get all
the ridiculous regulations. And we all want clean air, clean water,
and all that stuff, but what we have to do is when they are coming
out to regulate our farmers, the dust that they are putting up in
the air, we have got to say, hey, wait a minute. Come on. Where
are we going with this?

But I think the key here is to find solutions to the problems and
things that are going to really definitely help to fix the United
States of American and keep jobs here rather than giving incen-
tives for them to move jobs outside of the U.S. So I do not really
have a question but I had to kind of speak my mind on that. And
that is coming from a small business perspective. So thank you and
I yield back my time.

Chairman GRAVES. Mr. Schrader.

Mr. SCHRADER. Thank you, Mr. Chairman. The Small Business
Committee usually is a bipartisan committee or historically has
been and I am sure we will get back to that. Thank you all for
being here. I am sure you do not want to hear my political talking
points so I will just ask a few questions and take advantage of the
fact you all are here.

Mr. Jacobe, if you could go—your graphs are very illuminating
and I think very helpful to give us a perspective. Do you have ac-
cess to data that goes back further to get a more historical? Be-
cause it looks like we are seeing the run-up. I would like to see as
we recover where we are getting back to the historical norm be-
cause as you all have pointed out I think perception becomes re-
ality. Certainly it is in our business and it is now becoming true
for small and large businesses in this country. Do you go back fur-
ther in your data?

Mr. JACOBE. We have a lot of different data sources but the daily
measurement only goes back to January 2008. So my reference is
to 2008, the time just before or as the recession started.
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Mr. SCHRADER. That is kind of an unrealistic era and obviously
led to the crash. So I was just trying to get perspective.

Dr. Baily, with regard to—you co-authored a Brookings deal last
year, I believe, or two years ago in 2010, and talked about economic
additions and not being precedent or conducive to businesses being
able to get back on their feet or start up. Given this Committee and
its area of expertise, what should be we doing do you think with
the SBA and some of these policies and programs to really get
things going?

You have to push your button, sir.

Mr. BAILy. I have to push my button. Thank you.

Mr. SCHRADER. We are pushing yours but you might push ours
once in a while.

Mr. BAILY. Oh, do not worry about my buttons. I am used to hav-
ing them pushed.

Mr. SCHRADER. All right.

Mr. BAiLy. With regard to the earlier questions, it is important
to take a hard look at the regulatory environment for small busi-
ness and make sure that we are not putting in place or we do not
have in place regulations that are really going to discourage
growth. So I think everybody can get onboard with that. That is a
bipartisan thing. I think it is part of the startup act that I men-
tioned that is being sponsored in the Senate and there are other
bills being sponsored in the Senate. So it is not like I am sitting
here saying, oh, you know, regulation is always just great. I think
we can improve regulations.

Mr. SCHRADER. How about my question, Mr. Baily?

Mr. BaiLy. I apologize.

Mr. SCHRADER. I have limited time.

Mr. BAILY. You have limited time.

I think the things that we need to do right now are do the best
we can to get the overall economy going because that is eventually
what is going to help small business. So that means dealing with
the budget crisis and getting some modest stimulus in 2012. I
think for small business specifically we have talked about access to
capital. That, I think we are all agreed, is a key item and that has
to come from private banks and make sure that they are doing
what they need to do to provide capital to small business and the
n}lloney coming from SBA is adequate to provide a supplement to
that.

I think that if we could—I think there is more that could be done
to get more worker skills in place and I think we are not doing a
good job right now with the folks that do not go to college. And
there are some technological advances were we looking for a quick
fix. It is not a quick fix but there are new ways of providing skills
to workers. The Army is doing it, for example. They are providing
skills to some of their recruits. I think businesses could learn a lot
from that and the government could act as a facilitator to get peo-
ple together and say let us find out how we can train these work-
ers, give them the skills that they need so that they can perform
the jobs that small business, and indeed, larger businesses are
looking for. Because skill shortage really is a problem. I mean, we
hear reports there are three million jobs out there that are not
being filled because the skills are not available.
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Mr. SCHRADER. Good. Those are very concrete. I appreciate that.

Real quick answer if I can from each of the panel talking about
everyone has referenced the huge debt and deficits we face when
they argue over the causes and effects of those. There are several
different proposals out there to deal with that and I happen to be-
lieve, and I am curious if you do, that with all the money sitting
on the sidelines not invested people are concerned about where the
country is going. Are we going to end up like Greece? I think we
are already there. I agree with those statements, frankly.

The Bowles-Simpson plan has had a lot of bipartisan support.
Did not quite make the grade with supermajorities but we have
done a pretty good job bipartisanly in cutting discretionary spend-
ing. We may not like the heavy hand approach on the second cut
here but discretionary spending is on a course downward. Maybe
not as far as some of us would like but certainly more than others.
But the big dogs are revenue and entitlements. Do you agree that
revenues in some form or another have to go up a little bit and en-
titlements need to be cut significantly to get our country back on
track? Just a yes-no from you guys if that is possible.

Mr. FrREDRICH. I think revenue is absolutely important. And if
you wanted to raise revenue you would lower taxes. It works every
time.

Mr. SCHRADER. Like their tax reform proposal? Talk about——

Mr. FREDRICH. I do not know what it is but I will tell you if you
lower taxes at the margin, which is where it counts, you would
raise revenue. If you are worried about small business startups and
capital you would make the capital gains tax zero. But I do not
think there is any incentive to do that.

Mr. SCHRADER. If you could look at that report I sure—because
you are a good small business guy. I would really love to get your
opinion on their tax reform piece. If you could do that for me at
some point.

Mr. FREDRICH. I would be happy to.

Mr. SCHRADER. If you do not mind. Big request, I am sorry, but
if you could it would be cool.

Mr. FREDRICH. Sure.

Mr. BaiLy. I like the Bowles-Simpson proposal. Some of them
were not as specific as they might have been but I think it would
have been a great framework to deal with the budget. And it pro-
poses higher revenues and controlling the growth of spending. And
I think that is what we absolutely have to do.

I think they do propose lower tax rates, so lower marginal rates.
But in return for that you have to give up something because that
does not give you more revenue. You have got to give up some of
the special tax breaks or something like that if you want the lower
rates. And I think that would be a great thing to do.

I also would say that there is a proposal by Domenici and Rivlin,
which I think in some ways I like even better than Bowles-Simp-
son. But either one of those I would take as a basis for dealing with
this problem.

Mr. FERRARA. I think the Simpson-Bowles points in exactly the
right direction. The only way you can raise revenues in this econ-
omy is by lowering the rates and stimulating, creating incentives
for economic growth. And I agree that you can go along with that
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and reduce some loopholes and some of the—because when you
lower the rates, a lot of those loopholes become completely unneces-
sary and can be eliminated. So that does point us in the right di-
rection but I think that I like what Congressman Paul Ryan has
been proposing in his budgets. He has a tax reform. Ten percent
for families below 100,000. Twenty-five percent for families above
that. And so I think that that is a stronger measure but it goes fur-
ther in that direction. I think that is the right direction to go.

My entire testimony addresses entitlement reform and the whole
point of the testimony in the book is that entitlement reform can
be done in a positive way, that it does not have to involve how
much are we going to take away now from seniors and the poor.
That, in fact, if you do structural systemic reforms, change the way
these programs operate, they are so old. They are so based on ideas
from 100 years that you can produce programs that actually serve
seniors and the poor far better but cost just a fraction of what the
current approaches do. And those reforms can involve pro-growth
incentives that would contribute to the economy as well. And we
dislcluss that in detail in the book and some in my testimony as
well.

Mr. SCHRADER. Thank you.

Mr. JACOBE. I think the real solution is a very rapidly growing
economy. I think there is potential there and I know I am not nec-
essarily in sync with a lot of people on that. But we have not recov-
ered as we said earlier from the downturn in any way like we
should have. And that will change everybody’s perspective if we
really start going like we did after the Reagan recession. And to
be direct, I do not agree with any kind of tax increases.

Chairman GRAVES. Mr. Wall.

Mr. WALSH. Thank you. Thank you, Mr. Chairman.

If there is anybody on the panel that disagrees with me say
something. Are any of you four gentlemen at all satisfied with
where we are at with this economic recovery? Is anybody satisfied
with how this recovery is going?

Mr. FERRARA. Absolutely not. It is the worst economic recovery
since the Great Depression. I have written on that recently at
Forbes.com.

Mr. WALSH. Dr. Baily, are you satisfied with where we are at?

Mr. BAILY. I am not satisfied but I would say that the adminis-
tration, the Obama administration should get a lot of credit for
having turned things around. The banking system, the financial
system did not fail. It was sustained.

Mr. WALSH. Are you, Dr. Baily, are you——

Mr. BAILY. The economy stopped falling. It fell like a stone.

Mr. WaLsH. I will give you a chance. Are you satisfied with
where this recovery is at? Yes or no?

Mr. BAILY. No, I am not satisfied. It is still too weak.

Mr. WALSH. Dr. Jacobe.

Mr. JACOBE. No.

Mr. WALSH. Mr. Fredrich.

Mr. FREDRICH. I do not think we have had a recovery. So no. And
that is a common perception.

Mr. WALSH. And as Mr. Ferrara pointed out, historically the
more severe the recession the quicker and the more potent the re-
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covery. And again, I think it is fairly safe to say that when it comes
to economic growth and job growth, this is easily the most anemic
recovery we have had since the Great Depression. And so what I
want to figure out is why is that? What has this administration
done or not done enough of or done too much of, we are all not sat-
isfied with the varying levels of degree here with where we are at.
Be as concise as each of you can be why do we sit here in the midst
of a historically weak recovery if you, in fact, want to call it a re-
covery? Why are we where we are at? Try to be as concise as each
of you can be. Let us start down at that end.

Mr. FREDRICH. I think we are actually living the 1930s all over
again because it was a recession that was extended through gov-
ernment action. And there were just asinine programs started dur-
ing that time period that kept this country in a recession until
after World War II when there was a change in the Congress.

Mr. WALSH. So to paraphrase, too much government?

Mr. FREDRICH. Absolutely.

Mr. WaLsH. Dr. Baily, why are we—what have we not done
enough of? What have we done too much of? Why are we where we
are at right now?

Mr. BAILy. I think we are where we are at because this recession
is very different from the earlier ones in the post-war period be-
cause it had this incredible housing bubble and housing prices have
dropped 30 percent. We lost $14-$15 trillion worth of household
wealth. We do not have residential construction as a lift to the
economy. Consumers do not have the value in their homes which
allows them to feel more confident and spend more. And so I think
the only thing that could have been done more was more emphasis
on trying to turn around the housing market, while the truth of the
matter is that is a very hard thing to do. And so inevitably we were
going to get a long recession.

The other thing was that if we had not had deficits coming into
this recession, in other words, when I was chairman of the Council
of Economic Advisors we had a 2 percent of GDP surplus in the
budget. And if that had not been squandered in two large tax cuts
we would have come in with more ammunition to deal with this
downturn.

Mr. WALSH. Mr. Ferrara.

Mr. FERRARA. I discussed in my testimony each of the four com-
ponents of Reaganonimes. And the reason we have no recovery is
that Obamanomics is following the opposite of every one of those
four components of Reaganomics. I talked about Reagan reduced
the tax rates. Next year you have already scheduled in current law
increases in the top tax rates of virtually every major federal tax.
The only one left out is the corporate income tax which is already
virtually the highest in the industrialized world and is already too
high. Instead of reducing regulatory burdens we have increases in
regulatory burdens. Instead of reducing government spending we
have massive increases in government spending. Instead of a
strong dollar monetary policy we have a weak dollar monetary pol-
icy. So that is why we have no recovery.

Mr. WALSH. Dr. Jacobe.

Mr. JACOBE. The recessions since World War II and since the
Great Depression have had a housing cycle embedded in it. This
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time we had a financial crisis. I do not think people have ade-
quately assessed the financial crisis and therefore have not ade-
quately assessed what needs to be done to change that. But the big
problem is the finance system is not working the way we want,
particularly in housing. I think that is the key to the problem.

Mr. WALSH. Mr. Ferrara, one final quick question for you. Dr.
Baily testified that Obamacare will actually help small businesses
and will not increase their costs which I find mindboggling. Would
you care to comment?

Mr. BAILY. Yeah, I think Obamacare is very detrimental to small
businesses, already increasing health costs. In addition to the point
that was made about companies just above the threshold, there is
also a negative impact on companies just below the threshold that
do not want to grow up to 50 and above. And so it is reducing job
growth in that way as well. And what you have seen is instead of
increases moderating they seem to be accelerating which is what
I predicted in my book.

Mr. WALSH. Thank you. Thank you, Mr. Chairman.

Chairman GRAVES. Mr. Mulvaney.

Mr. MULVANEY. Thank you, Mr. Chairman. I want to go back to
something that Dr. Baily talked about a few minutes ago and that
Dr. Jacobe also mentioned which is housing. I used to build houses.
One of the reasons I am here is that I used to build houses.

I have heard a lot of different ideas. We have had half a dozen
or so federal programs designed to try and help the housing indus-
try. I agree with you, Dr. Baily, that this is a crisis within this in-
dustry that we have not seen certainly in my lifetime or my dad’s
lifetime. I come from three generations of homebuilders.

So I guess since I have got fairly smart people on the panel, some
of whom I might agree with philosophically and disagree with
philosophically, I will ask you all the questions. We will start with
Dr. Baily and then anybody else come in. What would you do? I am
open-minded to ideas on how to fix the housing industry and
maybe a corollary to that if you do not have any ideas of what to
do is what should we not be doing? But I will start with Dr. Baily
and we will just take it from there.

Mr. BAILY. I wish I had a better answer to give you. There have
been a number of programs that have been tried, starting with the
Bush administration. And I think those were generally good pro-
grams. The Obama administration has tried a number. There is a
new one that is being announced today. I support many of those
programs. I think they are trying to, I mean, the problem is we
have very low interest rates but people cannot refinance their loans
or they are underwater from it. So you have either got to wait this
thing out for another year until the housing market really comes
back or you have got to start paying off the people who are under-
water. And I think there is a lot of, you know, a lot of reasons to
be nervous about that. You would end up paying—nearly a quarter
of the money would go to California since that is where a lot of the
underwater mortgages are. So I do not know that there are easy
solutions. I think the programs that have been tried are helping
but they can only do a limited amount. And unfortunately, we have
got to wait this thing through to some extent.
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By the way, I agree with Dr. Jacobe that the financial crisis also
contributed to where we are now.

Mr. MULVANEY. Let me press you on that because I think that
may be where we are right now which is where the financial situa-
tion is also hampering recovery in the housing market specifically.
You mentioned low interest rates. There have been low interest
rates now for the last two or three years. Folks are not able to refi-
nance in large part because of the regulations that exist on banks
and what limits they can do on lending. So I hear what you are
saying about waiting it out but unless we allow banks to flush
these products through the system, allow housing to actually find
a bottom, are we really ever going to get to the end of it?

Mr. BaiLy. I agree we have to do that.

Mr. JACOBE. The housing finance system, it is a long discussion.
I go back to the days of the thrift lenders and the community lend-
ers and that kind of thing. And a lot of what has happened had
to do with the whole secondary market and the disconnect between
finance and the actual borrower in the marketplace. And my solu-
tion is to tie those two together again. I think you need to create
some kind of active community lending where it is profitable for a
small bank or a credit union or a thrift to actually make a home
loan, deal with the borrower, not have to send it off to some inves-
tor and all of these different processes that go through that have
created a major disconnect in the housing finance system. And I do
not think you can do that with the current housing finance struc-
ture which is with Fannie Mae and Freddie Mac. So something has
to be rebuilt in the private sector that will allow homeowners and
people to actually take some risk in the housing market for some
period of time.

What we have done is we have created a situation where nobody
profits from making a home loan. And that

Mr. MULVANEY. Until you collateralize it, securitize it, package
it and sell it off.

Mr. JACOBE. Well, and you get a fee in that process. And if you
can do a lot of them you get a lot of fees perhaps and refinance
fees. But it is just a very difficult thing. You need to have commu-
nity lenders who are invested in the community and who have an
interest in making sure that you pay that mortgage loan off and
that you start the process over again because we did that for many
years and we destroyed it over the last 20 years or so.

Mr. MULVANEY. Mr. Ferrara.

Mr. FERRARA. What I would like to say is that if you try to focus
on just the housing sector then I think there are no good answers.
What government inventions will help the housing sector, I think
there is no good answer. What I want to urge you to do is to focus
on the general economy. If you create a booming economy by fol-
lowing pro-growth measures then the housing will take care of
itself. So I think that is the basis of the solution. And the bottom-
line on that is to focus on incentives for production. Incentives to
maximize investment of production.

Mr. MULVANEY. Mr. Ferrara, I do not want to cut you off. I only
have 19 seconds and believe me, you are one of the ones that I
would typically agree with philosophically. And I am wondering if
we are in a situation here where it is a unique circumstance where-
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as, and I posit this just for sake of discussion, that our ability to
create this environment that would lead to the economy that you
have just stated, which is what everybody up here wants—it is a
question of how we want to get to that—is severely hampered by
the inability of labor to move to where the jobs are. And the hous-
ing market is saddling and anchoring this economic growth that we
might be able to find. And unless we are able to allow, to find a
way to allow capital markets to function again, to allow labor mar-
kets to function again, that we are not going to get to that point.
I am not for government intervention for the sake of government
intervention. I am just wondering if there is something that we
could do to allow the natural force of the economy to do what you
have just described.

Mr. FERRARA. Well, you focus on—see, the four principles of
Reaganomics are based on fundamental economics. And that has
not changed. And so the key is to focus on the incentives—taxes,
regulations, monetary policy. What incentives are they creating?
And how does that affect the overall economy? The fundamentals
of economics remain. Businesses still start and exist to make a
profit, to act in their self-interest. And so just take advantage of
the fundamentals of economics and you would create another eco-
nomic boom if you did.

Mr. MULVANEY. Thank you, Mr. Chairman.

Chairman GRAVES. Ms. Clarke.

Ms. CLARKE. Thank you, Mr. Chairman. And thank you, Ranking
Member Velazquez. And I would also like to thank the panelists for
their testimony today.

You know, must today the America’s Sustainable Business Coun-
cil in conjunction with the Main Street Alliance and Small Busi-
ness Majority released a poll indicating that consumer behavior is
the number one concern by far with 34 percent of respondents
pointing out that this is the biggest obstacle they face. Government
regulations were a distant third at 14 percent.

This coincides with what my constituent small business owners
tell me is their number one concern along with access to capital.
This meshes with the basic economic fundamentals. If consumer
confidence is low, industry has no incentive to add fixed cost, which
in this case would be adding jobs, which is why I am having a little
difficulty reconciling in the somewhat vacuum-like argument being
made today that government regulations are hindering small busi-
ness from hiring.

So I have two questions. My first question is to the entire panel.
Would you help me better connect the dots that point to govern-
ment regulations as a bigger detriment to the viability of small
business that would be stagnant or further dips in consumer con-
fidence? And then to Dr. Jacobe, can you explain to me the dif-
ference between consumer confidence and a lack of consumer
spending as concerns for small business owners? And I ask because
if you add the two percentages, the sum of the consumer behavior
makes it the number one obstacle facing small business owners in
the Gallup poll.

Mr. JACOBE. Should I begin? A couple things. I think it is argu-
able to say that major concerns on the part of small businesses are
a lack of revenue, lack of consumers, lack of consumer confidence.
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And as I mentioned, we went through several different kinds of
questions trying to get at that. I think it matters how you ask the
question and it also matters what the environment is, what people
are talking about and all those kind of things.

I think, however, that however we ask the question that that
comes up and that is something that, for example, you can do
something about, whereas I do not think you can do a lot about
some of those other factors that are affecting small business. It is
very hard for you to drive revenue to a small business. However,
all I am saying is that whether it is true or not, whether people
want to make factual arguments or not, there is this perception
that exists out there and in a behavioral economics context I am
just arguing if you can help that perception, if you can help change
that perception even for a period of time until the economy gets
goinglbetter, until the small businesses are doing better, I think it
is a plus.

Mr. FERRARA. Businesses look to the future, what is coming
down the pike. And you have, for example, a very activist EPA that
is on a regulatory crusade that is eventually going to reach down
to all businesses across the board. If they are going to achieve what
they say they are going to achieve, sooner or later they are going
to walk in the door and they are going to say you cannot do what
you are doing. And they do not want to, you know, an investor does
not want to put a million dollars on the line or sign for a loan for
a million dollars you are supposed to pay back if they do not know
what is going to happen when it comes to

Ms. CLARKE. That begs the question why small business owners
did not just say EPA regulation. They said consumer confidence,
consumer spending. This is what they said. We are not, you know,
and I have yet to hear anyone in my district—and I have a small
business-laden—we are talking mom and pops, who have said to
me, “I am so scared that the EPA is going to come down.” They
are concerned about who is coming through their doors each and
every day.

Mr. FERRARA. Well, in your district they may not know about
that yet but it is affecting other businesses and that is my opinion
that you asked for.

Ms. CLARKE. Okay.

Mr. FERRARA. There is also the employer mandates negatively af-
fecting businesses. We have discussed that before which it is not
only the requirement to buy insurance but it is like what is coming
down the pike and what is that insurance going to have to be to
satisfy what HHS is going to demand to satisfy the mandate? And
so that is a threat to even companies already providing insurance.
Is this going to raise my costs?

Ms. CLARKE. Mr. Ferrara, I got your point but my time is lim-
ited. I do want to hear from Dr. Baily.

Mr. BaiLy. Well, I think your sentiments are right. I basically
agree with what you are saying, that it is really getting the cus-
tomers in the door that is the biggest problem for small business
and I think that is what they say. Yes, they have gotten concerned
about the health care but actually existing plans are basically
grandfathered in. So I think you should be reassuring your small
business friends that they are not necessarily going to face a big
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change as a result of the ACA and they may even get some bene-
fits. But basically, consumer confidence, consumer spending. We
look at what consumers do and if we can get them spending, then
small businesses are going to feel better.

There is a chart in my testimony which shows—it is from the
NFIB, and NFIB is not a big fan of regulation or the ACA. But if
you look back at their chart, the level of concern about regulation
was high when the economy was weak in the early ’90s and it is
high again now so I think if we can get the economy going that
concern is going to fade off. It is not going to disappear but it is
going to go down again.

Mr. FREDRICH. I think you have to divide the types of businesses.
I think most of what you were talking about are retail businesses.

Ms. CLARKE. It is a blend.

Mr. FREDRICH. It is a blend. But when you think about it, for
small businesses, especially retail ones, for people to come in their
doors and buy something, those people have to have jobs. So the
way I would look at it is how can I create an environment in this
country where it is not so expensive to employ people vis-a-vis the
rest of the world? And we are on the high end of what it costs to
employ people. If you look at countries that we compete with, like
China, Vietnam——

Ms. CLARKE. Not for long.

Mr. FREDRICH. There will be one right behind them. I mean,
Bangladesh, India, there are lots of poverty in the world. So that
is what you have to look at. You have to look at how could I allow
our people in this country, our employers, to employ people? And
let us reduce their costs. I am not talking about wages.

Ms. CLARKE. I was going to say you just implied that we should
be competing with the wages of like Bangladesh or India which I
do not think the average American could go for.

Mr. FREDRICH. No, we do not have to do that because we have
an infrastructure here and we are much more efficient and produc-
tive than any other part of the world. So we do not have to compete
on wages. We do not and we should not. But what you do is the
regulatory burden is cumulative. It just makes it so expensive to
employ somebody that it goes elsewhere.

I just bought the new iPod and I thought this thing is really cool.
It was developed here. It is the neatest product I have seen. It is
made in China. It was never made here. It went right there. We
did all the brainwork on it to develop and we produce it in China.

Ms. CLARKE. Thank you, Mr. Chairman.

Chairman GRAVES. Mr. King.

Mr. KING. Thank you, Mr. Chairman. You know, at first as I
open this up I regret the gentleman from Oregon is not here. I hope
someone passes him along the message. He seems to be pretty
thin-skinned about partisanship. I was listening to the gentleman
from Illinois’ statement about running the pizza place and even
though I am kind of happy that pork rice is going up 30 percent,
I did not hear anything partisan in there except the phrase
Obamacare. And I point out to the panel that to my recollection,
and I think it could be easily referenced that that phrase was given
life and momentum and perhaps coined by the president himself on
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February 25, 2009 at the Blair House. Remember that health care
summit that is there.

And so when I am looking through the polling results, the Gallup
poll results, I am actually surprised at these results, Dr. Jacobe,
in that I started a small business in 1975 and made payroll for
over 1,440 consecutive weeks. I sold that business to my oldest son
and it and a spinoff of it go on today dealing with all these govern-
ment regulations. I am pretty sure if I asked two of my sons that
are in that business now what the number one issue was, we would
have probably gotten Obamacare as the biggest load that they
would be facing. And I see that down there. Well, wait a minute.
It is the new health care policy at 5 percent. Now, I am wondering
if some of the people that said complying with government regula-
tions at 22 percent are not also thinking of Obamacare at least as
a comment of that. But I would ask you to speculate. If that had
been phrased differently the way Mr. Schilling phrases it and I
phrase it, what kind of a response do you think there would be a
change up or down in that number of 5 percent on the new health
care policy concern?

Mr. JACOBE. Well, it is not real good to speculate on question de-
sign and responses. My guess is there is some mixing in that area.
If you look on the testimony after those two tables, I have a part
that talks about the worries and when we asked people why they
were not hiring. And if you look down that list you see that poten-
tial cost of health care is the 48 percent and then government regu-
lations at 46 percent in terms of where we allowed them to have
multiple answers. Now, those answers come after statements about
revenues and cash flows as major concerns of small business. But
they are all there in the top five.

Mr. KING. Thank you, Dr. Jacobe. And I think you have added
quite already to this. Just a quick read of the poll does not go as
deep as what you have. And I would add to our background on this
the special election in Ohio that took place a month and a half or
so ago and was for the purposes of repealing the collective bar-
gaining legislation that was passed there and signed by Governor
Kasich. So I mean, we know that there were tens of millions spent
to get people to the polls. It was a union-heavy turnout. Sixty-one
percent rejected the collective bargaining language and initiative
No. 3, right behind the initiative No. 2, which I have mentioned,
was two exempt Ohioans by amending their constitution to the in-
dividual health care mandate. And that passed and they amended
their constitution with 66 percent. So I thought that was a pretty
powerful poll on the public’s acceptance of Obamacare. Would you
care to comment on that, Dr. Jacobe?

Mr. JACOBE. I think that the way we phrased it in our question
was the cost of health care. And the way most Americans and
small businesses I think are perceiving whatever you say about
Obamacare is in the cost of health care to the premiums.

ll\{Ir(.l?KING. What is the average size of the businesses that were
polled?

Mr. JACOBE. Businesses that have less than $20 million in reve-
nues or sales. Most of them are under a million.

Mr. KING. The numbers of their employees, do you have that?

Mr. JACOBE. No. I can give that to you but it is relatively small.
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Mr. KING. Thank you. And I turn then to Dr. Baily and ask what
would in your estimation be the grandest Keynesian experiment in
the history of the world? The largest, most expansive, grandest
Keynesian experiment?

Mr. BaiLy. World War II.

Mr. KING. I did not expect that answer because I thought we
were fighting to defend liberty and freedom and it was not a
Keynesian experiment at all. And I have never heard it expressed
as a means for our economy to recover.

Mr. BAILy. But it did.

Mr. KiNG. It did. We got very large government spending. That
would be the president’s theory as well.

How about we go with multiple choice here because that Keynes-
ian experiment did not begin at World War II. We know that. It
began with the initiatives of perhaps the Iowa president and then
certainly with the New Deal of FDR. There was a follow-through
of that under the same president all the way through. And then I
will ask you this. Do you know when the stock market recovered
from its peak in October 1929 when it finally got back to that
level?

Mr. BAILY. No, I do not.

Mr. KING. Does anyone on the panel know that answer?

Mr. FERRARA. I think it was after World War II, I think. Yes.

Mr. KING. Mr. Fredrich.

Mr. FREDRICH. Well, I was just going to say 1946.

Mr. KING. 1954.

Mr. FREDRICH. Oh.

Mr. KiNG. FDR had been dead for nine years by the time the
Grand Keynesian experiment came back ground to breaking even.
And so that is a depressing thing to think about the Great Depres-
sion, how long it took to come back from the Great Depressions.

Mr. BAILY. If you give me a second crack at that I would say Eu-
rope is providing a very good Keynesian experiment. They are all
trying to reduce spending and raise taxes and they are all finding
they are going into recession as a result. So that is the other side
of the Keynesian coin.

Mr. KiNG. Well, the Germans are doing pretty well and have all
throughout.

Mr. BAILY. Yeah, but they did not do any contraction.

Mr. KING. That is true because they did not experiment in the
Keynesian fashion that the rest of Europe did because they fear in-
flation and they fear interest rates.

But Mr. Ferrara, I wanted to ask you what—if we were to, as
a former Massachusetts governor has advocated, repealed Dodd-
Frank, the Community Reinvestment Act, privatized Fannie Mae
and Freddie Mac, and repealed Sarbanes-Oxley, what do you think
would become of our recovery?

Mr. FERRARA. That would be a very good component on the de-
regulation component of the four points of Reaganomics that I men-
tioned.

I just want to say on the Grand Keynesian experiment, World
War II, check out the trends in consumer spending during World
War II to see if that really was a Keynesian experiment. I think
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you will find that it was not having any kind of Keynesian effect
and that is why the recovery did not really come until later.

Mr. KING. And just in conclusion as my time is wearing down
here, does anyone have the answer to where are the unemployment
numbers. How many no longer are qualified to meet the category
of unemployment? Does anyone have the answer on how many
Americans are of working age who are simply not in the workforce?

Mr. BaivLy. I think that is one up recently. I think that has been
going up.

Mr. KING. Let me just respond to my own question then and that
is I have tracked this for six or seven years and there are different
ways to define it. So you say Americans of working age not in the
workforce. That number, roughly not quite 14 million unemployed
added to those from off the Department of Labor’s website, I start-
ed at 16 and I went to where unemployment is no longer paid and
where Walmart does not hire. That is 74. Over 100 million Ameri-
cans of working age simply not in the workforce. I just think that
is an astonishing figure and worthy of consideration. I think your
book is worth reading, too.

Thank you very much. And I yield back.

Chairman GRAVES. Mr. Richmond.

Mr. RicHMOND. Thank you, Mr. Chairman. Thank you, Ranking
Member.

I do not want to oversimplify this but most of our decisions and
opinions are based on real life experiences. In watched my parents
operate a number of small businesses, one of which was an elec-
trical contracting company, if no one was building they were not
hiring. If people were not building homes, they were not doing any
electrical work. If government buildings were not being built or ret-
rofitted, they were not hiring. So I understand the question about
government regulations and those concerns but are we overplaying
the role of regulations compared to opportunity and demand? And
if you can give a short answer to that I have another one also.

Mr. FERRARA. Well, you know, the thing is that if you get a
booming economy then the prices of the homes go up. People want
to buy homes. There is more demand for homes. And so the focus
needs to be—the regulation is just one component of a broader
array. It is one real component but it is a broader array. And so
the real focus needs to be get the economy overall booming and you
will solve the housing crisis. You will solve the consumer con-
fidence crisis. And that is the best way to solve the fiscal crisis, too.
You have got to have economic growth or you are never going to
deal with the deficit. You are not going to be able to deal with the
deficit until you get the economy booming again.

Mr. JACOBE. Let me just mention one number. According to our
surveys, 29 percent of small businesses are hiring fewer people
than they think they need. They are holding back. And there is a
reason for all that caution. And what I am looking for is anything
that can ease that caution, at least temporarily. Once they get
more optimistic then I think what you said has a lot more power
to it.

Mr. RicHMOND. Now, since you brought up optimism, does a dys-
functional Congress add or subtract to consumer confidence in this
country?
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Mr. JACOBE. It clearly hurts consumer confidence. Our numbers
from last year as to what happened in August when we almost
talked ourselves into a double dip, clearly Congress can have an
impact on the economy directly.

Mr. RICHMOND. Mr. Fredrich. Did I pronounce it right?

Mr. FREDRICH. You did.

Mr. RICHMOND. Quick question. I read some of your bio in that
you took a leap of faith after 9/11 to start your own business. It
reminds me of what my parents did. So my question to you would
be as you were purchasing that company was the number of rules
and regulations and the regulatory environment, was that a part
of your analysis when you looked at it? Or did you look at balance
sheet, the assets, the income, the debt, and the revenue?

Mr. FREDRICH. I did not look at the regulations. I can tell you
that. I should have but, you know, when you are not in the busi-
ness it is amazing what you do not know. And there are lots of
things. But it has gotten worse and it has accelerated.

But can I answer your first question?

Mr. RICHMOND. Absolutely.

Mr. FREDRICH. About your parents and their business. The
amount of regulation that goes into building a new building is just
unbelievable. Not so much at the federal level but at local levels,
too. And it raises the cost of building to a point where people do
not build.

And the second point I would make is you should sponsor the re-
peal of the Davis-Bacon Act which forces people to employ union
labor when I do not know if your parents, did they run a union
shop or a non-union shop?

Mr. RICHMOND. They ran a non-union shop and then they had
jobs that were also prevailing wage.

Mr. FREDRICH. See, they got discriminated against because they
could have gone in at a lower price and said, look, we can do the
same darn thing at a lesser rate. Oh, sorry. Sorry.

Mr. RicHMOND. Well, you mentioned the regulations for building.
And I will just tell you as dreadful as 9/11 was and it highlighted
our policies on terrorism and inadequate security at airports, being
a survivor of Katrina highlighted the fact that you need real build-
ing codes. And you need to make sure that levies can withstand
water and that we have some very basic standards. Do I think we
can simplify the language we use in writing every document in this
government? Absolutely. And I think that that should be how we
categorize the conversation which is to simplify things as opposed
to just say overregulating. But we need to make sure that we build
safe homes that can withstand 100 mile per hour winds and things
of that nature. And I think government does have to play a role
in making sure that that does not happen so that we will have
homes that survive earthquakes and we, God forbid, would ever
have anything like Haiti. But building codes and those things make
a difference. But I think the conversation and what would increase
consumer demand and consumer confidence in this country is if we
could get together and have a conversation about how we simplify
stuff. How we make people really understand why is the tax code
bigger than the Bible. Those are real conversations we should have.
And I think we owe it to the American people to do it because we
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talk a completely different language than people every day just try-
ing to figure out how to build a home, how to pay for it, how to
go for work and save money.

So that would just be my two cents. And if you all wanted to
reply you can but I am out of time. And Mr. Chairman, thank you
for allowing me to go.

Chairman GRAVES. If anybody wants to reply they can.

Mr. BaILy. I agree.

Chairman GRAVES. Mr. Chabot.

Mr. CHABOT. Thank you, Mr. Chairman, for holding this hearing.
I do not want to repeat what a lot of others have already said so
let me come at it a little bit differently. But I am sure some of it
has already been mentioned.

The president during his State of the Union address last week
called for regulatory reform. I would argue if you look at the ac-
tions from this administration, however, any involvement that they
have had relative to regulations has been anything but reform. It
has been more and more regulations. And in fact, last year the
Obama administration proposed over $230 billion in new regu-
latory proposals which would have—one survey showed that it
would have meant another 133 million paperwork hours on busi-
nesses. And with that amount of paperwork it would have taken
close to 66,730 additional employees just to comply with the law.
And I guess you could argue there are jobs there but I think clearly
those are not the type of jobs that are going to make this a more
efficient economy and make us more competitive around the world.
So I think it is clear that these burdensome regulations really re-
main a thorn in the side of this economy and one of the reasons,
only one that we have not seen in the recovery that I think we
would have expected.

Dr. Jacobe, in your poll it indicated that government regulation
remains the number one concern for small businesses and I know
one of my colleagues on the other side had another poll that indi-
cated something different. I know I have talked to an awful lot of
small businesses in my community and I hear over and over and
over again that government regulations is a big deal.

And another one of my colleagues on the other side mentioned
a dysfunctional government and it clearly is that but I would argue
that dysfunction is in the Senate and not in the House. When you
look at regulatory reform and getting rid of burdensome regula-
tions, the House has passed something like 30 bills which are sit-
ting over in the other body and absolutely nothing is happening
over there on these things. Or much of anything else. As of last
week they had not passed a budget in a thousand days, which is
almost three years despite the fact we are supposed to pass the
budget every year and the House has. But once again not the Sen-
ate. But I think the dysfunction is over in the other body.

Dr. Jacobe, if the Senate and this president perhaps would push
the Senate into actually passing some of those 27 to 30 bills—and
I have got copies and could name what they all are but I do not
want to bore you with all those things—if we actually passed some
of this deregulation, getting the government the heck off the backs
of these small businesses would that arguably have a significant ef-
fect on small business creation in this country?
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Mr. JACOBE. There are a couple of different factors obviously in
that process. What I was trying to talk about was just a freeze be-
cause that to my mind would actually have a positive effect imme-
diately. I think when you talk about the others it is a matter of
what is being deregulated and all those details that you talk about.
It certainly should have a positive impact. The question is how
much depends on, you know, everybody has used deregulation dif-
ferently or regulation differently.

Mr. CHABOT. Okay. And also one of my colleagues indicated the
tax code being, you know, more than a Bible. And it is. It is actu-
ally eight Bibles stacked on top of each other is how complicated
the tax code that both individuals and small businesses have to
deal with in this country. What a waste of time that could be more
profitably used to better run that business and may actually hire
some folks.

The other thing that I heard over and over again from my small
business folks was how tough it is to get access to capital. And one
of the things that that is attributed to among other things is the
Dodd-Frank legislation. What I have been told is, you know, the
banks and folks that would lend the money are now—they have the
regulators looking over their shoulders even more and it makes it
tougher for them to lend out money. And so the businesses are not
growing. Would anyone want to comment on that? Any of the panel
members? Yes, sir.

Mr. FREDRICH. When I spoke, and I understand that maybe he
is not subject to Dodd-Frank, but in general what it does is it
makes it more of a process than a relationship in lending. And ra-
tios and statistics do not pay loans back. People, individuals pay
loans back. And it is a matter of honor that you do it. And he
thought that regulation, the Dodd-Frank regulation was changing
that dynamic. It was changing it more from a relationship busi-
ness, which it is, to just a numbers business where, oh, you fell out
of our statistical acceptability range so you have got to go. We are
recalling your loan. We would have been long gone. Our company,
long gone early on in our lifetime. I would have lost everything. I
would have lost my house, lost everything. I personally guarantee
the debt and I still do. So I think it moves that. And if we did not
have a relationship I would not be here today talking about it. So.

Mr. CHABOT. Thank you.

Mr. BAILY. If you look back to the period of the boom I think we
did not have effective regulation of the financial system and that
contributed to the crisis that we got into and contributed heavily
to the recession and the unemployment we have now. So I think
it was necessary to revisit the regulation of the financial system.
I think that Dodd-Frank could have and should have been a bipar-
tisan bill. I think it came very close to being a bipartisan bill but
there was a decision at the end of the day to say no. We are not
going to go along with that. Maybe it would have been a better bill
if it had been a bipartisan bill. So I think that is an example of
a dysfunctional Congress that we did not have a bipartisan bill on
that.

I do think that regulators now are looking over the shoulders of
the banks and probably being a little bit too cautious. I think that
would have happened with or without Dodd-Frank because, you
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know, they were on the beach back in 2005 when a lot of these
crazy loans were being made.

Mr. CHABOT. Mr. Ferrara.

Mr. FERRARA. Well, I think the answer to your question is yes.
I think the Dodd-Frank is one of the components that is perpet-
uating the lack of any recovery. And I think a fundamental factor,
too, in the credit market is incentives as well. You know, venture
capitalists, for example, they are very sensitive to all these tax bur-
dens, the tax rates, and they do look down the line. So it is hard
for companies to get venture capital. If they think the capital gains
rate is going to go up, historically that has proven to be a very
powerful factor affecting venture capital.

And the point about the dysfunctional Congress, I want to note
that one very good measure that the House passed is the Reams
Act which would reestablish constitutional control over regulations
and it is something that the other body really needs to move on.

Mr. CHABOT. Thank you very much. I yield back, Mr. Chairman.
Thank you for holding this hearing.

Chairman GRAVES. Ms. Velazquez, do you have any more ques-
tions?

Ms. VELAZQUEZ. Well, I do not know if my colleague was refer-
ring to impacting access to capital for small businesses as a result
of Dodd-Frank. Were you referring the lack of access to credit to
capital to small businesses as a result of Dodd-Frank?

Mr. CHABOT. Yes.

Ms. VELAZQUEZ. And my argument before to that assertion is the
fact that Dodd-Frank exempt community banks who have assets
less than $10 billion. And for the most part those financial institu-
tions that are providing capital to small businesses are those com-
munity banks that are exempted from the Dodd-Frank.

And here we have a chart from the Thomson Reuters/PayNet
Small Business Lending that shows clearly since Dodd-Frank was
enacted credit has been going up. So, you know, there is this per-
ception that is not based on the facts.

Thank you. And I yield back.

Chairman GRAVES. Well, I want to thank all of our witnesses for
being here. Obviously, small businesses are plagued by a number
of things—that lack of available credit that has been there. Obvi-
ously, regulation that is hanging out over them. The idea that they
have got a tax increase that is coming very, very quickly if some-
thing is not done about that. I think that is having a huge effect.
And when 7 out of every 10 jobs in this country are created by
small businesses that is where our problem is with economic
growth.

But I want to thank all of our witnesses for being here. I appre-
ciate all of your testimony and this hearing is not quite adjourned.

I do ask unanimous consent that all members have five legisla-
tive business days to submit statements and supporting materials
for the record. Without objection, so ordered.

With that the hearing is adjourned.

[Whereupon, at 2:54 p.m., the Committee hearing was ad-
journed.]



36

Testimony
of
Dennis Jacobe, Ph.D.
Chief Economist
Gallup
Betore the
United States House of Representatives
Committee on Small Business
Hearing on
The Path to Job Creation: The State of American Small Business
February 1. 2012

Good afternoon, Chairman Graves, Ranking Member Velazquez, and Members of the
Committee. My name is Dennis Jacobe, and } am Gallup’s Chief Economist. Gallup is the
world's best public opinion research company and is strictly nonpartisan. In this regard. I'd note
that my comments are my own and not those of Gallup.

I am pleased to be here today to discuss the current state of American small business and the path
to job creation. In my few minutes today. I'd like to summarize five key points:

e ¢ *

Gallup's behavioral economics data suggest that both the U.S. economy and the small
business operating environment are currently at a crucial juncture:

Small-business owners are the most optimistic they have been since January 2008:
Small-business owners want to create jobs:

Small-business owners perceive key obstacles: and

A behavioral economics approach can help small business.

U.S. Economy and Small Business Are at a Crucial Juncture

Gallup’s behavioral economic measures — based on daily interviews with 1060 Americans
nationwide and posted on Gallup.com — continue to show reasons for modest optimism about
the future course of the U.S. economy.

*

During recent weeks, Economic Confidence has been at its highest since May 2011..
Americans enter 2012 just as optimistically as they did 201 1. This modest improvement
in consumer perceptions is an essential condition for an improved economy.

Job Creation also has been at its highest levels of 2011, as mcasured by the percentage of
employees who tell us their employer is hiring workers or letting workers go. This isa
positive for the U.S. economy, and is similar to the improvement in jobless claims.
According to Gallup, unemployment was measured at 8.3% (not seasonally adjusted) at
mid-January. Underemployment, which in our measure includes those who are working
part-time but seeking full-iime work, was at 18.1%. Both unemployment and
underemployment remain at very high levels, —but they continue to show modest
improvement in early 2012,

In January 2012, daily consumer spending as self-reported by the American consumer
remains slightly above year-ago fevels.
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Overall, Gallup’s behavioral economics data show that conditions exist for a moderate economic
expansion to take place in 2012. However, this remains a tenuous situation that could easily
deteriorate. The preliminary GDP report for the 4t quarter of 2011 was disappointing. Europe’s
financial situation remains a problem. Americans’ confidence in the future direction of the U.S.
economy is fragile, as is consumer spending.

Job Creation Is a Major Challenge

Gallup’s monitoring of the unemployment situation shows what we all know — the United States
faces a job crisis. Underemployment — those unemployed and those working part-time but looking
for full-time work — was 18.1% at mid-January, according to Gallup. However, the number
increases to 29.1% among Americans ages 18-29 underemployed and to 22.8% among those
without a college education.

Gallup's U.S. Underemployment Rate, Monthly Averages®
Not seasomully adjusted
* Mid-Fanuary numbers retleet molling averages tor the 3o-day period ending on Jan. 15, 2002
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When Americans were asked in an open-ended fashion in October 2011 what they thought would
be the best way to create jobs, 19% of respondents said to keep manufacturing jobs in the United
States, 14% said reduced government regulation, and 14% suggested creating more infrastructure
work.



38

In your opinion, what would be the best way to create more jobs inthe United States?
[OPEN-ENDED]

Nov zo-22, Mar 25-27, Oct 69,
2000 2011 2011

KEEP JOBS IN U8

Higher taxes on imports/ Buy American

Lower tuxes ] el 16

Create more infrustructure we

Do more to help small busines

Improve education 3 4

Improve the economy overall

No reason in particular (vol.}

No opinion W 14

{vol)= Voluntesred response
Noter Percentages add to more than 100% hecause of multiple responses.

GALLUP
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Small-Business Owners Are the Most Optimistic They Have Been Since July 2008

In January 2012, America’s small-business owners are at their most optimistic since July 2008,
according to a new Wells Fargo/Gallup Small Business Index survey conducted January 9-13,
2012. The Index now stands at +15 compared to minus three (-3) in October and following two
previous Index readings of zero (neither optimistic nor pessimistic).

The increase in the Index is driven by sharp increases in small-business owner expectations that
their financial situation will improve as their revenues and cash flows expand over the months
ahead.

Wells Fargo/Gallup Small Business Index

< eurrent situations and

The Small Business Index consists of owners' rutings of their busines
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140 i g

100
G0’
26 2o 7
5 .
o0 W‘% [ER Y
21
Rits)
2004 2005 2006 2007 2008 2009 2010 201 2012

Index conducted sinee August 2005 and quarterly from December 2003-January 2012; results
for January 2002 are based on 600 iterviews conducted with small-business owners condueted

(328

Jar g1, 2

GALLLTP

Small-Business Owners Want to Create Jobs

As smali-business owners have gotten more optimistic in early 2012, their hiring intentions have
improved significantly. More small-business owners expect to add new employees (22%) than
expect to let them go (8%over the next 12 months. This 14-percentage-point hiring/firing
difference is the largest since the start of the financial crisis in January 2008. The hiring/firing
difference over the previous two surveys was 2% in October and 4% in July of last year.
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Wells Fargo/Gallup Small Business Index - Future Jobs Expectations
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When those small-business owners who are hiring were asked why they are looking for new
employees, their top four responses were: expanded business operations, increased consumer or

business demand, sales and revenues justify adding more employees, and to replace an employee
who left.
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America’s Small-Business Owners Perceive Key Obstacles

When small-business owners were asked as part of an October 2011 Wells Fargo/Galiup Smalt
Business Index poll what they think is the most important problem facing small-business owners
today, the top five responses included: Complying with government regulations (22%), Consumer
confidence in the economy {15%), A lack of consumer demand (12%), A lack of credit (10%), and
Poor leadership by government and the president (9%
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Wells Farge/Gallup Small Business Index, Oct. 3-6, 2011

GALLUP

Small-business owners were also asked in October what they would need to see in order to feel
N

their business will thrive in 2012, The top three small-business owner responses included: growth
and sales increases {15%), job creation (14%), and fewer government regulations (12%).

Lripy Brasing e
Wells Furgo/Gathup Smull Business Index, Oct. 3-6, 200

GALLUTP
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In January 2012, those small-business owners not hiring were asked why not. While 76% said they
did not need additional employees at this time, significant numbers also said:
e Worried revenues or sales won't justify adding employees (71%);
Worried about the current status of the U.S. economy (66%);
Worried about cash flow or ability to make payroll (53%);
Worried about the potential cost of healthcare (48%); and
Worried about new government regulations (46%).

* & o @

Small-Business Owners’ Views About Credit Availability Remain Stable

Small-business owner perceptions of credit availability have remained relatively stable over the past
several years, with 33% in December saying it was difficult to obtain credit they needed over the
past year. This is more than twice the pre-financial crisis level.

Wells FargosGallup Small Business Index - Curvent Credit Avallability
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A Behavioral Economics Approach Can Help Small Business

Unleashing America’s small business is essential to the future of U.S. job growth. Gallup polling
combined with behavioral economics provides some insights into what might be done to help
America’s small businesses create more jobs sooner rather than later.

Of course, a stronger overall U.S. economy is the only real long-term solution to the challenges
facing America’s small businesses today. Small-business owners are by nature optimistic and
intend to hire if they have the revenues and cash flows to do so. And while there is no silver
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bullet that will guarantee a stronger U.S. economy for small business in 2012, small-business
owners are more optimistic now than they have been in some time.

On the other hand, Gallup polling suggests that government regulation has become a major
concern for the nation’s small businesses, There is always a debate to be had and a balance to be
struck between the public benefits associated with government regulations and the cost of those
regulations. While regulatory change can have a big impact on individual companies and
industries, most often it does not have a major impact on the overall U.S. economy. However,
these are not normal economic times, and small-business owners seem to feel government
regulations are making their difficult operating environment even more challenging.

In turn, behavioral economics and small-business owner perceptions would suggest that one
thing government could do for small businesses immediately is to implement a one vear
moratorium on all new regulations. Tt really doesn’t matter whether the proposed new regulations
would have a significant real impact on today’s small businesses or not. What matters is that the
potential of new regulations is worrying small-business owners. Eliminating this potential —
whether real or imagined — would likely change small-business owners’ behaviors, making
them more likely to expand and hire. This is particularly the case given the current improved
level of optimism among small-business owners.

January’s survey results also indicate that 29% of small business owners are hiring fewer
workers than they need out of an abundance of caution following several years of a very difficult
operating environment. As a result, we could see an explosion in new hiring once the nation’s
small-business owners become less worried about government regulations,

Gallup’s data also suggest that more hiring by small businesses would intensify the search for
qualified employees. Right now, about half of small-business owners are complaining about being
unable to find the skilled and experienced people they need. While education plays a role in
creating this problem, so does the unprecedented length of this job recession. The government may
want to encourage small businesses to employ interns. or provide similar on-the-job-training, so
that employees can gain needed skills and job experience.

Right now, America’s small businesses and the U.S. economy are at a crucial juncture. While
small-business owners tend to be agile — and have demonstrated their ability to adjust to the
business cycie as needed to survive — the current weak economy has persisted since 2008. About
one in four small businesses are worried about whether they'll survive 2012,

In this regard, everything that can be done should be done to unleash American small business,
build on the optimism of early 2012, and encourage small businesses to create new jobs. If we
delay, far too many of today’s small businesses may not be around to be unleashed in the future,

1 want to thank the Committee for this opportunity to testify at today’s hearing. [ would welcome
the opportunity to discuss my testimony in more detail.
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Even President Obama’s own 2011 budget projected that by 2012 the national
debt held by the public will have more than doubled in only 4 years, to $11.9 trillion from
5.8 trillion in 2008 That alone means that in just one term of office, President Obama
will have accumulated more national debt than all prior Presidents combined, from
George Washington to George W. Bush. By 2021 the national debt held by the public
will have more than tripled since 2008 to $19 trillion, again under President Obama’s
own projections.

By the end of 2010, the national debt had already reached 62% of GDP, higher
than at any time in our history except for World War II and shortly thereafter.’ By 2023,
CBO projects that under current policies the national debt held by the public will grow
past 100% of GDP,? which means the federal government will owe more than our entire
economy produces in a year. These projections assume that the 2009 stimulus spending
is not continued, and consequently that federal spending outside of entitlements and debt
interest is cut permanently by 16% as a percent of GDP.? The U.S. Government
Accountability Office (GAO) presents an alternative fiscal simulation based on the best
work of the government’s own actuaries which projects that by 2020 the national debt
held by the public will exceed even the World War {1 historical peak of 109% of Gbp.?

But it gets worse. Even President Obama’s budget projects that the federal
government’s Gross Federal Debt, which includes such items as the debt held in the
Social Security trust funds (real debt that will have to be paid in the future), would be
over $26.3 trillion by 2020, or 110% of GDP. It will be even worse than that, because
that estimate is based on phantom budget cuts and inflated growth estimates. The Bank
for International Settlements (BIS) estimates that this Gross Debt will accelerate faster,
hitting 200% of GDP by 2022, and 300% by 2030.” The federal debt ceiling, or debt
limit, we often hear about in the news applies to this Gross Federal Debt, which was
$13.7 trillion as of September 30, 2010," rising rapidly at the start of 2011 to the then
federal debt limit of $14.3 trillion.

Under current policies, CBO projects that even the smaller national debt held by
the public. as opposed to the Gross Federal Debt, would rocket to 185% of GDP by
2035, and to 200% by 2037.% twice as large as our entire economy. This national debt
would explode further to unprecedented levels of 233% of GDP by 2040, and to 854% by

' Congressional Budget Office, The Long Term Budget Outlook, June, 2010, pp. 1, 13.

id, p. 6.

Tid., p. 12

* U.S. Government Accountability Office, The Federal Government’s Long Term Fiscal Outlook: Fall
2010, GAO-11-201SP, December, 2010. CBO projects the national debt will exceed the World War 11
historical peak by 2025.

3 Nicholas Eberstadt and Hans Groth, “Time for Demographic Stress Tests,” The Wall Street Journal,
November 27-28, 2010, p. A17; Stephen G. Cecchetti, M.S. Mohanty and Fabrizio Zampolli, The Future of
Public Debt: Prospects and Implications, BIS Working Papers No. 300, Bank for International Settlements,
March 2010, p. 10,

¢ United States Department of the Treasury, 2010 Financial Report of the United States Government,
December 21, 2010, pp. vi.
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2080.° As Erskine Bowles, Co-Chairman of President Obama’s Deficit and Debt
Commission and White House Chief of Staff under President Clinton, has said, “This
debt is like a cancer that will destroy the country from within.”

An international study for the National Bureau of Economic Research by Kenneth
Rogoff of Harvard and Carmen Reinhart of Maryland, covering the experience of 44
countries over 200 years, found that economic growth slows substantially when national
debt climbs over 90% of GDP.'" In 2009 the national debt of Greece reached 115% of
GDP. Within a year, the international markets refused to lend the Greek government any
more money by buying its government bonds. That meant that Greece could not borrow
the money to finance its budget deficit, sparking the Greek/Euro crisis. That resulted in a
trillion dollar bailout from the European Union (EU), financed by EU taxpayers.

America is almost at this same disastrous level of debt as Greece, and on our
current course we will soon be there. Indeed, on our current course we will rocket right
through that level, and well beyond.

But the national debt is just the starting point for toting up everything the
government owes, or may owe. The unfunded liabilities of Social Security and Medicare
together run up to over $100 trillion according to the government’s own actuaries.'' The
so-called trust funds for Social Security and Medicare provide exactly zero help in
financing those long term liabilities. The Social Security trust funds are reported to hold
close to $3 trillion in assets. But those assets are all special issue government bonds
which just represent still more government debt, more accurately viewed as internal
federal [OUs.

In reality, and as a matter of federal law, the Social Security trust funds are
nothing more than a statement of the legal authority that Social Security has to draw from
general revenues, meaning ultimately you the taxpayer, when the money is needed to pay
benefits. That is why all the “assets™ in the Social Security trust funds are actually
included in the federal government’s Gross Federal Debt, subject to the debt limit.

In addition, there are the further unfunded liabilities for federal military pensions,
promised veterans benefits, and the retirement benefits for federal civil service workers.
The FDIC is responsible for trillions in guarantees of government insured deposits, the
FHA is liable for another trillion dollars of home mortgage insurance guarantees, and the
National Flood Insurance Program is responsible for over a trillion in outstanding
coverage, with nothing of significance to back it up.

Then there are all the guarantees piled up by the TARP and other bailouts over the
past few years. As of September 30, 2010, the Treasury still held close to $200 billion in

? Committee for a Responsible Federal Budget, CBO’s Long Term Budget Outlook, July 1,2010,p. 1.

19 Carmen M. Reinhart and Kenneth S. Rogoff, Growth in a Time of Debt, National Bureau of Economic
Research, Working Paper 15639, January, 2010.
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outstanding direct loans and stock investments due to the TARP bailouts.'? Altogether
the Treasury held nearly $1 trillion in net loans receivable and stock equity interests,
including 33% of the stock of General Motors,'* 10% of the stock in Chrysler," $42
billion (80%-90%) of AIG stock,"® and over $100 billion in the stock of Fannie Mac and
Freddie Mac.'® Fannic Mae and Freddie Mac alone hold $4.4 trillion in mortgage backed
securities (MBS's), with another $1.4 trillion in debt not counted in the national debt."”
The Federal Reserve, the FHA and the U.S. Treasury hold trillions more in MBS’s and
federal guarantees of those toxic securities that were at the root of the financial crisis.'®
The federal bailout of Fannie Mac and Freddie Mac has already cost $150 billion,
projected to rise ultimately to half a trillion."

Total federal loan guarantees have now climbed close to $2 trillion. The face
value of federal loans outstanding in 2010, including education, agriculture, housing and
other loans, reached over $700 billion.”® With long term near double digit
unemployment, those education loans are now particularly risky. The federal
government is also responsible for an estimated $320 billion in environmental cleanup
costs for federal properties required under current law.?! Al these liabilities are in
addition to the national debt discussed above.

Thoroughly wrong headed Obamacare just adds further trillions to all these
liabilities, as discussed further below. The additional unfunded liabilities of state and
local governments are also on top of the national debt discussed above. That includes
over $3 trillion in municipal bond and state level debt, close to $4 trillion in unfunded
state and local pension liabilities, and over one trillion more in completely unfunded
retirement health benefits promised to state and local employees.

Most people do not know that since soon after World War II federal spending as a
percent of GDP has been fairly stable at around 20%. until recently. That covers a period
approaching two-thirds of a century. All of the great debates, the political crusades left
and right, the liberal War on Poverty, the steady rise of the entitlements, the Reagan
revolution, the Clinton sellout of the Left, the Bush sellout of the Right, amounted to

2 United States Department of the Treasury, 2010 Financial Report of the United States Government,
December 21, 2010, pp. vii,6,69.71,74,84; Statement of the Acting Comptroller General of the United
States, U.S. Government Accountability Office (GAO), December 21, 2010, pp. 4.

"1d., p. 6.

M., p. 71
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® Statement of the Acting Comptroller General of the United States, U.S. Government Accountability
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holding federal spending in equipoise during this entire period, growing in the end no
faster than our enormously productive economy during this time.

That crashing sound you hear is the collapse of this long term grand compromise,
which until recently has allowed our economy to continue to soar ahead with world
leading prosperity. Official U.S. government projections have shown for some time now
that over the next 30 to 40 years federal spending as a percent of GDP will double to 40%
or more. Financing that would ultimately require at least doubling every federal tax.

Add in continued state and local spending growing towards 15 percent of GDP, and
government in America will consume more than half of the economy. Much more than
half in the end, because under that burden GDP growth will collapse, leaving the
government share an even higher percentage of a shrunken GDP.

This would fundamentally transform America into a static, low growth, socialist
European state. America’s traditional world leading prosperity and opportunity, the
American Dream, would be gone.

President Obama has only accelerated these developments, with federal spending
on our current course now targeted to hit 26% of GDP by 2021. The driving factors in
the long term fiscal demise of traditional American prosperity are the nation’s entitlement
programs — Social Security, Medicare, Medicaid and the dozens of other federal, means-
tested welfare programs, and now Obamacare.

As discussed in this testimony, these multiplying, entitlement, dead weight
anchors not only threaten America’s future solvency and prosperity, they
counterproductively fail the poor, low income and senior populations they are supposed
to help, and directly contribute to America’s economic decline today. The joint
federal/state welfare empire crushes work and the family unit among those in the bottom
20% in incomes. Obamacare, Medicaid, and now Medicare mangled by Obamacare
promise the destruction of the world leading top quality health care that has long been
fundamental to America’s high standard of living. Obamacare in addition imposes
another trillion dollars in economically counterproductive taxes, plus the job killing
employer mandate, effectively another burdensome tax. Social Security promises today’s
working people a miserable return on their lifetime of burdensome tax payments, and
deprives the economy of mighty rivers of savings and investment that would rocket ahead
America’s world leading prosperity into the 21* century.

But there is good news, if we would just think anew. As I show in detail in my
recent book, America’s Ticking Bankrupicy Bomb™. by modernizing our old fashioned,
tax and redistribution entitlement programs to rely on 21% century capital, labor and
insurance markets instead, we can achieve all of the social goals of these entitlement
programs far more effectively, serving seniors and the poor far better, at just a fraction of
the current cost of those programs. Such reforms would involve powerful market
incentives driving the programs to contribute further to booming economic growth and
prosperity. rather than detract from it.

* Peter Ferrara, America’s Ticking Bankruptcy Bomb (New York: HarperCollins, 2011)
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Ultimately, these reforms altogether would reduce federal spending by balf or
more of what it would be otherwise. solving the long term fiscal problem. Yet, because
these reforms involve fundamental structural changes that actually serve the poor and
seniors far better, rather than simple-minded benefit cuts (the political equivalent of the
Charge of the Light Brigade), they are politically feasible. Modernizing the programs to
the remarkable benefit of the populations they serve, which the book shows is possible by
harnessing markets and incentives to achieve the social goals of the programs far more
effectively, is the political key to unlock the door to the necessary entitlement reform.

The Welfare Empire

The term “welfare state” is inadequate to describe America’s means tested
welfare complex targeted to the poor. What we have is a welfare empire involving 185
joint federal/state means tested welfare programs, including Medicaid, Food Stamps, 27
low income housing programs, 30 employment and training programs, 34 social services
programs, another dozen food and nutrition programs, another 22 low income health
programs, and 24 low income child care programs, among others.

Federal and state governments spend close to a trillion dollars a year just on these
means tested welfare programs™. not counting Social and Medicare. That is roughly
$17.000 per person in poverty, over $50,000 for a poor family of three. The Census
Bureau estimates that our current welfare spending totals four times what would be
necessary just to give all of the poor the cash to bring them up to the poverty line.
Charles Murray wrote a whole book, In These Hands. documenting that we spend far
more than enough to completely eliminate all poverty in America.™ This dramatic
overspending leaves wide scope for reforms that would be far more effective in reducing
poverty, while still saving taxpayers a fortune.

The War on Poverty famously began in 1965. From 1965 to 2008, the total spent
only on means tested welfare for the poor in 2008 dollars has been nearly $16 trittion.
Rector et al. report that has been more than twice all spending on all military conflicts
from the American Revolution to today.?’

What have we gotten for all of that spending? Poverty fell sharply after the
Depression, before the War on Poverty. The poverty rate fell from 32% in 1950 to 22.4%
in 1959 to 12.1% in 1969, soon after the War on Poverty programs became effective.
Progress against poverty as measured by the poverty rate then abruptly stopped. In 2009,
the U.S. poverty raie stood at 14.3%, about where it was right after the War on Poverty

+ Robert Rector, Katherine Bradley, and Rachel Sheffield, Obama to Spend $10.3 Trillion on Welfare:
Uncovering the Full Cost of Means-Tested Welfare or Aid to the Poor (Washington, DC: The Heritage
Foundation, 2009)

* Ibid, pp. 13-16.

» Charles Murray, fn Our Hands, A Plan to Replace the Welfare State (Washington, DC: American
Enterprise Institute, 2006)

“* Rector et al.. p. 12.
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began, despite the expenditure of $16 trillion. In other words, we fought the War on
Poverty, and poverty won.

One major reason that poverty stopped declining after the War on Poverty started
is that the poor and lower income population stopped working. In 1960, nearly two-
thirds of households in the lowest income one-fifth of the population were headed by
persons who worked.”® But by 1991, this work effort had declined by about 50%, with
only one-third of household heads in the bottom 20% in income working, and only 11%
working full-time, year round.”

This was not a matter of the poor not being able to find work. While the economy
was chaotic during the 1970s, during the 1980s and 1990s America enjoyed an historic
economic boom creating millions of jobs. The proof'is in the pudding, or in how people
actually voted with their feet. Millions of illegal aliens surged across the border to gain
those jobs and participate in America’s economic golden age, with the unemployment
rate collapsing into insignificance by the end of the 1990s.

With the government offering such generous and wide-ranging benefits, from
housing to medical care to food stamps to outright cash, and many others, to those with
low incomes or who are not working at all. naturally many choose to reduce or eliminate
their work effort and take the free benefits. Incentivewise, it is as if the government is
generously paying people not to work and to have low incomes.

But along with this collapse of work, the War on Poverty was also associated with
the breakup of lower income families. and soaring illegitimacy. Prior to the War on
Poverty, black families remained intact, and the overwhelming majority of black babies
were born to 2 parent families. But coinciding with the War on Poverty, the black
illegitimacy rate soared from 28% in 1963, to 49% in 1975, to 65% in 1990, to about
70% in 1995, where it remains today.>” This effect has not been limited to blacks.
Among whites, illegitimacy soared from 4% in 1965, to 11% in 1980, 21% in 1990, and
25% in 1995. where it also remains today. Among white high school dropouts, the
illegitimacy rate is 48%. Among Americans overall. the illegitimacy rate has soared
from 7% when the War on Poverty began to 39% today.

Such illegitimacy is the second key cause of poverty, in addition to nonwork. The
poverty rate for female headed households with children is 44.5%, compared to 7.8% for
married couples with children. The poverty rate for married black Americans is only
11.4%, while the rate for black female headed households is 53.9%. Moreover, it is
primarily these single parent families that remain poor and dependent on welfare for the
long term. Indeed, single parent families perpetuate poverty into the next generation.

% U.S. Bureau of the Census, Current Population Reports, Series P-60, No. 80, income in 1970 of Families
and Persons in the United States, p. 26.

* U.S. Bureau of the Census, Current Population Reports, Series P-60, No. 180, Money Income of
Households, Families, and Persons in the United States: 1991, p. 7.

* The illegitimacy rate is officially reported by the National Center for Health Statistics; See also, Jason L.
Riley. “The State Against Blacks: The Weekend Interview with Walter Williams.” The Wall Sireet Journal,
January 23-23, 2001, p. Al3.
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Children raised in single parent families are 7 times more likely to become welfare
recipients as adults. The negative effects on children from single parent families, and
crime resulting from illegitimacy, also perpetuate poverty long term. As Robert Rector
of the Heritage Foundation explains, “If poor women who give birth outside of marriage
were married to the fathers of their children, two-thirds would immediately be lifted out
of poverty. Roughly 80 percent of all long-term poverty occurs in single-parent
homes.™

Family break up and illegitimacy are again the natural result of the incentives
created by our massive, overgrown welfare empire. Most welfare benefits are restricted
to families with children. If you are a non-elderly adult in America without children, you
are pretty much expected to support yourself. That is a sound principle. But it means
that having a baby is the gateway to a generous package of government benefits.

Moreover, if the mother is married to a man who earns a significant income. then
the benefits are lost. Indeed, if the mother is married to a man who is not working, but
the government requires him to take available work before benefits are paid, then the
benefits will be lost in any event, whether he refuses to work, or if he works and earns an
income that eliminates benefits.

Once again, it is as if the government is paying women to have children out of
wedlock. As Rector aptly puts it, “Welfare ...converts the low-income working husband
from a necessary breadwinner into a net financial handicap. It transformed marriage
from a legal institution designed to protect and nurture children into an institution that
financially penalizes nearly all low-income parents who enter into it

Winning the War on Poverty

But an historic turning point in welfare policy was achieved with the enormously
successful 1996 reforms of the old Aid to Families with Dependent Children (AFDC)
program. Those reforms, spearheaded by then Speaker of the House Newt Gingrich,
implemented the ultimate welfare policies favored by President Reagan and his long time
welfare guru Robert Carleson, as explained in Carleson’s recent posthumously published
book Government Is The Problem: Memoirs of Ronald Reagan’s Welfare Re(/"armer.33 (I
worked directly for Carleson in the Reagan White House).

The reform returned the share of federal spending on the AFDC program to each
state in the form of a “block grant” to be used in a new welfare program redesigned by
the state based on mandatory work for the able bodied. Federal funding for AFDC
previously was based on a matching formula, with the federal government giving more to
each state the more it spent on the program, effectively paying the states to spend more.
The key to the 1996 reforms was that the new block grants to each state were finite, not

I Rector, et al., p. 25.

2 Rector, supra, p. 201.

* Susan A. Carleson and Hans A. Zeiger, Government Is the Problem: Memoirs of Ronald Reagan’s
Welfare Reformer {Alexandria, VA: American Civil Rights Union, 2009)
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matching, so the federal funding did not vary with the amount the state spent. If a state’s
new program cost more, the state had to pay the extra costs itself. If the program cost
less, the state could keep the savings.

To give the states broad flexibility in designing the new replacement program, the
entitlement status of AFDC was repealed, as states could not be free to redesign their
programs if their citizens were entitled to coverage and benefits as specified in federal
standards. The reformed program was renamed Temporary Assistance to Needy Families
(TANF).

The reform was opposed bitterly by the liberal welfare establishment. Their view
was well expressed by Senator Daniel Patrick Moynihan, the Urban Institute, and others
who predicted that the reforms would produce a “race to the bottom™ among the states,
and that within a year a million children would be subject to starvation.

But quite to the contrary, the reform was shockingly successful, exceeding even
the predictions of its most ardent supporters. The old AFDC rolls were reduced by two-
thirds nationwide, even more in states that pushed work most aggressively: Wyoming
(97%), Idaho (90%), Florida (89%), Louisiana (89%), Illinois (89%), Georgia (89%).
North Carolina (87%), Oklahoma (85%), Wisconsin (84%), Texas (84%), Mississippi
(84%). By 2006, the percent of the population receiving TANF cash welfare was down
to0 0.1% in Wyoming, 0.2% in Idaho, 0.5% in Florida, 0.6% in Georgia, Louisiana, North
Carolina, and Oklahoma, and 0.7% in Arkansas, Colorado, [llinois, Nevada, Texas and
Wisconsin. Nationwide, the percentage of American children on AFDC/TANF was
reduced from 14.1% in 1994 to 4.7% in 2006.

As a result, in real dollars total federal and state spending on TANF by 2006 was
down 31% from AFDC spending in 1993, and down by more than half of what it would
have been under prior trends. At the same time, because of the resulting increased work
by former welfare dependents, the incomes of the families formerly on the program rose
by 25%, and poverty among those families plummeted. Haskins reports, “[B]y 2000 the
poverty rate of black children was the lowest it had ever been.”

This illustrates the entitlement reform theme of the book that through fundamental
structural reforms we can achieve the social goals of those programs far more effectively,
ultimately serving seniors and the poor far better. at just a fraction of the costs of the
current old-fashioned programs.

There was only one problem with the 1996 reforms — they only reformed one
program. The same reforms can and should be extended to all of the remaining 184
federal means tested welfare programs. This would amount to sending welfare back to
the states, achieving the complete welfare reform dream of Reagan and Carleson in
restoring the original federalism and state control over welfare. It also follows the spirit
of the Tea Party movement in restoring power to the states and gaining control over
government spending, deficits and debt.
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I discuss in the book how the states should use their newly restored powers to
adopt an entirely new welfare system for the able bodied providing benefits only in return
for work first. Those who were disabled or retired and so couldn’t be expected to work
would be assisted through separate programs. But otherwise the nation’s local welfare
offices would be turned into work offices. Those who reported for work early enough in
the day would be assured a work assignment for that day, preferably in the private sector
as temp agencies arrange for their customers, but if necessary doing some work task
serving the community in some way, city. county or state.

They would be paid in cash at the minimum wage at the end of the day. If they
needed more money, they could come back tomorrow. All forms of assistance would be
provided to the able bodied only in conjunction with this work. Child care would be
provided on site, those who reported for work consistently enough could be given
vouchers to help pay for health insurance, necessary transportation assistance could be
provided to get to the work office, etc.

The book shows that the minimum wage, plus the Earned Income Tax Credit
(EITC), plus the Child Tax Credit are enough by themselves to bring every family out of
poverty with full time employment at such work. But much of this cost would be borne
by private employers paying the wages in return for work.

Indeed. the incentives of this system would push most of the costs to the private
wage paying employers, instead of the taxpayers, because this system eliminates the work
disincentives of welfare. Rather, the incentive is to take whatever private sector job is
available, since the able bodied will have to work to support themselves in any event, and
in the private sector the worker will gain skills, raises. promotions, and new opportunities
over time. Those who do show up for the work assignments anyway would be assigned
to private employers as well to the extent possible, and those connections would likely
grow into tong term employment. In any event. no one is going to keep showing up for
these day jobs for years, like some stay on welfare for years.

Consequently, instead of taxpayers paying the bottom 20% in income not to work,
as today, employers would be paying them to work. As a result, the bottom 20% would
be contributing to the economy, rather than detracting from it by staying home idle and
living off the work of others.

The welfare incentives for family breakup and illegitimacy are also eliminated
entirely. No free benefits are handed out any longer for bearing a child out of wedlock.
If the mother has a child without a husband, then the mother must go to work to support
the child. Moreover, there is nothing to be gained under this system by avoiding
marriage or by couples splitting up. No benefits are provided to the mother for being
unmarried. A government welfare check does not become a substitute for a working
husband. If the father has to work to support himself anyway, and will be charged for
child support, then he has no economic incentive to stay away from the family either. So
this system does not discourage marriage or encourage family break up.
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To the contrary, since living together will reduce living expenses that the couple
will have to work to pay for in any event, the incentives are for family unification rather
than family breakup. Couples staying together can also help each other by sharing the
necessary work if they desire. Indeed, a single mother can avoid work altogether by
marrying a working husband. So the system provides reinforcing economic incentives
for marriage search.

With all the programs of the current welfare empire estimated together to cost $10
trillion over the next 10 years, the resulting savings to the taxpayers would be several
trillion just in those first 10 years alone. Indeed, while substantial costs would remain for
a program like Medicaid, the above incentives I argue would likely drive down costs for
most of the remaining programs by more than half. But at the same time, poverty in
America would actually be effectively eliminated, with all able bodied people assured of
work earning sufficient income to climb above the poverty line.

Obamacare versus Patient Power

With the overwhelming burden of already badly overpromised entitlement
programs threatening long term fiscal chaos and the end of America’s traditional world
leading prosperity. President Obama decided the top priority was to make the problem
worse with Obamacare, which adopts or wildly expands three entitlement programs.
While President Obama insisted Obamacare would not add to the federal deficit, the book
explains why it will add $4 to $6 trillion in additional deficits and debt in the first 20
years of implementation alone. But that is not the biggest problem. Obamacare in any
event needlessly adds trillions in additional spending and taxes to an already bursting
federal ledger, and promises to decimate the world leading quality health care that has
long been a central component of the high standard of living of the American people.

Obamacare was advanced to address two central problems, rapidly rising health
costs and the uninsured. National health care costs have been growing faster than the
economy for close to 100 years. But that cost growth accelerated over the past 50 years,
soaring from 5 percent of GDP in 1960 to 10 percent in 1985 to 17 percent in 2009. That
is the highest proportion of output devoted to health care of any country in the world, by
far. Second is France at 11.2% of GDP, followed by Switzerland at 10.7%. Germany
spends 10.4%, the United Kingdom only 8.7%. The OECD average is 9%.

Since we still have the biggest economy in the world by far, that means we spend
far more on health care than any other country in the world. U.S. health costs totaled
$2.5 trillion in 2009, larger than the entite economies of every other country in the world
except China, Japan. Germany, and France. Per person, we spent $7,538 on health care
in 2008, again higher than any other country by far. That was 50% more than the second
most, Norway, at $5.003, with Switzerland in third at $4,627. Germany only spent haif
as much. at $3,737 per person, and the United Kingdom less than half at $3,129. The
OECD average was less than half as well, at $3,060.
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These trends are expected to continue. CBO projects that on our current course
by 2040 health care costs would consume close to one-third of GDP.

The root of these rapidly rising health costs is what economists have called the
Third Party Payment problem. The great majority of health costs in America are not paid
by the patients themselves. There is almost always some third party paying the bills,
either an insurance company, an HMO, or the government through programs such as
Medicare and Medicaid. Indeed, in 2008, 84% of health expenses in America were paid
for by private health insurance, Medicare, Medicaid. or other public spending.

Try this thought experiment. Consider sending your teenage daughter to the mall
on a Saturday with a debit card for a bank account with $1,000 in it. Tell her that what
she doesn’t spend today she can keep for the future, with interest, to spend later. Then
consider sending her to the mall with Uncle Sam’s credit card. Tell her you effectively
have already paid for whatever she might charge through your income taxes. How do
you think the magnitude of what she purchases would differ?

The fundamental problem, of course, is that with a third party paying the bills, the
consumer, or the patient, has no incentive to control costs. In formal terms, the consumer
has an incentive to spend until the marginal benefit of additional spending, or additional
health care is zero, so different from an efficient market. where consumers spend until the
marginal benefit is equal to the marginal cost. In more colloquial terms, this means
consumers have the incentive to spend on health care until it hurts.

To make matters worse, consumers lack expertise in health care, and make their
health care purchases on the advice of their chosen doctors and specialists, who not only
also have no incentive to control costs, but, rather, have a direct financial interest in
spending more. The consumer doesn’t even have an incentive to shop for the lowest cost
care for what he does decide to consume.

This means, in turn, that health care providers have no incentive to compete to
reduce costs, since consumers and patients are not making their health care decisions
based on costs. They are making their decisions based primarily on quality, and
secondarily convenience. That is why the American health care system produces far and
away the highest quality health care in the world. resulting from highly effective
capitalist competition, and traditional Yankee ingenuity in producing the latest and best
innovations.

This also explains why new medical technology increases costs, while in every
other field new technology drives down costs. Since in American health care there is
only competition to maximize quality, regardless of costs, developers and innovators of
new medical technology are focused primarily on increasing quality regardless of cost.

The only solution is to unite the decision over what health care to purchase and
consume with the economic responsibility to pay the costs, so costs can be weighed
against benefits in health care consumption. There are two alternative ways to do that.
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Either the third party payer is given the power to decide what health care the consumer or
patient is allowed to consume, in which case the third party payer weighs the costs of the
patient’s health care against the benefits to the patient from that health care. Or the
patients are given market incentives to consider the full costs of the health care they
choose to consume, in which case the patient weighs the personal benefits of his or her
health care against the costs of that care.

Most countries have chosen the former alternative through socialized medicine.
With the government taking primary responsibility for paying health expenses through its
taxpayer financed health programs, the government takes primary responsibility for
deciding what health care its citizens are allowed to consume and when. The government
then decides to what extent each individual’s health care is worth the costs.

This introduces its own perverse incentives, particularly to sacrifice to broader
political calculations the interests of the sickest and most costly, always a small minority
not nearly fully aware of the scope of possible medical alternatives. With the
government and politics ultimately deciding who gets paid how much for what health
care, incentives for investment to develop new medical technology, innovation, and
breakthroughs are decimated. Finally. this system raises troubling moral issues, with the
government effectively deciding in place of citizens whether their health care is worth the
costs, and consequently who should live and who should die.

Though initially subtle and opaque, Obamacare creates the framework to take
America down this road. That can be seen for starters in the $15 trillion in future cuts to
Medicare payments to doctors an hospitals, and turning over the program to the
democratically unaccountable Independent Payment Advisory Board.

The alternative has been dubbed Patient Power, after the pathbreaking book of
that name by free market health guru John Goodman published by the Cato Institute in
1992. The classic example of such policy is Health Savings Accounts (HSAs).

The concept behind HSAs is to start with an insurance policy with a high annual
deductible, in the range of $2.000 to $6.000 in today’s products (the higher the better).
Such high deductibles, of course, reduce the cost of the insurance substantially, with the
savings then kept in the savings account to pay expenses below the deductible.
Generally, after one healthy year with little or no medical expenses, the patient by the
second year would have more than enough in the account to cover all expenses below the
deductible. (And even if the patient has an unhealthy first year, the net out of pocket
costs after using up the first year savings in the HSA is not much more than standard
deductibles and copayments in traditional health insurance). Unspent HSA funds can be
used for health expenses in later years, or for anything in retirement.

This transforms the incentives of third party payment. For all but catastrophic
health expenses, the patient is essentially using his own money for health care. Whatever
he doesn’t spend he can keep. So the patient will try to avoid unnecessary care, and look
for less expensive care and alternatives for what he does need.
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In turn, since patients would now be concerned about costs, doctors, hospitals and
other providers would now compete to control costs, as well as maximize quality, as in
all normal markets. This competition would become more intense and effective the more
widespread HSAs and similar incentives become. These incentives would flow all the
way through to the developers of new technologies. Since both patients and health
providers are now concerned with costs, technology innovators would now have
incentives to develop technologies that reduce costs, as well as improve quality.

HSAs can be expanded throughout the health care system. Workers can be
allowed the freedom to choose them in place of employer provided coverage, the poor
can be allowed to choose them for their Medicaid coverage, seniors can be allowed to
choose them for Medicare.

Similar policies would involve providing the poor through Medicaid with
designated sums for the purchase of insurance coverage in competitive markets, resulting
in incentives for cost saving choices among health insurance alternatives. That can be
done with employer provided health insurance as well. The same can also be done for
Medicare, as House Budget Committee Chairman Paul Ryan has proposed. A similar
approach for the drug coverage of Medicare Part D proved quite successful in controlling
costs. By contrast, President Obama’s approach to Medicare emphasizes again the other
alternative of expanded government control over the health care provided to seniors
under Medicare through his Medicare cuts and [ndependent Payment Advisory Board,
ominously exempted from democratic control. This is just one reason why Ryan’s
Medicare reforms are actually better for seniors than Obama’s approach to Medicare.

Additional reforms would provide for complete Patient Power. The interstate sale
of health insurance would maximize consumer choice, and competition, which would
further reduce costs. Regulations that unnecessarily increase costs should be repealed.
These include the thousands of state special interest benefit mandates, guaranteed issue,
and community rating, as well as regulations that unnecessarily prevent new health
providers from entering markets and increasing competition, such as certificate of need
requirements mandating a showing of need for the services.

A Health Care Safety Net

In America’s Ticking Bankruptcy Bomb, [ discuss how Patient Power can be
extended to provide a complete health care safety net covering everybody to assure that
no one will suffer lack of essential health care, for just a small fraction of the cost of
Obamacare. Moreover, this is accomplished with no individual mandate and no
employer mandate. Obamacare, by contrast. for all of its trillions in future taxes and
spending, and both its individual and employer mandate, still does not cover everyone.

Such reform would begin with Medicaid. which already spends over $400 billion
a year providing substandard health care coverage for 50 million poor Americans.
Congress should transform Medicaid to provide assistance to purchase private health
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insurance for all those who otherwise could not afford coverage, ideally with health
insurance vouchers. This one step would enormously benefit the poor already on
Medicaid. The program today pays doctors and hospitals only 60% of costs for thetr
health care services for the poor. As a result, close to half of all doctors and hospitals
won't take Medicaid patients. This is already a form of rationing, as Medicaid patients
find obtaining health care increasingly difficult, and studies show they suffer worse
health outcomes as a result. Health insurance vouchers would free the poor from this
Medicaid ghetto, enabling them to obtain the same health care as the middle class,
because they would be able to buy the same health insurance in the market.

Ideally this would be done by block granting Medicaid back to the states, as with
the 1996 AFDC reforms discussed above. With finite block grants for Medicaid, states
that innovate to reduce costs can keep the savings. States that operate programs with
continued runaway costs would pay those additional costs themselves. The voters of
each state can then decide how much assistance for the purchase of health insurance to
provide each family at different income levels to assure that the poor would be able to
obtain essential health care. This would rightly vary with the different income and cost
levels of each state.

This would not cost much because only about 12 million Americans arguably
cannot afford health insurance without some public assistance. Out of the 47 million
uninsured we keep hearing about, 9.7 million are already eligible for current government
programs like Medicaid or SCHIP but haven’t signed up. Another 6 million are eligible
for employer sponsored insurance but have not signed up for that either. Another 9
million are in families earning more than $75.000 per year. Another 10.2 million are
immigrants, legal or illegal, and not U.S. citizens. Just give the assistance necessary.
counting what they can reasonably pay based on their income, to the 12 million
Americans that need it to buy private health insurance.

A second step necessary to ensure a complete safety net is to provide federal
funding to help each state set up a High Risk pool. Those uninsured who become too
sick to purchase health insurance in the market. perhaps because they have contracted
cancer or heart disease, for example, would be assured of guaranteed coverage through
the risk pool. They would be charged a premium for this coverage based on their ability
to pay. ensuring that they will not be asked to pay more than they could afford. Federal
and state funding would cover remaining costs. Such risk pools already exist in over 30
states. and for the most part they work well at relatively little cost to the taxpayers
because few people actually become truly uninsurable.

The law already provides that insurers cannot cut off already existing
policyholders, or impose discriminatory rate increases, because they become sick while
covered. That would be like allowing fire insurers to cut off coverage for houses once
they catch on fire. If this law needs to be modernized, it should be.

With these reforms. those who have insurance can keep it, those who can’t afford
it are given the necessary help to buy it. and those who nevertheless remain uninsured
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and then become too sick to buy it have a back up safety net in the risk pools. Everyone
is assured of being able to get essential health care when they need it, with no individual
or employer mandate.

The Medicaid block grants would likely cost less actually than Medicaid today,
but serve the poor far better, and the High Risk pools involve only marginal additional
costs. Obamacare, by contrast, was estimated by CBO to cost a trillion dollars a year,
more likely $2 to $3 trillion as explained in the book. But with Patient Power, the
patients themselves would enjoy maximized personal control over their own health care,
with the current world leading quality of American health care maintained. So again, the
people are served better, at just a fraction of the cost.

Moreover, once the decision over what health care to buy is united with market
incentives to control costs in the patients themselves, then the people themselves can
decide what percentage of GDP should be devoted to health care, through their collective
decisions in the marketplace. The health cost problem would be addressed in the
competitive marketplace, consistent with the preferences of the people themselves. The
health care industry would then be a contributor to jobs and growth of the economy just
like any other, rather than considered a net drain on the economy. Restraint of health
costs consistent with consumer preferences would further contribute to economic growth.

Social Security Personal Account Prosperity

The Baby Boom is beginning now to retire on Medicare in earnest, with
retirement on Social Security starting in a year or so. For decades now, the federal
government’s own official reports have been showing that Social Security would not be
able to pay all promised benefits to the baby boom without dramatic, unsustainable tax
increases.

Last year, for the first time since President Reagan saved the program in 1983,
Social Security began running a cash deficit. Under what the government’s actuaties call
intermediate assumptions, those deficits will continue until the Social Security trust funds
run out of funds to pay promised benefits by 2037. After that, paying all promised Social
Security and Medicare benefits will require eventually almost doubling the current total
payroll tax of 15.3% to nearly 30%.

Under what the government’s actuaries call pessimistic assumptions, the Social
Security trust funds will run out of funds to pay promised benefits by 2029. After that,
paying all promised benefits to today’s young workers would eventually require raising
the total payroll tax rate to 44%, three times current levels, and ultimately more.

Social Security operates as a pure tax and redistribution system, with no real
savings and investment anywhere. Even when it was running annual surpluses, close to
90% of the money coming in was paid out within the year to pay current benefits. Even
the remaining annual surpluses were not saved and invested. They were lent to the
federal government and spent on other government programs, from foreign aid to bridges
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to nowhere, with the Social Security trust funds receiving only internal federal [OUs
promising to pay the money back when it is needed to pay benefits. Those federal IOUs
are rightly accounted for in federal finances not as assets but as part of the Gross Federal
Debt, subject to the national debt limit. That is because they do not represent savings and
investment but actually additional liabilities of federal taxpayers.

Such a pay-as-you-go tax and redistribution system does not earn the investment
returns that a fully funded savings and investment system would. Consequently, over the
Jong run the system can only pay low, inadequate, below market returns and benefits.
That is why studies show that for most young workers today, even if Social Security does
somehow pay all its promised benefits, those benefits would represent a real rate of return
of around 1% to 1.5% or less. For many, the real effective return would be zero or even
negative. A negative rate of return is like putting your money in the bank, but instead of
earning interest on it, you have to pay the bank for keeping your deposit there. That is
effectively what Social Security is for many people today.

Moreover, on our present course, that is what Social Security will be for everyone
in the future. Whether the long term deficit is closed ultimately by raising taxes or
cutting benefits, that will mean the effective rate of return from the program will be
lower, ultimately falling into the negative range for everyone.

There is a better way, proven to work in the real world. Workers could be
allowed to save and invest what they and their employers would otherwise pay into
Social Security in personal savings, investment and insurance accounts. Studies show
that at standard, long term, market investment returns, for an average income, two earner
couple, over a career the accounts would accumulate to close to a million dollars or more.
Even lower income workers could regularly accumulate half a million over their careers.

Those accumulated funds would pay all workers of all incomie levels much higher
benefits than Social Security even promises let alone what it could pay, two to three times
as much, and possibly even more. Retirees would each be free to choose to leave any
portion of these funds to their children at death.

Another virtue of these personal accounts is that with workers financing their own
benefits through their own savings and investment, they can be free to each individually
choose their own retirement age. Moreover, they would have market incentives to
choose on their own to delay their own retirement ages as long as possible, because the
longer they wait the more they would accumulate in their accounts, and the higher
benefits those accounts could pay.

As a result, millions of workers with less physically taxing jobs would choose on
their own to delay their retirement well into their 70s, a result that could never be
imposed politically. But other workers whose jobs required heavy physical labor or who
for other physical reasons could not work past their early 60s could retire then. With
planning, they or their employers could make additional contributions to the accounts
over the years to finance more benefits in that earlier retirement. This is a far superior
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solution to the question of the retirement age than politics imposing one, uniform,
unworkable retirement age on all.

Proven to Work

In 2005, Congressman Paul Ryan (R-W1) and Senator John Sununu (R-NH)
introduced comprehensive legislation providing for such a personal accounts plan,
officially scored by the Chief Actuary of Social Security. Workers were empowered with
the freedom to choose to save and invest in the accounts just half the Social Security
payroll tax, roughly the employee share of the tax. But the Chief Actuary concluded that
the accounts would still be so clearly a better deal that a// workers would choose the
accounts.

Over the long term, the accounts result in breathtaking reductions in government
spending, because the payment of Social Security benefits is shifted out of the federal
budget altogether, financed instead through the accounts in the private sector. This
would result in the largest, most dramatic reduction in government spending in world
history.

Because of this, the personal accounts alone under Ryan-Sununu eventually
closed the long term Social Security financing gap entirely, without any benefit cuts or
tax increases. Indeed, since the employer half of the payroll tax continued to be paid.
while the payment of the benefits was shifted to the personal accounts, the Ryan-Sununu
plan eventually resulted in very large Social Security surpluses, which allowed for
payroll tax cuts. For these reasons, the Chief Actuary of Social Security scored the plan
as achieving full solvency for Social Security.

Imagine how all workers accumulating hundreds of thousands or even millions in
their own personal accounts by retirement would transform society. The Chiefl Actuary
calculated that under Ryan-Sununu after just 15 years with the personal accounts,
working people all across America would have accumulated $7.8 trillion in their
accounts, in real terms after adjusting for inflation. That would climb to $16 trillion after
25 years.

Moreover, all those funds would pour into our economy as mighty rivers of
increased capital investment, rapidly expanding economic growth. Those funds would
finance the practical implementation of our rapidly advancing science, leapfrogging our
economy further generations ahead.

In 1981, the South American nation of Chile, then with a Social Security system
just like ours, with the same problems, adopted a personal account option similar to
Ryan-Sununu. with astounding success. Virtually all workers chose the accounts within
18 months. and for 30 years now they have paid less into the accounts and gotien higher
benefits, while their economy boomed with all the increased savings and investment.
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In America itself, such a system was tried in 1981 as well, for local government
workers in Galveston. Texas, who still enjoyed that option under the law then. Just as in
Chile, for 30 years now they have paid much less into their personal account savings and
investment system than required by Social Security, but receive much more in benefits.
The analogous Thrift Savings Plan retirement system for federal employees has similarly
worked spectacularly well now for nearly 30 years.

The personal account option can start at whatever level is feasible at first. A
reasonable beginning would be to allow each worker the freedom to choose to switch half
of the employee share of the Social Security payroll tax to such an account, which would
be 3.1% of taxable payroll. The initial account option can also be limited by restricting it
at first to younger workers.

As in Chile, workers would choose investments by picking a fund managed by a
major private investment firm from a list officially approved and regulated by the federal
government for safety and soundness. The personal account investments would be kept
strictly separate from the rest of the company, again as in Chile, so any financial troubles
the company might experience would have no effect on the personal account investments.
This would also be very much like the highly successful private retirement investment
systems used for the federal employee Thrift Savings Plan and for the private alternative
to Social Security used for local government workers in Galveston, Texas.

The Chilean personal account system that has been so successful for 30 years now
includes a government guaranteed minimum benefit for the personal accounts that is
roughly equal as a percent of income to the average benefit under the U.S. Social
Security system. That is feasible because market investment returns are so much higher
than what completely uninvested, tax and redistribution, pay-as-you-go Social Security
even promises let alone what it can pay. That is why in 30 years, even through the
financial crisis, Chile has never had to make a payment on that guarantee. Through its
regulation of the private investment firms among which personal account investors can
choose, the government can limit and control the risks workers can take on with their
personal accounts, preventing moral hazard from the guarantee.

In these circumstances, it would be politically sensible to simply guarantee that no
worker with personal accounts will get less in total benefits than Social Security currently
promises, rather than try to defend a complicated, more limited guarantee. Promised
Social Security benefits are weak and marginal compared to what would be gained
through a lifetime of real savings and investment. The possibility that the accounts
would be unable to pay at least that much over a lifetime of savings and investment is,
therefore, remote, making the politically desirable guarantee economically feasible.

Such a guarantee, which was included in the Ryan-Sununu bill as well, effectively
enables the personal account system to maintain the social safety net of Social Security.
That is a political key to enabling the sweeping, fundamental, structural change from a
tax and redistribution system to a private savings. investment and insurance system.
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No worker would be required to take this personal account option. They would
each be perfectly free to stay in the current Social Security system as is, with no benefit
cuts or tax increases. That is feasible because based on the experience in Chile and the
score of the Chief Actuary of Social Security, virtually all workers can be expected to
choose the personal accounts.

After the initial reform, the account option could be expanded over time,
eventually to the full amount of the employee share of the payrol! tax, 6.2% of wages.
The accounts could then be further expanded to allow substitution of private life
insurance for Social Security survivors benefits, and private disability insurance for
Social Security disability benefits. This could be accomplished with another 2.3% of
wages, as in Chile, coming out of the employer share of the tax. Eventually, the accounts
could be expanded to cover the payroll taxes for Medicare, another 2.9% of wages, with
the saved funds financing monthly annuity benefits used to purchase private health
insurance in retirement. The personal accounts would then encompass an option for
11.4% of wages altogether, about one-fourth less than the current 15.3% payroll tax.

With the accounts then paying for all of the benefits currently financed by the
payroll tax, that tax would eventually be phased out altogether. Workers would instead
be paying into the family wealth engine of their own personal savings, investment and
insurance accounts. In the process, government spending equivalent to about 10% of
GDP would be transferred to the private sector. the largest reduction in government
spending in world history.

Any plan for personal accounts for Social Security involves a transition financing
issue. That arises because Social Security operates on a pay-as-you-go basis, with almost
all of the money coming in immediately going out to pay current benefits. If part of the
money coming in goes for savings and investment in personal accounts instead,
additional funds will have to come from somewhere else to continue paying all promised
benefits to today’s retirees. The need for this transition financing phases out over time as
workers retire relying on their personal accounts instead of payroll taxes.

This is a cash flow financing issue, not a maiter of transition costs. What the
transition is really financing is the increased savings and investment involved in shifting
from a tax and redistribution, pay-as-you-go system, with no real savings and investment
anywhere, to a fully funded, savings and investment system, just as with eliminating the
unfunded liabilities of any underfunded pension plan. When you save $1.000 in a bank,
you don't think that cost me $1,000. It doesn’t cost you anything, because you stiil have
the money, in your savings account. Of course, because you can’t have your cake and eat
it too, you can’t spend the $1,000 you are saving, or else you wouldn’t be saving it. That
may create a cash flow issue for you, depending on your personal finances. Butit is nota
matter of the savings costing you $1.000.

The transition financing money is effectively financing the savings going into the

personal accounts of working people across America. That accumulated savings and
investment is not a cost to the economy, it is a mighty, productive contributor to the
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economy. The working people seeing that money growing in their own personal
accounts would certainly recognize that it is not a cost, but, in fact, an asset. The
personal accounts are actually just a politically sophisticated means of shifting from the
current, completely non-invested, tax and redistribution, Social Security system, to a fully
funded system based on savings and investment, which should be readily recognized as
the complete, responsible, desirable solution to the issue of Social Security.

But this transition financing would all be more than covered by the reduced
government spending resulting from the other entitlement reforms discussed in this essay.
further detailed in the book. With the transition financed entirely by such reduced
spending, the personal accounts would produce entirely a net contribution to national
savings and investment. The workability of this approach was demonstrated by the Ryan
Roadmap, the comprehensive legislation introduced by now House Budget Committee
Chairman Paul Ryan. That proposed legislation includes personal accounts for Social
Security, fundamental reform of Medicare and Medicaid, general health care reform, tax
reform, and other budget reforms. CBO officially scored the Roadmap as achieving full
solvency for Social Security and for Medicare, and balancing the federal budget
indefinitely into the future, completely eliminating all long term federal deficits, with no
tax increases. In the process. the transition to the personal accounts for Social Security is
fully paid for, effectively by the spending reductions.

President Obama mocks the idea of personal accounts, saying they risk your
Social Security in the stock market. But personal accounts are only a choice open to each
worker. no one imposes it on them. Moreover, nothing requires anyone with a personal
account to invest anything in the stock market. They are free to choose from a wide
range of market investments, including even government guaranteed alternatives if they
want (on top of the guaraniee already in the proposal).

To answer Obama’s challenge, [ joined with William Shipman, former Principal
of State Street Global Advisors. Our work. published in the Wall Street Journal®
showed that an average income two earner couple who retired in 2009 just after the worst
of the financial crisis, who had saved and invested in a personal account option to Social
Security for their entire lives, and invested it all in the stock market. would still have
retired with $850.000 in their accounts, almost millionaires. In fact, they were
millionaires, until they lost 37% of their account funds in the year before retirement. But
their accumulated funds were still enough to pay them 75% more than Social Security
promises them. This is effectively a worst case scenario, since 1999-2008 was actually
the worst 10 year stock market performance in America’s history.

But didn’t President Bush already try personal accounts for Social Security and
fail miserably? My book discusses in detail why Bush failed with personal accounts as
well. When Bush ran for President in 2000, he explicitly campaigned on empowering
workers with the freedom to choose personal accounts for Social Security, employing all

 Witliam G. Shipman and Peter Ferrara, “Private Social Security Accounts: Still a Good Idea.” October
27,2010, p. A1T.
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the positive, populist themes originally envisioned for the reform effort, as discussed
above. That included in particular contrasting the accounts and all of their benefits with
the unpopular alternatives of cutting benefits or raising taxes. This worked spectacularly
for him, even allowing him to win Florida by the narrowest of margins carrying the
senior vote, which is what won him the Presidency.

But once elected, he turned to Beltway insiders to handle the project who were
stuck inside the Washington Establishment box that insisted that Social Security reform
was all about some combination of tax increases and benefit cuts. Under the new White
House conception of Social Security reform, personal accounts became "the dessert” to
make palatable the "spinach” of benefit reductions. The mantra came to be that
“everything was on the table”, every brutally unpopular idea, such as delaying the
retirement age, or means testing, or changing the basic benefit formula, along with the
one politically successful and transforming idea of personal accounts. All of this just
buried all of the positives of personal accounts, and at best confused the public. Were
benefits going to rise under personal accounts. or fall relative to income under price
indexing? The public soon was lost. Personal account advocates warned them early and
often that this would fail. but they proved impenetrable.

The fatal fallacy persists that it would be politically easier to cut benefits than to
enact structural reforms like personal accounts. For all of the reasons discussed above, a
populist, grassroots alliance can be generated to support personal accounts, which is the
one Social Security reform idea ever to show support by large majorities in the polls.
The alternative is to cut a deal with the Washington establishment that will slash Social
Security returns and benefits for working people. at the price of agreeing to a tax increase
for “balance.” This would be politically crippling for Republicans.

A New Vision for Entitlements

This testimony projects a new, modernized, 21* century, vision for entitlements,
thoroughly detailed in the book, harnessing capital, labor and insurance markets, and
productive incentives, to achieve all of the social goals of those entitlements far more
effectively, ultimately serving seniors and the poor far better. Yet, because those reforms
rely on markets and productive incentives, the cost of those programs to taxpayers are
dramatically reduced. Indeed, over time federal spending is reduced by half or more
from where it would be otherwise, resulting in a complete solution to the nation’s
entitlement and fiscal crisis. These modernized entitlements directly contribute to
economic growth and prosperity, rather than detracting from it.

This vision is consequently the key to unlocking the door to fundamental, fiscally
necessary, entitlement reforms.

Peter Ferrara is Director of Entitlement and Budget Policy for the Heartland Institute and
Senior Fellow for the Carleson Center for Public Policy. He served in the White House
Office of Policy Development under President Reagan. and as Associate Deputy Attorney
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General of the United States under the first President Bush. He is the author of
America’s Ticking Bankruptcy Bomb, now available from HarperCollins.
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The Outlook for the U.S. Economy'

1. The recovery in the United States continues to be sluggish because of anchors weighing it
down: The continued weakness in the housing market kept residential construction at
depression levels. Historically, US recoveries have always featured a lift from housing
and it may be another couple of years before all of the foreclosures are worked through.
The good news is that residential construction has stopped falling, but housing prices are
still flat or declining slowly on average. The housing problems are not spread evenly
around the country but rather are concentrated in five states, California, Nevada, New
Mexico, Florida and Michigan. Policy efforts by both the Bush and Obama
Administrations to mitigate the ongoing tide of foreclosures have had only modest
impacts, but it is worthwhile to keep trying to speed up the gradual adjustment process in
the housing market. One response to the housing crisis has been that fewer new
households have been formed as people choose to live with parents or share housing with
others. Another response has been a sharp increase in the demand for rental housing,
which has in turn triggered construction of multifamily units. The preliminary report for
GDP growth in the fourth quarter of 2011 suggested that residential construction is
growing again. although from a low base.

Housing starts remain depressed and the foreclosure backlog
includes 4 midion homes
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2. The weakness in the housing market has contributed to the loss of household wealth. The
stock market has recovered much of the huge drop it took in the financial crisis as

! The data charts presented in this testimony have benefitted from my position as an advisor to the McKinsey Global
institute. McKinsey & Company does not endorse specific policies and the views expressed here are solely my
own.
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corporate profits have been good, but the volatility of markets has made it hard for. -
consumers to take a lot of comfort from the partial recovery of financial wealth. The -
consumer deleveraging process continues as debt levels are reduced and borrowing
remains subdued. Much of the reductmn in household debt so far has come about
through defaults and foreclosures rather than repaymg debts.

3. Beyond housmg, the other blg anchor wexghmg down the economy is the weakness in
household income that is driven primarily by the weakness in the labor market. In fact
over the past several quarters, consumer spending has grown a little faster than disposable
income; 5o the saving rate has declined slightly. - Consumers are certainly cautious, but
the big reason consumer spending growth is slow is that income growth is slowor:
negative. : S :

Weak samings gnd inflation hasmsultadin an uaprecedented. broad-
: msoﬁ re;at income orop sincethe sadof the recessmo

4. There is.a view that businesses in the US are holding back on investment and hiring
because they are afraid of the impact of the huge budget deficits and by concerns about
regulation. My own judgment is that by far the biggest reason for weak hiring is the lack
of strong demand growth; However, it is important that Congress and the Presxdent put:
in place a comprehensive plan for reducing the budget deficit over the next ten years.
And much could also be done to streamline regulation and make the decision-making

“process-quicker. It is noteworthy that business investment, at present, is actually picking
up quite well for equipment and software, and hlrmg isnow lookmg stronger.

5. Theother pieces that go into aggregate demand include government purchases, net
exports, and inventories. Of these three; government putchases are declining now
because of cutbacks by both the federal government and by states and Iocalities. Clearly
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there is a need for fiscal restraint but if federal spending is cut too quickly, this will have
a short term negative impact on demand, something that is being demonstrated in the
European setting. Net exports vary from quarter to quarter, but with a weakening global
economy it will be surprising if there is much of a net positive effect of trade on US
demand. Inventories are pretty much impossible to forecast and often have a big impact
on GDP for a given quarter. As long as US production continues at a reasonable pace,
inventory accumulation will help that growth but if growth were to weaken, an inventory
cycle could easily be the catalyst for a double dip.

6. Despite these problems, the mood on the US economy here has improved in the past
couple of months with many forecasters starting to revise up their forecasts instead of
constantly revising them down. The stock market has done surprisingly well in the face
of so much global uncertainty, In contrast. the likelihood of a recession in Europe is very
high: indeed they may already be in a recession.

7. Few economists are expecting strong US growth this coming year but the chances of a
double dip have diminished and growth in 2012 is likely to be in the range of 2 to 3
percent. There is some upside potential to this forecast if the European problems ease
and consumer confidence builds. But there are also downside risks. A financial collapse
or renewed crisis in Europe would take at least a percentage point off US growth and
would fikely induce a double dip recession. Another risk to the recovery is political
deadlock over the federal budget, which would undermine market stability.

8. Concerns about fran have pushed the price of oil to around $100 a barrel and a new spike
in oil prices would pose a substantial risk to the US recovery.

The State of the Smalil Business Economy

As all member of this committee know well, the small business sector is one of the great
strengths of our economy, accounting for 64 percent of net new jobs historically. New and
young businesses have generated 40 million jobs in the past 23 years representing 20 percent of
gross job creation. Seventy six percent of high growth businesses are young businesses and
these “gazelles™ generate 88 new jobs a year compared to 2 to 3 jobs for all businesses on
average. These numbers are from the Kauffman foundation. Unfortunately. the job creation
prowess of small business has not been at the usual level in this recovery. The table below is
drawn from the ADP employment surveyz that breaks down employment into businesses that
have 50 and over and those with fewer than 50. It shows that small business hiring in the second
half of 2011 was pretty weak, although there was an encouraging jump in December.

2 http://www.adpemploymentreport.com/indexsbr.aspx
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Small Business Report

US Nonfarm Private Employment by Selected Industry Sector and Business Size

Derived from ADP Payroll Data
il thousands}
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The Reduction in Startups

The financial crisis and the resulting deep recession have taken a big toll on small business. The
chart below shows that the number of startup establishments has fallen off to a greater extent in
this recession than in the 2001 recession. The ability of small business to generate employment
depends heavily on a continuous flow of startups. A half of startups fail within five years as part
of the uncertainty intrinsic to small business, and so there is bound to be a lot of job turnover in
this sector. When there is an ample flow of new businesses getting started, this provides an
extraordinary dynamism to the American economy. Economic recovery depends on a renewal of
business startups.
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Very Large Decline in New Businesses in the
Great Recession

515 610 610 ¢
584 588

1894 95 2000 T 2008

Why has the number of startups fallen so drastically? Certainly the general weakness in
the economy and the lack of demand growth, but the sharp drop in startups has likely also been
affected by the reduction in home equity and restrictions on lending. Many new companies are
started by families or groups of friends that have an idea or decide to start a restaurant and get
together to try how it works. [n many cases the new company is funded by a pool of
contributions from family members or from their own combined resources. As the chart below
shows, there has been a very sharp drop in overall home-owners equity as house prices have
declined over 30 percent with the bursting of the housing bubble. Only a small portion of
homeowners were planning to start new businesses of course, but home equity has been a
primary source of funds for startups. For many potential entrepreneurs, that money is no longer
available.
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The Decline in Owner’s Real Estate Equity has
Made it Harder to Fund Startup Companies

Owner's Equity in Household Real Estate
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In addition to the problem posed by lack of home equity, current or potential
entrepreneurs have faced a much more difficult bank borrowing environment. During the height
of the housing boom financial institutions were lending money with too little regard to the
chances of being repaid, and a lot of loans have gone into foreclosure. There was a need to
tighten lending standards and this was done. Unfortunately, the pendulum may have swung back
too far in the opposite direction, making it difficult for new companies and existing companies to
get funds for inventory or to fund expansion. The chart below shows data from the Federal
Reserve on the proportion of banks that were tightening lending standards, easing them or
leaving them unchanged. There was a wave of tightening in 2008 and 2009. Some modest
easing of standards has occurred since then, but overall standards are still much tighter than they

were,
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Banks Tightened Credit Standards During
the Recession. Only Partial Easing Since.
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Lack of Sales and Optimism Among Existing Businesses

As well as a lack of new small businesses, there are also concerns about the health of existing
small businesses. In the early stages of the recovery from the Great Recession there was some
hiring by larger businesses, but very little from small business. This important part of the
recovery was missing. The chart below shows that small business optimism peaked around 2004
and declined rapidly 2005-07. The financial crisis struck in 2007 and the recession hit with full
force in the last half of 2008 and the first quarters of 2009. Small business optimism hit
historical lows in the face of the Great Recession and has made only a partial recovery since
then.
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Small Business Optimism Hit All-time Low
and has only Partially Recovered

Small business optimism levels
Seasonatly adjusted, indexed, 1986 = 100
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The National Federation of Independent Business has been surveying its members for
many years and they provide a valuable reading on what small business owners see as their
biggest problem. The chart below focuses on the pattern over time for three reasons that have
been cited as among the most important, regulation, taxes and lack of sales. As the chart shows,
lack of sales is the biggest problem in the current period, as it was in earlier recessions. This
reinforces the view expressed earlier in this testimony that the biggest problem the small
business economy Faces is lack of demand. Taxes are a concern, but it is clear from the chart
that this is a perennial concern. Concern about taxes has risen somewhat in the last few years,
but it has not moved up sharply and has not reached the level it had in the 1990s. Regulation is
an important concern among small business owners, understandably so, given the range of
employment and other requirements they face, including many rules from state and local
authorities. The chart does show that concern about regulation has also moved up since 2008.
Much of that upward movement is surely associated with the introduction of the Affordable Care
Act and | will tatk more about that in a moment. Overall, however, it is noteworthy that both the
concern about taxes and the concern about regulation among small businesses are lower now
than they were in the mid 1990s. And of course the economy embarked on a terrific boom
throughout the late 1990s.



76

Poor sales is the top concern for small
businesses, more than taxes or regulation

Single Most Important Problem for Small
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The conclusion on small business seems clear. The state of small business, captured
mostly clearly by the optimism index, has been deteriorating for nearly seven years. It took a
particularly sharp dive in 2008 and is now graduatly recovering. | am not certain of all the
reasons for the decline in the state of small business, but certainly the Great Recession is at the
heart of it. Probably the boom-bust cycle of the real estate market that preceded the recession
was also important. Such a cycle is not a good way to foster sustainable small businesses.

Small Business and the Affordable Care Act

The impact of the ACA on small business has become a major political issue. The NFIB
and the Chamber of Commerce have been strongly opposed to the provisions of the act as they
relate to small businesses. The opposition seems to be out of proportion to the content of the act
itself. Most importantly, there are no requirements on businesses with fifty or fewer employees
to provide insurance, nor are they required to pay a penalty if they do not provide health
insurance. The table below shows that around 90 percent of small businesses are under 50
employees, a group that accounts for nearly 57 percent of total employment in the segment.’
Moreover, a high fraction of larger establishments are already providing health insurance to their
workers. An independent report by the Urban Institute” said that in 2009 81.6 percent of
establishments with 25-99 employees provide coverage and 94.3 percent of establishments with
100 to 999 employees. Even for employers with more than fifty employees that do not currently
provide insurance coverage, the financial penalty would be small. In its summary, the Urban
Institute report says that employers with fifty employees and under stand to benefit from the

* The data do not give a breakdown for 50 and under, so the table slightly understates the share of establishments
that are unaffected by the ACA. The definition of small business is under 500 employees.

¥ Urban Institute, The Effects of Health Reform on Small Businesses and Their Workers, June 2011, Washington
DC.
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subsidies built into the ACA. For employers in the 51 to 100 size range, the ACA will result in a
“very small increase in total costs™.

Around 90 percent of Small Firms or Establishments with 57
percent of Employment have under 50 Employees

2009 Firms Establishments Emp
1 to 49 as % of all
small businesses 95.9% 89.9% 56.7%

Source: Census Bureau. Business Dynamic Statistics. 2009.
hitp://www.ces census.gov/index.php/bds/bds database_ist

In short. it would be helpful if the public debate about health care and small business be more
firmly grounded in the data. Small business men and women are indeed concerned about the
impact of the ACA on their companics, but this may be largely the result of what they hear about
it and not about the reality ot how the act will atfect their businesses.

Policies

Since the biggest problem that small businesses face is the lack of overall demand. the
best policy remedy is 1o try and sustain and strengthen the slow recovery. The standard approach
used to expand demand is for the Federal Reserve to adopt an easier monetary policy and for
fiscal policy to become easier. either through tax cuts or expenditure increases, or both.
Unfortunately, there are limits on the effectiveness of monetary and fiscal policy in the current
cconomic environment. Risk free short interest rates are at or close to zero and even the [0-year
Treasury is yielding only 1.9 percent. That is about as much as can be done. On the fiscal side.
policy has been hampered by the legacy of deficits and by the global sovercign debt crisis. If the
federal government had run budget surpluses or even balanced budgets during the growth years
prior to the recession. we could afford to spend more money now on stimulating demand. As it
is, the combination of the recession itse!f and the expansionary fiscal policies that were followed
carlier have left us with large deficits and debt levels that are rising rapidly.

The best policy prescription for the cconomy today is for policymakers to agree on a plan
to balance the budget. or get close to balance, over the next ten years. This plan should include a
modest fiscal stimulus for 20121 support the extension of the payroll tax cut for all of 2012—
and a realistic framework for raising the level of tax revenues once the economy recovers and for
controlling spending growth, particularly federal spending on health. If the President and
Congress were to agree on such a plan, it would greatly enhance consumer confidence. business
confidence and the stability of markets. Since the chances of this happening are very low. |
would settle for the modest stimulus for 2012 and hope that reason prevails on the budget in
2013,
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Policies Specifically for Small Business

Credit. The amount of borrowing by small businesses is still depressed and it is hard to
know exactly the extent to which this is the result of lack of desire to borrow or inability to
borrow. Surely both are at work. Many small businesses can fill their current orders without any
expansion or investment and they are not looking to borrow. But there are many other small
businesses that would like to borrow but cannot meet credit requirements, especially as they lack
equity in their homes that would have provided collateral for a loan a few years back. One
approach is to make sure that bank regulators are using reasonable standards as they assess the
risks that banks are taking in loans to small business. No one wants to go back to a time of
excessive lending, but the Federal Reserve and other regulators should make sure funds are
available to promising small businesses with a good chance of paying the loan back. Some level
of default is inevitable and is reasonable. Our economy must be willing to take some risks and
regulators should not stand in the way of sound business loans.

Another approach to expanded lending is through the Small Business Administration. In
2010, the SBA received supplemental appropriations to expand is support of small business
lending. As I said earlier, there is a great need to move towards budget balance, but since the
economy remains sfuggish right now, there is a strong case for making more loans available this
year and not fewer. Of course we should not waste taxpayers’ money on bad loans, but SBA has
done an excellent job under Karen Mills and should have the opportunity to make a bigger
contribution to economic recovery.

The SBA Has Seen its Resources
Cut Sharply Since 2010
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The Startup Act of 2012. With bipartisan sponsorship, the Startup Act, if passed, would
provide a much needed boost to small business formation in the United States. The proposed act
has a number of provisions that | believe would be very helpful, including easing the restrictions
on visas for entrepreneurs; granting a permanent work visa to an employer that hires a minimum
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number of Americans: and providing green cards to students that graduate in STEM subjects.
Also proposed in the act are patent reform and an easing of academic licensing restrictions. The
Act also suggests ways to reduce the barriers to new business formation, reducing regulatory
barriers and making sure regulatory rules pass a cost-benefit test. One of the biggest concerns in
this area is the slowness of the permissions process for new establishments and this comes in part
from the fact that federal, state and local officials do not coordinate their decisions. The
regulatory process needs to be streamlined. The President has indicated his desire to do this and
needs support from Congress in achieving this goal.

I do not agree with every provision in the Startup Act of 2012, but I strongly urge the
House to consider this important legislative proposal. It could form the basis for a bipartisan bill
that would provide substantive help to startups and hence to American economic growth.

Skills. There are many employers that find they cannot find the skilled workers that they
need. We need more demand in the economy in order to add to the number of jobs, but we are
also missing out on jobs that are already available but that cannot be filled because workers lack
the skills necessary. Improving skilts and education of the workforce is a long term project that
cannot be achieved quickly. But it is important to start. for example, by fostering partnerships
between businesses and community colleges and by promoting the use of new technologies to
make education and training more efficient. The Armed Forces have developed short term
training programs for recruits so that they can master complex weapons systems, maintain
equipment and other vital tasks. These successful military training programs can provide a
model for private sector training.

Conclusion

| appreciate the opportunity to present my views to this committce. The small business
sector is a vital one to our economy and a driver of economic growth and employment. The
Great Recession has hit almost everyone hard and the small business sector is unfortunately still
very much a work in progress in terms of its recovery. 1am confident that this resitient part of
the economy will recover and help America restore its vitality and optimism.
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Good afternoon Chairman Graves, Ranking Member Velazquez and
members of the committee. Thank you for hosting this important hearing
today and for your invitation to provide testimony. My name is Michael
Fredrich, President of Manitowoc Custom Molding, LLC (MCM
Composites). We are a custom molder of thermoset plastic parts. MCM
Composites produces a wide range of precision products from many
different raw materials. We specialize in thermoset plastic molding, enabling
us to focus our capital and effort on continually improving our thermoset
knowledge, expertise and technical capabilities. I am also a member of the
Small Business & Entrepreneurship Council (SBE Council), a nonpartisan,
nonprofit advocacy, research and training organization dedicated to
protecting small business and promoting entrepreneurship.

On October 31, 2001, fifty days after the 911 attack, I leveraged everything |
had worked for and saved to acquire MCM Composites. [t was a dream
realized and I have never regretted the decision. In addition to the 911
aftershocks there were all the normal business risks to which everyone who
ventures into the free market is subjected. Certainly the Great Recession
was a very rough period, and I made many personal and financial sacrifices
to keep MCM Composites in business. Fortunately, through hard work,
dedicated employees, confidence from our bank, and some luck we
overcame a rough start and celebrated our 10™ anniversary last year. The
hurdles we overcame were difficult but we always had the ability to control
our own fate. We now face a risk which dwarfs all others and which we
cannot control. We face a country risk.

I now worry more about our nation than about the company. We can
compete and be successful but only if the free market capitalist system and
our country remain strong. I worry about our nation’s economic weakness
and the ability of our political leaders to adequately address critical and
mounting issues. On top of serious spending and fiscal issues, new
legislation passed by Congress, the ever changing and confusing actions of
the Federal Reserve, and what appears to be the insouciance of Washington
regarding the level of Federal debt creates a level of uncertainty in the
private sector which will only result in stagnation and decline. The future
will be a bleak one without meaningful action to get spending under control
and if Congress does not fix several costly and harmful pieces of legislation
enacted during the past couple of years.

5]
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Some specific areas of concern and uncertainty include:

Access to Capital: The lifeblood of any business is capital (cash). The
primary source of capital for small businesses is commercial banks. Our
company has a relationship with a privately held community bank. When
asked how Dodd-Frank will affect our banking relationship the president and
owner replied that he was not sure because the law is still being
implemented, but he knows the law will be expensive for the institution.

The 1,400 page bill is expanding by another 1,300 pages of “details.” Our
bank has one compliance officer, and most banks believe they will be forced
to hire additional officers — that is, if they can afford one.

The general theme of Dodd-Frank is to favor managing risk through systems
not people and culture. People, not ratios and statistics, pay back loans. If
our bank had only been looking at our numbers in our early years of
business we would be long gone. Through faith in our abilities and our
character they stuck with us during very difficult times.

Dodd-Frank will make it difficult for community banks to stay in business.
If they are able to survive the regulatory burden and its costs their culture
will surely change -- no more relationship banking.

There is no doubt Dodd-Frank will limit small business’ access to capital.

Inflation: QE3 will be the third attempt by the Fed to stimulate the
economy. It will fail as did QE1 and QE2. What is certain is the inflation
this expansion of the money supply will create. The only question is
“when?” We experienced a series of raw material price increases in mid-
2011 ranging from 5-7%. No evidence of price increases so far this year,
but it is early. Given the level of excess bank reserves and the adjusted
monetary base all elements are in place for inflation, or worse, stagflation.

Health Care: Our company offers a high deductable HSA health care plan.
The policy renews each June. Last year the premiums increased nearly 14%.
We shopped for competing plans, but every insurance provider (five in total)
that we approached chose to “max quote” -- they quoted a premium 85%
higher than our current premium. Our current provider was limited by
statute to a 15% increase in premiums. There clearly was no interest by any

3
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of the health insurance carriers we approached to write our business. Our

existing carrier is required by law to renew our policy. We essentially had
one choice -- pay 14% more for the same coverage or offer no coverage at
all.

The Patient Protection and Affordable Care Act is working as designed, not
as its supporters said it would. It is raising costs while reducing options.
The end result will be to push everyone into a single payer government run
health care system.

Rise of Dependency: The number of Americans receiving some form of
federal aid is shocking. More and more people are becoming dependent on
the federal government. The Census Bureau reports that 49% of the
population now resides in a home where at least one person receives some
form of federal aid. The number was less than 33% in 1983 -- how far we
have come.

Our company has some real life experience with the latest class of
dependents which [ call the “happily unemployed™. These are people who
could work but choose not to. Their main job is to make sure they do
everything required to qualify for unemployment. They often take part time
jobs for cash to supplement the government check. Since Congress
continues to extend the time people are allowed to collect unemployment
there seems to be little risk for this new dependent class. Their only
apparent risk is not doing the minimal amount required to remain on the
program. Many of these individuals wait until Friday afternoon to collect
the requisite number of signatures to prove they are doggedly looking for
gainful employment. They show up in our lobby to ask if we are hiring and
to get a signature. We make them fill out an application before we sign their
form which irritates many of them. Some attempt to apply from the comfort
of their home. They simply call and ask the name of the person answering
the call (it is never given).

A long gap in work history is never a selling point. A person who sits idle
for 99 weeks on unemployment when jobs are available (temporary help
firms in Manitowoc have many openings) has permanently damaged their
personal capital.

A nation which has more takers than producers -- and we are perilously
close -- is not a nation with a good economic future. The conversion of
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people from producers to takers for political gain is awful.

The Debt Blob: The greatest risk to our future prosperity is our federal debt
-~ funded and unfunded. Please understand that the current level of federal
spending and debt accumulation is not sustainable. Small business owners
know this, and that is why they are most concerned about this issue. A recent
survey released by SBE Council and the Financial Services Forum in
November found that small business owners believed that changes to federal
fiscal policy would be the most single most effective strategy to encourage
hiring and to get the economy back on track: 22% called for enactment of a
credible plan to reduce the budget deficit: 20% urged the permanent
lowering of federal tax rates; 9% said a reduction of social security taxes for
employers would help; 6% felt all federal regulations should be assessed;
3% wanted a moratorium on all new regulations.

The federal government is spending $10 billion per day of which we are
borrowing $4 billion. The federal debt is over $15 trillion. During the eight
years of the Bush administration $3.2 trillion was added to the debt total. If
nothing changes (nothing will) we will be at $16.4 trillion by year end. All
this and the Senate has not passed a budget in over 1,000 days. Our nation is
in a debt death spiral and both political parties carry the blame.

We can look forward to the next Kabuki dance performance over raising the
debt ceiling. Meaningless cuts in spending will be traded for leveraging our
future and the problem will be kicked down the road -- probably until after
the election.

Our nation is technically bankrupt but not yet insolvent -- other nations (not
all friendly) are still willing to purchase our debt. When this ends, and it
will, our options will be limited. My guess is the Federal Reserve will
monetize our debt (print money) to support the welfare state. They have
already inflated the currency as is evidenced by the price of gasoline and
food -- two factors which are excluded from the CPI (another deception).

The rule in our company is you can complain about anything as long as you
propose a solution. My solution is to stop this madness in its tracks by not
raising the debt ceiling. Prioritize spending. Interest payments on federal
debt get top priority and everything else is on the table. Work within your
cash flow. Stop using the word “entitlement.” Entitlements in government
are like fixed costs in business -- they are not really fixed they a just difficult

5
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to confront.

Summary: Many of the people I know who own small businesses had a
pretty decent 2011. But there are many other business owners in our state
and across the country who continue to have difficulty generating sufficient
revenues to cover high energy, health care and other costs. MCM
Composites happened to have a record year. However, optimism is tepid in
the small business community.

In the SBE Council/Financial Services Forum survey noted above, small
business outlook for the economy is not great -- 79 % indicated they expect
current economic conditions to persist for at least another year, and 53%
expect current conditions to continue for 18 months or more. The U.S.
economy needs to be growing much more robustly to create the jobs our
nation needs, and to encourage greater entreprencurship.

Small businesses do not have the flexibility multinational corporations have
to diversify country risk. We are generally “stuck™ here and can only hope it

is not too late to reverse our trend toward permanent stagnation.

Thank you and [ look forward to your questions.
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Dennis Jacobe, Ph.D., Chief Economist, Gallup

1. Dr. Jacobe, in your testimony you suggest that government regulation has become “a major concern for
the nation’s small businesses” and recommend that this Congress implement a one year moratorium on
all new regulations. if this recommendation were implemented, would you agree that you are
abandoning any cost benefit analysis of new rules? | assume you do not believe any regulations may in
fact benefit health and safety conditions for workers or do not consider that to be a contributing factor
to the health of this nation’s economy.

2. Dr. Jacobe, can you provide me with a list of the top ten regulations that are having a substantial
negative impact on small businesses?
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Thursday. October 25, 2012
Dennis Jacobe, Ph.D., Chief Economist, Gallup

l.

Dr. Jacobe, in your testimony you suggest that government regulation has become “a
major concern for the nation’s small businesses™ and recommend that this Congress
implement a one year moratorium on all new regulations. If this recommendation were
implemented, would you agree that you are abandoning any cost benefit analysis of new
rules? t assume you do not believe any regulations may in fact benefit health and safety
conditions for workers or do not consider that to be a contributing factor to the health of
this nation’s economy.

Response: A regulatory moratorium would temporarily suspend cost-benefit analyses for
the period of the one-year moratorium. This does not mean I think regulations are not
important. | believe a balanced set of regulations taking into account a cost-benefit
analysis and including the relevant externalities is a net benefit to society. I also believe
people can honestly hold different positions on these analyses and therefore can differ on
the need for and type of regulations appropriate in different situations.

[nstead, my proposed regulatory moratorium is based on Gallup survey responses and the
condition of the U.S. economy. As we all know, operating conditions are extremely
difficult for today's small businesses. Rightly or wrongly, our results show many small
business owners feel new regulations are making their operating environment much more
difficult right now. This has created a very negative psychology among small business
owners and potential owners. Although there might be some costs associated with
deferring some new regulations, I think it is worth that potential cost to temporarily make
small business owners feel like they no longer face the costs associated with potential
new regulation. This is a behavioral economics based suggestion on my part, and one
with which 1 recognize others might disagree.

Dr. Jacobe, can you provide me with a list of the top ten regulations that are having a
substantial negative impact on small businesses?

Response: Unfortunately, Gallup has not done any polling that would allow us to list the
top ten regulations that are having a substantial negative impact on small businesses. As
you know, this is complicated by the way different regulations have differential impacts
on companies in various industries. [ Gallup has the opportunity to survey small
businesses with a large enough sample to provide results to your question, we will be
glad to share those results.
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Introduction.

Chairman Graves, Ranking Member Veldzquez, and distinguished members of the
Committee, on behalf of the Computing Technology Industry Association {CompTIA)
we appreciate the opportunity to submit testimony for the record. We wish to
thank Chairman Graves and Members of this Committee for holding this hearing on
job creation for small businesses. The topic of this hearing is critical. The majority
of American job growth and innovation comes from small companies. In order to
fuel economic expansion, we must assure that entrepreneurs and small businesses
have the tools they need to grow and prosper.

About CompTIA.

The Computing Technology Industry Association (CompTIA) is a non-profit trade
association representing the $3 trillion global information technology (IT)
industry. CompTIA membership includes over 2,000 members and 1,000 business
partners. Our members are at the forefront of innovation and provide a critical
backbone that supports broader commerce and job creation. These members
include computer hardware manufacturers, software developers, technology
distributors, and IT specialists that help organizations integrate and use technology
products and services. CompTIA is dedicated to serving its membership by
advancing industry innovation and growth through its educational programs,
market research, networking events, professional certifications, and public
advocacy.

Background.

Small businesses are the backbone of the American economy. There are
approximately 30 million small businesses in the United States, which represent
over 99 percent of all employer firms and employ over half of all private sector
employees. Many participants in the IT industry are independent small businesses
that provide a variety of functions for customers they serve. A sizeable portion of
anticipated work force growth will emanate from start-up and small- and medium-
sized (SMB]) information technology firms, The SMB sector of the IT industry
accounts for about 40% of industry jobs, or more than 2 million workers, and
163,000 employer businesses that maintain a payroll. The tough economic climate
of the last few years has placed severe strains on many of these small businesses,
with little relief in site.

There are a number of actions Congress should take on a bipartisan basis to spur job

growth and innovation in the small businesses. We have summarized our
recommendations below.

Page 2 of 8
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I. Access to Capital.

One of the most critical concerns has been the lack of access to capital. Whether
seeking equity or debt financing, small businesses have experienced significant
difficulty gaining access to capital, which stunts their growth potential. For some
time, CompTIA has been calling on Congress and the Obama Administration to
advance technology progress and job creation by providing small businesses and
entrepreneurs with greater access to growth capital. We believe that the
government can play a valuable role in paving the way for access to capital for small
IT firms, which have a unique capacity to create jobs, produce commercial and
technological innovations, and spur long-term economic growth. Better access to
capital would allow these firms to develop new products, expand distribution
channels, open new export markets, secure new customers, and fortify
infrastructure. In this regard, CompTIA has called for direct-lending opportunities
for small, growth-oriented technology firms. This need has been especially
highlighted in view of the shortcomings of the Small Business Lending Fund
legislation, which provides indirect assistance (with significant obstacles) to small
businesses through intermediary lending institutions.

While we continue to support efforts to increase loans to growth-oriented small
businesses, there are additional measures that should be taken to increase access to
equity capital. However, because of strict, complicated, and costly equity
investment regulations and requirements, most small businesses have been
effectively cut off from raising equity investments for their businesses. However, we
believe that modest steps can and must be taken that will benefit small businesses
in dire need of equity capital and also assure necessary safeguards for investors.
This can be a win-win situation for investors, small businesses, unemployed citizens,
and our national economy.

A. Crowdfunding. We have examined two proposals dealing with crowdfunding:
H.R. 2930, “Entrepreneur Access to Capital Act,” which passed the House by a wide
margin on November 3, 2011 and is now awaiting action in the Senate; and S. 1791,
“Democratizing Access to Capital Act of 2011,” as introduced by Senator Brown on
November 2, 2011. This Senate bill is currently under the jurisdiction of the Senate
Committee on Banking, Housing, and Urban Affairs awaiting further action.

First, let us say that our membership is broadly supportive of efforts to enact
simplified crowdfunding procedures. We view this as one avenue of revitalizing
small business investment, which is needed to grow our economy and create jobs.
With that said, we have analyzed both pieces of legislation and will summarize our
specific recommendations.

In general, the House-passed legislation allows for a higher individual level of
investment but contains additional compliance burdens for small businesses.
CompTIA is concerned that the regulatory requirements in H.R. 2930 will add undue
complexity and cost, which is contra to the very reasons crowdfunding legislation,
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was explored and introduced in the first place. The Senate bill would ease
regulatory burdens on small businesses but lowers the individual level of
investment. Both bills would allow up to $1 million to be raised in a 12-month
period; the House bill would allow up to $2 million if audited financial statements
are provided to the investors. CompTIA supports inclusion of the optional $2
million limitation provided by the House version. We believe that businesses should
be allowed the higher limitation when audited financials are provided.

Further, CompTIA supports the higher individual investment limitation of $10,000,
limited to 10% of income, as provided under the House version. We understand
that the Senate version seeks to protect investors by limiting exposure to a
maximum of $1,000; however, $1,000 is simply too low, especially in situations
where the company provides additional documentation, such as audited financial
statements. Also, in many situations, investors will actually be other small
businesses that are quite familiar with the issuer, as opposed to uninformed
individuals. We do understand the need for safeguards to protect unwitting
investors. However, we need to balance this with the benefits to be gained by
legitimate offerings and the resultant value to our economy as a whole; neither can
or should be absolute.

Generally, we support the requirements detailed under the Senate bill for issuers
who do not use an intermediary in the offering. Under that legislation, issuers
would be required to:

* Disclose to investors all rights of investors, including complete information
about the risks, obligations, benefits, history, and costs of the offering; and

* File such notice with the Commission as prescribed.

While we understand the intent of the detailed provisions contained in the House
version is to protect investors, the many requirements placed on issuers would
likely mire down the process and increase the cost of the offering, which is contrary
to the goal of this legislation: Streamline the offering process for small businesses in
order to increase equity investment. The basic question is how much should be
required of the issuer in order to both protect the investor and maximize the
issuer’s ability to raise equity investment. We believe that rather than detailing
each specific step, the safeguards provided in the Senate version requiring full
disclosure and SEC notice reporting is a reasonable balance.

Finally, we commend the state filing pre-emption provision contained in the House
legislation, while preserving the ability of states to protect its citizens from fraud
and other abuses. Businesses are continually burdened with filing and compliance
requirements from the multiplicity of federal, state, and local jurisdictions. A single
set of filing rules that would apply nationally is critical to the success of
crowdfunding legislation.
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B. Other Proposed Access to Capital Reforms.

Increase Exemption for Small Company Public Offerings. CompTIA supports
legislation that would amend Regulation A of the SEC rules as it pertains to filing
compliance. In short, H.R. 1070/S. 1544, the “Small Company Capital Formation Act
of 2011,” would reduce the filing and compliance burdens for certain small
businesses that seek to raise capital through a public offering of stock. Simply put,
this bi-partisan legislation would increase the current $5 million limitation up to
$50 million. This move is simply an updating of the antiquated $5 million limitation.
As we have stated before, our economy clearly needs additional equity investment.
Increasing the Regulation A exemption is an obvious adjustment that should be
made immediately.

General Internet Solicitation in Public Offerings. There also have been discussions
concerning a possible amendment of Regulation D of the SEC rules so that the
Internet could be used to solicit public offerings. In today’s economy, both investors
and businesses survive and prosper with Internet applications and transactions.
Clearly, the Internet offers issuers both the ability to broaden their visibility and
access to investors. With proper safeguards, it is no longer rational to bar issuers
from employing the Internet in developing and promoting their equity offerings.
The time has come for our securities laws to recognize that the Internet is here to
stay and that it can actually be used to by issuers and investors alike to increase
opportunities for equity investment in our economy.

1L Payroll Tax.

A CompTIA survey of 420 small technology companies conducted in mid-2011
found that the top tax issue was simplification and reduction of payroll taxes. The
significant percentage of respondents citing this issue highlights the direct impact
these taxes have on small IT businesses and their ability to expand their workforce.
Legislation should be enacted to reduce both the payroll tax and the compliance
costs of filing these payroll tax returns.

A. Payroll Tax Reduction. While the recent legislative discussion has focused on a
reduction in the employee portion of the payroll tax, a similar reduction should also
be extended to small employers, which are the engines of job creation. Accordingly,
CompTIA supports provisions such as contained in H.R.1Z, the “American Jobs Act of
2011,” which would provide a 50% reduction in payroll tax for employers.

B. Payroll Tax Simplification. Generally, employers are required to file Form 941
on a quarterly basis to report and pay over federal income tax withholdings, social
security and Medicare tax. Very small employers are allowed to replace the four
quarterly Form 941 filings with a single annual Form 944, but this only applies
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those businesses with an annual liability of $1000 or less. CompTIA supports
extension of this annual reporting option to a greater number of small businesses.
According to the SBA Office of Advocacy, in 2009, 27.2 million small businesses had
fewer than 500 employees. Assuming a de minimis cost of $100 for the preparation
of each payroll tax return, the total annual compliance costs for payroll tax return
preparation for these small businesses was $10.9 Billon {27.2 million businesses x 4
returns x $100). This cost could be reduced by 75% -- a savings of $8.16 billion -- if
these small businesses were allowed to file annually. CompTIA supports legislation
that would extend annual payroll tax reporting to all small businesses.

1. Sales Tax on Internet Sales.

States have long been concerned about the loss of sales tax revenue resulting from
interstate sales, and the problem has only been exacerbated by the growth in
Internet sales. For CompTIA members the main issues are certainty and costs of
compliance.

Although the term “Internet Taxation” has become common in tax policy debates
and proposals, the Internet is merely the facilitating medium: The core issue is
actually one of “interstate taxation,” not “Internet taxation.” Any legislation
concerning Internet/interstate sales tax collections must properly address both:

* The compliance burden imposed on businesses by the lack of uncertainty as
to which state can tax a transaction; and

¢ The compliance burden that would be imposed on businesses to pay, collect
and/or remit sales taxes for all states/taxing jurisdictions.

It is important to note, that any proposed legislation requiring businesses to collect
and remit sales tax from interstate transactions is a shifting of the administrative
burden for payment of such taxes from individuals to businesses. Currently,
individuals are required to pay use taxes, but due to the inability of the states to
enforce this requirement, the states now seek to shift this burden to businesses.
The addition compliance costs of this action will disproportionately affect small
businesses.

The Main Street Fairness Act (H.R. 2701 and S. 1452} would require any seller to
collect and file sales tax returns on all interstate sales. The intent of this legislation
is to bring some uniformity to state sales tax requirements. However, it would
require even small businesses to collect sales tax and file returns for any sales made
into another state, which would institute a prohibitive compliance cost for many
small businesses. While this legislation requires the states to adopt a “small seller”
exemption, the legislation does not set forth any criteria for what constitutes a
“small seller,” leaving that up to the states implementing the taxing system.
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CompTIA is opposed to legislation mandating the collection of interstate sales tax
unless that legislation (i) exempts small businesses, and (ii}) provides specific
criteria defining which small businesses are exempted.

The Marketplace Equity Act of 2011 (H.R. 3179) would allow a state to enforce
collection of sales tax on sales made into its borders from an out of state seller. This
legislation does exempt businesses with $1 million or less total remote sales or
$100,000 or less remote sales into a single state. However it is important to note
that the Small Business Administration (SBA) definition of a small Information
Technology Value Added Reseller {exception to NAICS code 541519) is a business
having 150 employees or less, without regard to revenue. For other categories of
computing businesses (NAICS codes 541511, 541512, 541513 and 541519) the SBA
definition of a small business is one with average annual receipts of $25 million or
less. CompTIA supports legislation that provides a specific small business
exemption, however, the exemption level provided in H.R. 3179 is too low.

While we understand the need of the states to collect sales tax that is properly
owing, the burden for such collection should not be placed on the back of small
businesses. This added burden would cause many small businesses to withdraw
from interstate commerce due to the additional compliances costs. Accordingly,
CompTIA supports a strong small business exemption for any legislation that would
shift the burden of collecting sales tax from individuals to businesses.

IV. Expiring Tax Provisions.

There are number of important tax provisions that Congress allowed to expire or be
scaled back, each of which are important to small technology businesses. CompTIA
supports reinstatement of the following provisions at the 2011 levels:

A. Research and Development Credit. The 20 percent credit for qualified
research expenses expired for the 15th time on December 31, 2011. The R&D tax
credit benefited companies that incur expenses in the development or improvement
of products and technologies. The overwhelming component of qualifying expenses
is salaries, compensating workers for their innovative ideas.

B. Small Business 179 Expensing. For 2010 and 2011, the maximum allowable
deduction was $500,000, with a phase-out beginning at $2 million. This $500,000
was not extended, so the limitation for 2012 has declined to $125,000 (with a
$500,000 phase-out); in 2013, the limitation will drop to $25,000 {(with a $200,000
phase-out). Also the special expensing provision for real property was not carried
over to 2012,

C. Bonus Depreciation. For 2011, businesses were allowed an additional 100

percent bonus depreciation; this limitation has decreased to 50 percentin 2012 and
will end for 2013 and forward.
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D. Small Business Stock Exclusion. For certain “Qualified Small Business Stock”
acquired after September 27, 2010, and before January 1, 2012, investors will be
allowed to exclude 100% of the gain, provided the stock is held for five years. The
2012 sunset date was not changed. Therefore, there is no incentive for investors to
make small business stock investments in 2012.

E. Work Opportunity Tax Credit. The work opportunity tax credit will not be
available for employees who begin work after December 31, 2011, This credit
provided employers a tax credit of up to 40 percent on wages paid to certain
targeted groups, including veterans, vocational rehab workers, food stamp
recipients and certain Supplemental Security Income recipients.

Conclusion.

America is clinging to its spot as the world leader in technology innovation. Unless
we move to improve the ability of small businesses and entrepreneurs to access
capital, our current economic climate will continue to stagnate, and job creation will
be anemic. We can also improve the business situation of our small technology
businesses through payroll tax reforms, which will encourage maintenance and
creation of jobs, as well as substantial savings in compliance costs. And, inan
increasingly complex system of state tax compliance burdens, we can aid small
businesses to compete in interstate commerce by including a strong small business
exemption in any legislation that seeks to transfer the burden of sales tax collections
from individuals to businesses. Finally, it is essential to extend the expiring tax
provisions for small businesses to support our continuing economic recovery by
encouraging and aiding in job growth.

There is no single bullet that will strengthen the path to job growth for small
businesses. However, there are many small steps, as we have suggested, that will
work together to encourage job creation. We call on Congress to support small
businesses to grow and prosper, which in turn will propel our economy to the
benefit of the entire nation.
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Marine Industries Association of South Florida
Careers for Veterans

Under the auspices of the Marine Industries Association of South Florida ("MIASF”), this
Steering Committee’s recommendation is to offer career positions to Veterans in marine
businesses in South Florida. MIASF is an association of yacht manufacturers, marinas,
boatyards, brokers, suppliers and related business located in South Florida for the
purpose of promoting boating in the region. The Steering Committee ("Commitiee”) is a
group of ten influential business leaders of the MIASF concerned about the continued
growth of the marine sector in Fort Lauderdale’s aconomy.

A 2010 Economic Impact Study of the marine business in South Florida commissioned—
by the MIASF found that there was a significant decline in the industry between 2005
and 2010. Taken as a whole, the Tri-County area comprising Broward, Dade and Palm
Beach saw a reduction in marine sales of some 36% during the five years. Among local
officials, the thinking is that a lack of qualified employees in the area to service yachts is
among the reasons that cause these yachts to migrate to the other destinations for their

services.

The importance of the marine industry to South Florida is too great to allow this decline
to continue. Even in this diminished state, the industry contributes oo much to the
economic success of sach county. In 2010, the overall economic impact of the industry
was $7.4 billion for Broward County, $540.9 million for Dade and $923.3 million for Paim
Beach, a combined fotal of $8.9 billion in gross output. Some 200,000 jobs are

dependent upon the industry.

To assist in reversing the decline, the industry needs qualified employees now and into
the future. Technical skills such as carpenters, fabricators, electricians, and painters
are urgently needed as well as administrative support staff. A readily available source
of these skills is the Veterans coming out of the military. The Committee wants to
alleviate its skills shortage, by fapping into the pool of Veterans coming out of the
Afghanistan and lraq wars. This is an innovative idea that if successful in South Florida,
can be replicated nationwide. Not having tried before, the program needs the
encouragement of the local, stale and federal governments. Each stands.fo benefit
fram the program's success. The expected benefits are both tangible and measurable —
an increase in the gross output and tax base for local cities and a marine career for

Veterans leaving the military.

3201 STATE ROAD 84 » FORT LAUDE’RDALE,, Fl. 33312 » (954) 581-9200 * FAX (854) 721-0958
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Internal Strife
Upon evaluation there is no internal strife that requires the attention of
the government.

Leadership
« MIASF
« YPI
« USSA, SYBass, NMMA (National/International Marine Industry
Partners)
« Federal, State and Local governments

statistics
Economic Impact Studies (Appendix B)

Summary:

The recreational marine industry needs assistance facilitating
communications with all agencies whose regulations affect the
industry.

The United States is unable to attract 90% of the large yacht
economy to this country, due to the onerous regulatory
environment. Attracting this business to the United States would
mean a massive influx of spending and jobs.

@The marine industry associations in the United States have

worked in concert to develop a list of critical tasks and are
working to develop a series of strategies that will address those
regulations that are the biggest obstacles to attracting the large
yacht business, as discussed in this document.
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February 10, 2012

The Honorable Sam Graves
Chairman

Committee on Small Business
U.S. House or Representatives
Washington, D.C. 20515

Via electronic mail

Dear Chairman Graves:

During the question and answer portion of the February 1, 2012 hearing “The Path to Job
Creation: The State of American Small Business™ hosted by the Committee on Small
Business, the Ranking Member -- The Honorable Nydia Velazquez -- asked me if 1 knew
the size of our bank. I speculated it was in the $300-400 million dollar range (it has $600
million in total assets). I was discussing the negative impact the Dodd-Frank legislation
will have on small businesses access to capital. I noted that my banker remained unsure
as to the full impact and burden of Dodd-Frank because the regulations were still being
written and formalized. He noted it would impact his operations.

The ranking member stated that the legislation did not apply to banks with under $10
billion in assets, which ended the exchange. Ranking Member Velazquez was partially
correct with respect to some of the provisions of Dodd-Frank, but seemed to indicate that
I was wrong in my statement that Dodd-Frank would hurt small institutions as my banker
said the new law would. The Dodd-Frank legislation does affect banks under $10 billion.
There are certain provisions which affect only banks with assets in excess of $10 billion
but all banks are under its influences which will ultimately make it more difficult for
small businesses to access capital. These banks are also concerned about the new
Consumer Financial Protection Bureau (CFPB) and its reach and regulatory impact.

Also, please note the following testimony provided by Greg M. Ohlendorf, President and
Chief Executive Officer, First Community Bank and Trust, Beecher, Illinois on behalf of
the Independent Community Bankers of America before the Committee on Small
Business, Subcommittee on Economic Growth, Tax and Capital Access on June, 16, 2011
regarding Dodd-Frank and its impact on small business lending:

“The Dodd-Frank Act was generational legislation and will permanently alter the
landscape for financial services. Every provider of financial services — including every
single community bank — will feel the effects of this new law to some extent. Undeniably,
it will result in additional compliance burden for community banks and will be
challenging for them. The full and ultimate impact won’t be known for years, depending
on how the law is implemented and how the market adjusts to it. There’s still an
opportunity to improve some negative provisions in the law — with the help of this
committee and Congress — and provisions that could be helpful to community banks are
still at risk of being weakened in the implementation.”
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I kindly request that this letter be submitted to the record, as I did not have the
opportunity to respond to the Ranking Member’s statement.

Thank you,
Mike Fredrich, President, MCM Composites
Manitowoc, Wisconsin

cc: The Honorable Nydia Velazquez, Ranking Member, Committee on Small Business,
U.S. House of Representatives



100

Nationa! Association
for the Self-Employed

nase”

Statement for the Record
Submitted to the Committee on Small Business
United States House of Representatives
Washington, D.C,

Submitted by Kristie Arslan
CEO & i , Natior iation for the Seif-Employed
February 1, 2012

The National Association for the Self-Employed (NASE} respectfully request this official statement for the
record on today's hearing, “The Path to Job Creation: The State of American Small Businesses.” NASE on
hehalf of its member’s thanks you for your continued focus on addressing the concerns of the self-employed
and small business owners that are negatively impacted by burdensome government regulation and
continued tepid aconomic and consumer confidence.

Public policy data, Inclutding the October 2011 Gallup poll, consistently identify the same concerns and fears
of the nearly 27 million self-emploved and micro-business owners accounting for nearly 99.9% of all

businesses in the United States. Sadly, the self-employed and micro-business community is largely
marginalized during important legisiative and regulatory discussions, even though they bear the brunt of over
burdensome regulation,

However, hearings lke this allow America’s smallest businesses to be heard as they express valid concerns as
to what is fmpacting their abiiity to fully harness the economic potential of thelr busingsses. As we ook
rowards addressing these concerns, NASE encourages legislative action that would reduce burdensome
regulation, encourage consumer confidence, and provide much needed capital to small businesses.

£ncourage Senate passage of the H.R. 327, Regulatory Flexibility improvements Act of 2011

- Continued strong oversight of the Consumer Financial Protection Bureau to ensure that
reguiatory proposals do not unfairly burden or restrict the setf-employed or small businesses;
Fuli year extension of the temporary payroll tax deduction for 2012;
Extension of important expiring tax provisions that were passed in the Small Business Jobs Act;
Increase access to various streams of capital, both within the SBA loan program and financial
institutions.

The self-employed and micro-businesses owners are the economic engines of the U.S. economy and by
oeating for the remaval of burdensorae regulation and supporting pro-growth economic initiatives NASE
believes that economy would be unieashed on the strength of these critical businessesh.

Kristie Arslan, CEOQ & President
National Association for the Self-Employed
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STATEMENT FOR THE RECORD
THE FINANCIAL SERVICES ROUNDTABLE
On
The U.S. House Committee on Small Business
Hearing on
“The Path to Job Creation: The State of American Small Businesses.”

February 1, 2012

The Financial Services Roundtable (“Roundtable”) respectfully oftfers this
statement for the record to the U.S. House Committee on Small Business hearing
on “The Path to Job Creation: The State of American Small Businesses.”

The Financial Services Roundtable represents 100 of the largest integrated
financial services companies providing banking, insurance, and investment
products and services to the American consumer. Member companies participate
through the Chief Executive Officer and other senior executives nominated by the
CEO. Roundtable member companies provide fuel for America's economic
engine, accounting directly for $92.7 trillion in managed assets. $1.2 trillion in
revenue, and 2.3 million jobs.
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The Roundtable Supports Small Business:

The Roundtable shares Congress’ and the Administration’s goal of supporting
small businesses. The Roundtable is steadfast in its commitment to help our
nation’s economy by helping to create jobs through small-business lending.
Smal! businesses are the linchpin of our nation’s economic growth and well-
being. Small businesses have historically led job creation during previous
economic recoveries and should certainly play a leading role in helping our
country through the still challenging economic climate. Given their significance
in creating jobs and innovation in the U.S., we must ensure that viable small
businesses have access to financing so that aspiring entrepreneurs and existing
small businesses can help lead our country’s economic recovery.

The federal government plays a key role in creating an environment where small
businesses can thrive and expand. The President’s decision to elevate the SBA
Administrator to a cabinet-level position is a positive signal. Included with this
Statement is a report the Roundtable released in November 2011 entitled, “How
the Financial Services Industry is Supporting Small Business.” One of the issues
the report highlights is more than 25 large banks have increased small business
lending in 2011, with one bank boosting lending by 90 percent from 2010 levels.
Other findings include the fact that banks are lending more than $600 billion to
small businesses of all sizes. Additionally. the largest banks have pledged an
additional $100 billion for 2011 and beyond.

While the efforts discussed above are positive steps, we know more work has to be
done to make sure capital reaches the aspiring entrepreneurs and small business
owners who need it. The Roundtable supports the committee’s efforts to review
areas where it can support small businesses, as well other alternative avenues, to
help create business opportunities through innovative policy solutions that will
help create a foundation to build a strong and prosperous economy. We believe
small business issues are critical to our nation’s health and deserve nothing less
than Congress’ full attention. We stand ready to continue to work with the small
business community. Congress. and the Administration to help our nation’s
€Cconomic recovery.

In closing, the Roundtable thanks the Subcommittee for the opportunity to
comment.
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Pennsylvania Ave., NW | South Bullding, Suite 600 | C 200042601 | Pwomm 202-508-6745 | Fax: 202-638-3389

February 1, 2012

* The Honorable Sam Graves The Honorable Nydia Velazquez

Chairman Ranking Member

Committee on Small Busi Committee on Small Business

United States House of Representatives United States House of Representatives
Washington, DC 20515 _ Washington, DC 20515

. Dear Chairman Graves and Ranking Member Velazquez:

ehalf of the Credit Union National Association (CUNA), I am writing regarding

d hearing entitled, “The Path to Job Creation: The State of American Small
‘Businesses.” CUNA is the largest credit union advocacy organization in the United
States, representing nearly 90% of America’s 7,300 statc and federally chartered credit
unions and their 93 million members. We appreciate the opportunity to submit this letter
for the record of the hearing.

Since their inception in the United States over 100 years ago, credit unions have been
lending to their small business-owning members. Meeting the credit needs of
entrepreneurial members is part of credit unions” DNA.

During the recent financial crisis, credit unions stood with their small business owning
members, continuing to lend when others have pulled back access to credit. In fact, the
difference in behavior between credit unions and banks with respect to small businesses
over the last several years is quite remarkable. From December 2007 until September
2011, credit union business loan portfolios increased over 42% while bank small business
loans decreased by over 14%.!

Credit unions would like to stay in the game and continue to help their members, but the
credit unions which have contributed much of the growth over the last several years are
finding themselves increasingly affected by the statutory cap on credit union member
business lending.2 Approximately 525 credit unions are either approaching or very close
to the business lending cap. These credit unions have been the major contributors to
credit union business lending growth over the past few years — accounting for 83% of the
total loan growth in credit unions subject to the cap. N

* FDIC and NCUA Call Report data, and CUNA analysis.

% Most credit unions are currently under a business lending cap of 12.25% of total assets, expressed as 1.75
times net worth required to be well-capitalized {7%), established by law in 1998. Prior to that date, there
was no statutory business lending cap for credit unions.

awinssary
REDIT

UNKNS® | PO Box 431 | Madison, Wi 537010431 | 5710 Mineral Point Road | Madison, WS 53705-4454 | PoNE: 608-231-4000
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The Honorable Sam Graves

The Honorable Nydia Velazquez
February 1, 2012

Page Two

We continue to urge Congress to enact H.R. 1418. the Small Business Lending
Enhancement Act. which would raise the credit union business lending cap from 12.25%
of total assets to 27.5% of total assets. This legislation would permit credit unions to lend
an additional $13 biliion to small businesses in the first year after enactment. helping them
to create 140,000 new jobs at no cost to taxpaycrs.3

The need for Congress to enact this legislation is clear. According to a recent survey by
the Small Business Majority. Main Street Alliance and the American Sustainable Business
Council, 64% of small business owners say that the availability of credit is a scrious or
fairly serious problem. Sixty-one percent say that it is harder today to get a small business
loan than it was four years ago. Ninety percent support making it easier for community
banks and credit unions to lend to small businesses.” We agree: more needs to be done to
help small businesses and the economy recover. and credit unions are in a position to help.
it Congress acts.

The only groups that oppose credit unions business lending represent the banks that have
pulled back access to credit when small businesses needed it the most, and have taken
taxpayer money intended for small business lending and repaid their TARP obligations.
These banks have done enough to prevent small businesses from accessing the capital they
have needed over the last several years. Congress should not let them prevent willing and
able lenders from helping small businesses recover from the economic crisis. by opposing
this legislation.

On behalf of America’s credit unions and their 93 million members, we encourage you o
cosponsor H.R. 1418, the Small Business Lending Enhancement Act.

Best regards.

Bill Cheney
President & CEO

® for a detailed description of the methodology used to develop the lending and job creation estimates,
please see page 12-13 of CUNA's testimony before the House Financial Services Committee of May 18,
2010, http://www.cuna.org/download/congress testimony 051810.pdf

* Small Business Majority, Main Street Alliance and the American Sustainable Business Council conducted a
survey of 500 small business owners with 1 to 99 employees between December 8, 2011, and January 4,
2012. The results were published in a report, “Opinion Survey: Small Business Owner Opinions on Access
to Credit and Proposals to Boost the Economy,” on January 26, 2011, which can be found:
http://www.smallbusinessmajority.org/small-business-research/access-to-credit/access-to-credit_opinion-
poll.php
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The Financial Services Rowndtable

November
2011

Smail Busine

November 2011 | ¢
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The Financial Services Roundtable »@

We dedicate this report to the fens of thousands of men and women

aere

ss America who work I the fingncial sevvices Industry as b

afficers, insurance agents and fi derd planners and whe support small
businesses every day in their local cormunities,

Small businesses are vital to owr nation’s economy and job creation, and the
financial servicas industyy is supporting them in unprecedented and innovalive
ways.

Cver the past 15 years, America’s small businesses — now more than 27 million of
them, or nearly one for every 10 cltizens — have generated 64 percent of new jobs,
This proportion of smail business job creation is even higher in the early stages of
an eConoMIc FCoVary.

This speclal report highlights two primary ways our industry supports small
businesses:

{anding: More than 25 large banks have increased small husiness lending in
2071, with one bank boosting lending by 80 percent from 2010 levels.  Other
findings: Banks are lending more than $600 billion to small businesses of all
sizes: the largest banks have pledged an addifional $100 billion for 2011 and
bayond; and commercial banks with more than 510 billion n assels make half
of all small business loans.

o Non-Lending: More than 30 major financial
sarvices companies say they have extended non-
fending support to small businesses fn 2011

ther findings: Millions of small business owners
rely on financiel institutions  for  Insurance,
retirement planning and financial planning, many
financiat services companies offer free education,
networking, onfine portals and rebates to small

Smerll Business, November 2011 | 2
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The Financial Services Roundiable

business owners; and financial services companies help small businesses
manage disasters by relaxing collection efforts, reducing pricing and offering
disaster bridge loans.

In short, members of the Financial Services Roundiable are helping small
businesses in myriad ways throughout the year. We will continue to share with you
how our members and financial services companies in general are helping the vital
small business community.

| give special thanks to Abby McCloskey, the Roundtable's Director of Research,
for directing and authoring this report.  Please do not hesitate to contact me at
Steve@fsround.org, or Abby, at Abby@fsround.org, if you have questions or
comments,

Best regards,

s 7o zfﬁ/%f

Steve Bartett
President and CEC
Tha Financlal Services Roundtable

Small Business, November 20171 1 3
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The Financied Services Roundiable
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Historic Steps: The financial services industry and the federal government
have taken historic steps to help suppart small businesses.

Credit Needs Met: The vast majority of small businesses report their credit
and capital neads are met.

Billions Lent and Pledged: The financial services industry has extended
$607 bifiion in loans to small businesses of all sizes in 2011, The nafion's
largest financlal services companies have commified to Increase their small
business lending by an additional $100 billion.

Support Beyond Lending: Small business assistance is about much more
than lending. The financial services industry offers continuing education,
insurance, retirement securlty, financial planning and many other benefits for
millions of small businesses.

Smadl Rusiness, November 2001 | 5
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As Ametica continues its path fo economic recovery, small businesses must be an
integral part of fueling job creation. The member companies of the Financial
Services Roundtable understand this — they serve small businesses in communities
all across the nation.  They are dedicated to helping these companies and thelr
owners be successiul, and offering them increased tools to do so.

Financial services companies have committed billions in additional funds, and they're
strengthening their small-business loan officer ranks to handle the loan activity,
They're also delivering a wide range of nonfinancial help. All of this assistance forms
the basis of this Financial Services Roundtatle report,

Financial institutions extended $607 billion in loans to small businesses in the first
haif of 2011. Most recently, the largest of them committed to boost their small-

usiness lending by an additional $100 billion in 2012 and beyond. The help already
has made a difference: 93 percent of small businesses surveyed report their credit
and capital needs are met.

A record amount of Small Business Administration-backed also have been extended
by financial institutions. At the end of September 2011, small business loans backed
by the SBA reached $30 billion, the highest mark in the agsncy’s history.

Support to small businesses goes beyond lending. The industry offers continuing
education, insurance, retirermneant security, financial planning and many other
nonfinancial benefits to help the industry get back on their feel.

Snall Business, November 2011 1 7
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Vibrant small businesses are crucial for the American economy and job creafion,
Small businesses creale the majority of new jobs In the U.S. each year and, after
past recessions; the small business community has been the main driver of
£CONOMIC recovery.

But today's economic environment is a challenge for many companies. Ninety
percent of U.S. small business owners believe the U.S. economy is on the wrong
track, and nearly a quarter think their best business days are behind them, a U.S.
Chamber of Commerce survey released Oct. 12, 2011, found. The majority of
businessas do not plan on hiring or making capital investments in the next 81012
months,

To help small businesses gain access to the resources they need, the financial
services industry and the federal government have taken historic steps to improve
credit and other financial services.

The financial services industry has extended $807 bilfion in loans fo small
businesses of all sizes as of the second quarter of 2014, Federal Deposit
Insurance Corporation data shows. Commercial banks with more than $10 billion
in assets are responsible for half of the small business loans in the U.S., and many
of thase banks have committed o lending even more in the coming year.  For
example, the large commercial banks surveyed in this report have commitled, on
aggregate, an additional $100 billion in small business ioans for 2012 and beyond.

Smadl Business, November 2011 ; 8
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On Sept. 20, 2011, Vice President Biden announced a $20 billion commitment by
13 major banks fo increase lending to small businesses in underserved
communities over the next three years.

Additionally, the financial services industry and federal government have partnered
to extend a record amount of SBA loans. Al the end of September 2011, small
business loans backed by the U.8. Small Business Administration reached $30
bifion, the highest mark in the agency's history. The first quarter of FY2011 was
the most active single quarter ever for SBA-backed loans {more than $12 bilfion
supported). This is more than four times the amount for the same guarter in 2009,

In large part dus to these efforts, the credit market
for small businesses has remained active during
2011, and the overwhelming majority of small
business owners (93%) reported that their finance
needs are met or they are nol interested In
borrowing In the September 2011 survey of the
National Federation of Independent Business,

However, helping small businesses is about more
than lending.

insurance companies, investment companies, financial planning companies and
other members of the financial services industry also meet the needs of small
businesses.

- : {
Small Business, November 2011 { 9
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As will be discussed further in Section 3, Roundtable companies have walved fees
for husiness customers, developed online and mobile business platforms,
extended insurance coverage at discounted rates, provided disaster assistance,

donated mifions of doflars in microloan programs and community-development
funds, conducted educational and networking events for small business owners,
and more.

This is just the beginning.

Financial services companies are working with smalt business owners across th

country to learn how to meet thelr nesds in unigue and innovative ways. In this
report, you will see a sample of their current efforts and glimpse what is to come in
ame.

Swall Business, November 2011 % 10
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~Key takeawayé;fe‘r smali business lending in 2011;

+" $100 bilion of new small business foans pledges made

= Hundreds of small business loan officers hired :

=15 10 90 percent increase in small business lending per
company o o L

« " Record amount of SBA foans extended ($30 bitlion)

In October 2011, the Financial Services Roundtable surveved its members to
determine what individual comparies are doing this year fo help small businesses
access credit,

The survey revealed that the nation’s largest financial services companies have
committed to increase their small business lending in 2011-2012.  Many
companies have hired additional small Dusiness loan officers fo assist in lending
afforts, Other companies have focused their lending sfforts on specific areas of
the country hardest hit by the recession. And still others have found innovative
ways to account for collateral in an economic enviranment where collaterat is hard
to come by,

Below is a colection of member company responses about how they are
improving small business lending:

Increased Lending
- Bank of America’s new credit originations to small businesses In the first
half of 2011 climbed more than 35 parcent over the same perlod last year.

Bank of America has hired more than 400 small business bankers in
racent months and plans o hire roughly 1,000 tolal by mid-2012,

55, November 204 ’ 11
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Bank of the West increased loans to small businesses by 89 percent in
the year ended August 2011, Addifionally, the bank has doubled its
number of small business bankers.

BB&T is the No. 1 SBA Large/National Bank lender in North Carofina and
Virginia.

Through Seplember 2011, BBVA Compass small business lending was
up more than 35 percent from a year earlier,

Capital One’s number of loans rose 19 percent In 2010 from the previous
year. Overall, Capital One originated a large volume of small business
loans in 2010 ~ 187 075 loans toteling $2.9 bilion. The average loan was
for $15,000, and 98 percent of all loans were for $100,000 or tess.

Chase provided more than $12.6 bilion in
cradit fo over 300,000 small businesses in
the first three quarters of 2011, a 71
percent increase over the same time last
year. In the past three years, the bank
has hired more than 1,100 new bankers
o serve more than 2 million small
businesses, Chase s Amerca’s largest
SBA lender in number of loans,

CIT Group Inc. provided more than $1 billion in new loan commitments
during the quarter ended June 30, 2011, an increase of nearly 30 percent
over the first quarter,

Citizens Financial Group has more than doubled s lending tv
husinesses with annual revenuss of 825 million or fess over last year and
has launched education programs for small businass owners,

First MNisgara Financial Group has completed an $8 milion loan
agreement with Northeast Builders Supply & Home Centers. The deal
exemplifies First Niagara's commitment to providing local businesses with
tailored lending solutions responsive to their needs and strengths.

Swmall Busivess, November 2011 f 12
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- Fulton rwds focused small busst Sendig thrugh 273
community banking offices.

- HSBC Bank US4, N.A,, Increased small busi new foan origination by
15 percent year-over-year in the first nine months of 2011,

- For SBA fiscal year 2011, Keylorp produced $219 mifion in SBA
approvals, resulting in a 92 percent increase over 2010 making Key the
ninth largest SBA lender in the counfry.

- MET Banik is the sixth largest SBA lending In the nation for the 2011 SBA
fiscal year, increasing their SBA originations by 47 percent over 2010,
M&T Bank has generated more than $225 million in loans for micro
businesses. M&T Bank reaffirmed its commitment o small business
owners, pledging fo incraase lending by 350 milion above 2010 levels for
each of the next three years.

- People’'s Bank commitment to helping Connecticuts Community
Economic Development Fund fend to small businesses will total $1.8
milfion since CEDF's founding In 1994,

- PNC originated or renewed §1 billion in small business loans in the third
quarter of 2011,

- In the vear ended August 2011, SunTrust originated more than 380
million in Ioans to small businesses with annual revenues of less than §5
million.

- Starting in November 2008, Synovus began using accounts recelvables
as collaterals to increase small business lending.

- U8, Bank set a new company record for SBA loan approvals with a total
of $630 milion for the SBA fiscal year ended Sept 30, 2011 The
previous U.S. Bank record, setin 2008, was $504 million.

Wells Fargo made $10.3 billon in new loan commitments fo small
husinesses jn the first three quarters of 2011 ~ an § percent increase in
naw dollars loaned from the same period last year. In 2011, the company
became the first to lend more than $1 billion In SBA loans In a single year,

Swrall Business, November 2011 | 13
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and # has been America's fop SBA lender in dollar volume for three
consecutive years.

Zions has ranked as Utah's No.1 SBA lender for the past 17 consecutive
vears, Zions Bank approved 587 SBA T(a) loans in Ulah iotaling $48.7
million for the fiscal year ended Sept, 30, 2010. These loans represent 36
percent of tha 1,677 SBA-backed loans approved in the state during fiscal
year 2010.
Commitment fo Future Lending

- BMO wilt make an addifional $5 bilion available to smal- and medium-
sized businesses over the next two years fo support the economic
recovery by spurring business investment and job creation.

- Lt pledged 324 billon In U.S. small business lending over the next three
years, including $7 billion this year, $8 biflion in 2012 and $9 billion in
2013, Last year, the company made $6 bifion in smail business loans,
compared with 84.5 bilion in 2000,

- Fifth Third Bank has the capacity to extend $28 bilfion in new and
renewsd credit to gualified commercial and small business customers
through July 2012,

- First Commonwealth Bank has increased its focus on helping small
businesses in recent years and now has nearly 30 Business Banking
Officers partnering with 112 branch offices throughout #ts 15-county
footprint to promote and grow relationships with local businesses.

Huntington plans to fend $4 billion to small businesses in the Midwest
over a three-year period, with a stepped increase in small business
lending through 2012 and beyond.

- KeyGorp commits to $5 billion in small businass lending over the next
three years.

-~ Regions committed to an additional $200 milfion increase In lending over
the next three years to help small businesses grow and put more

Smafl Business, November 2011 | 14
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Americans back o work, As of August 2011, Regions has booked nearly
$5 billion in new and renewed small business loans, a 18 percent increase
in new loan production as compared to 2010,

T Bank has committed to growing small business loans by 70 percent
above 2010 levels over the next three years. In 2011, TD Bank doubled
its SBA lending sales force, and increased its conventional small businass
sales team by 20 parcent.

Swrall Business, November 2001 3 15
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i Key;takeaways for smaﬂ business supp‘ort in 2011

e Millions of small busmess owners he ped thh dssaster assxstam;e
- retirement planning, andinstrance

- # Free education provi ided to ihousands of small bus‘ness owners -
e Millions of dollars spent Wzih women«and mi aorsty@wned

"~ businesses

s Award win mmg online patfofms deve opad for smal bus nesses,

Srvalt business support s about much more than lending. Business insurance,
financial planning, disaster response, and other financial services are crucial fo
supporting small businesses.

The Roundiable’s October 2011 survey revaaled that member companies are
helping small businesses in many significant and varisd ways.

Below is a coliection of member company responses about how they are
supporting small business.

insurance and Relirement Security

- The Alistate Protection segment has a separate organization called
Emerging Businesses which includes business insurance for small
business owners. Allstate mvested $165.8 miflion with 1,978 women- and
rinority-owned businesses in 2008,

- BB&T Insurance Services provides small business insurance experlise
through dedicated small business insurance agents. For the eighth
siraight year, it has provided this service fo small business cusiomers at
an 11 percent growth rate.

- The Hartford provides award-winning tools and educational resources
that help smali business owners understand insurance and feel confident
aboul what theyre buying. 1t lsunched an inferactive online guide to
explain workers' compensation in simple English. i also created The

Small Business, November 2011 1 16
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Business Owner's Playbook®, which helps identify and address important
issues facing small business owners, It provides insurance protection for
more than a rafllion small business owners.

ING U.5. supports small businesses with 401(k) plans. ING expanded ifs
service offerings to help employers salisfy thelr ERISA responsibilities and
launchad & plan emvoliment program that leverages the use of moblle
technology. ING U.S. aiso introcuced a Self Owned Life and Retirement
{S.0LAR) platform designed to supplement non-qualified retirement
accumitations while providing salary continuation death benefil profection.
Additionally, ING U.S. partners with national and local Hispanic chambers
edugating and serving minority-owned small businesses on insurance and
retirement needs,

LPL Financial acquired National Refirement Partners. Inc., to help
support small- and medium-sized businesses with employee refirement
solutions, including group annuities and 401(k) plans.

State Farm confinues s commitment to small buskess, offering
insurance and financial services to help small business owners recover
from the unexpected and realize thelr dreams.

in the 2011 second guarter, Capital One launched Clear Interest
Business Checking. a firstio-market, high-interest checking account for
businesses, helping time-strapped small business owners simplify money
management. Capital One Bank's Clear Interest Business Checking is
one of the first high-interest checking accounts offered for small
businesses since 1933,

Discover Fi ial Services’ wabsite offers numerous articles on setting
up and running a small business. In terms of disaster relief, Discover may
offer to relax collection and activation efforts and provide pricing
concessions for merchants, depending on the size and scope of the
dlisaster.

Smatl Business, November 2011 1 17
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Fulton Financial is committed to relationship-based business owner
sducation and fraining with s onfine Business Resource Center, providing
interactive “how-to" workshops and foolkits about starding, marketing,
financing, managing, growing and profecting your small business. The
corporation’s six community banks survey their small business customers
to determine educational needs and then, after listening, deliver webinars
in response to commonly shared business topics.

MasterCard launched MasterCard Small Business Educsfion Serles
webinars to help small businesses stay abreast of thelr industries and
continue leaming about topics that will help them run their businesses
better,

Barlow Ressarch Associates, Inc. honorsd U8, Bank with a 201
Monarch Innovation Award, recognizing the company's ScoreBoard online
payments-managament tool for small businesses. The ScoreBoard fool
helps them make smarter decisions about the financlal operations of thalr
business,

Wells Fargo provides support, guidance and relatable information to
small businesses through is online content delivery portal called the
Business insight Resource Cenfer.

Additionat Offerings

Ameriprise Financlal invested 5284 milion In securities backed by
Agency Small Business Administration foans as of June 30, 2011,

Ares Capital Corporation made more than $1.4 billion in new investment
commitments during the quarter ended September 30, 2011, an increase
of more than 170 percent from the year-agoe period and more than 55
percent above the 2011 second quarter. Ares Capital invests primarily in
U.S. middle-market companies.

BancorpSouth offers a $100 cash incentive to small business owners
who transfer their small business checking accounts to BancorpSouth.

~ - 7 Y H
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Citibank offers small business customers free checking for one year,

Citizens Financial Group supported small businesses impacied by
recent natural disasters with a Disaster Bridge Loan Program. These
bridge loans provide money immediately fo husinesses to pay thelr
obligations and necessary operating expenses until such time as they
receive long-lerm government funding from the SBA's Dissster Loan
Program,

City National wil waive up to 33,000 in closing costs on first trust desd
Inans it makes under the SBA 504 Loan Program and also will walve the
bank’s foan-origination fees when new funds are deposited in a business
checking account.

Comerica donated $50,000 to ACCION Texas to expand microloans and
spur small business growth in the San Antonio market,

E*TRADE Bank announced a new $2 million, 15-month pledge to
Operation HOPE, which helps small businesses in low-income
communities apply for leans.

In recent months, First Commonwealth Bank has held more than 800
meetings with women business owners. FCB's manages $62 million in
loans, deposits and cash-management activily for women-owned
husinesses, with the goal of $100 million.

The service First Horlzon bankers provide their small- and middle-market
business customers has consistently eamed national recognition by
Greenwich Associates in the areas of overall customer safisfaction,
weasury-management  safisfaction  and  relationship-management
performance,

Genworth supports thousands of small businesses, such as independent
financial advisors, accountents, and insurance agencies. For example,
Genworth offers practice management services (o help advisors assess
the effectiveness of their small business, determine ways fo improve

Sl Business, November 2011 | 19
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efficiency and profitability, maximize firm value, and provide resources to
assist in the purchase ot sale of advisory firms.

- PNC Bank is the nowest member of the Ohio Business Lending
Clearinghouse network, which makes 1 sasier for Ohio's small businesses
fo connact quickly with & lender, giving them an edge on growing thair
business and creating jobs for Chioans, PNC joins other prominent
fending institutions such as Fifth Third, Huntingten Bank and Key Bank, iIn
assisting Chio small businesses with potential lending opportunities and
business-development resources.

- in support of small business and entrepreneurial achievement, ihe
Princ i ial Group sponsored the Ine. 50015000 Conference.
Nearly 2,000 of the nation's most successiul small business CEOs and
entreprensurs met at the 30th annual Inc, 5008000 Conference & Awards
Caramony September 22-24 at the Gaylord National hotel and conference
center in Washington, D.C. This is the ninth year that The Principal has
served as a major sponsor of this leading forum.

- Raymond James was involved in over 128 public financings in 2011 {33
IPCY's) for small companies as well as private placements of both debt and
equity for small companies. Raymond James also judges Ernst &
Young's statewide and national Entreprensurship Awards Program.

- Visa launched a micro-lending program with Kiva. Org. The average size
of Kiva's filed partner loans in the U.S. 1s $7,000.

Educating and Building Relationships

Banco Popular 5 participating In the New York City Bank Advisory
Council, established o forge referral refationships and educationa
Initiatives between banks and the New York City Small Business Services
Agency.

- in September 2011, HSBC Bank USA NA, launched its nationwide
Business without Borders inifiative to connect, educate and inspire U.S-
hased busingsses to take the necessary sfeps to expand and prosper in
the global markefplace.

Seall Busiy November 2011 ? 20
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- MNationwide and ParinerUp support small businesses by huilding &
network o facilitate communications among small business owners,

- RBC Bank presented a free educational seminar for small business
owners.

- TD Banl ran a small business campalgn from Maine to Florida with door
fo door visits to small business owners,

- Webster Financial Corporation hosted a small business event during
National Small Business Week,

Smail Busiy ovember 2017 1 21
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