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WEATHERING THE STORM: CREATING JOBS
IN THE RECESSION

WEDNESDAY, DECEMBER 9, 2009

U.S. SENATE,
SUBCOMMITTEE ON EcoNoMIc PoLIcy,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Subcommittee met at 2:08 p.m., in room SD-538, Dirksen
Senate Office Building, Senator Sherrod Brown, Chairman of the
Subcommittee, presiding.

OPENING STATEMENT OF CHAIRMAN SHERROD BROWN

Chairman BROWN. This hearing of the Economic Policy Sub-
committee of the U.S. Senate Banking Committee will come to
order. Thank you all for joining us, the four guests, witnesses, and
others in the audience.

Few among us have ever witnessed the economic challenges fac-
ing this country today. We have avoided the collapse of our finan-
cial system. We were successful as a Nation with that and as a
Senate and Congress and White House back a year ago. But mil-
lions of men and women, as we know too well, are still struggling
to make ends meet, struggling with lower wages and depleted sav-
ings.

Our Nation is showing some signs of economic recovery, but
working families shield their children as best they can from the fi-
nancial and emotional costs of job losses. Big banks and financial
institutions have recovered but are still wounded and, most unfor-
tunately, too often hesitant to lend. Creditworthy businesses are
cutting workers because they cannot get credit. They have the ca-
pacity, they have the customers, but too often cannot get credit to
move forward.

Fear of the unknown is pervasive, whether it be fear of a par-
ent’s job security or health insecurity or fear of paying for a child’s
college education or fear of losing one’s home—all persistent prob-
lems in Mr. Leach’s and my part of the country, and really around
this whole country.

Since 2008, we have been accustomed to the refrain “worst since
the Great Depression,” when unemployment reached 25 percent
and economic output fell by 25 percent in the 3-plus-year period be-
tween 1929 and 1933. Earlier this year, this Subcommittee exam-
ined the lessons of the New Deal. What we heard was a range of
perspectives in that hearing. One irrefutable conclusion was that
the New Deal kept millions out of poverty and that investments in
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our economic infrastructure paved the way for the most dynamic
economic the world has ever since, beginning only 15 years later.

Similarly, President Obama and Congress have taken steps to re-
build our economy and reinvest in our workers. The American Re-
covery and Reinvestment Act has helped our Nation weather the
economic storm. Last week, the Congressional Budget Office re-
ported ARRA programs have sustained as many as 1.6 million jobs
this year. The Congressional Budget Office report estimates that
the unemployment rate would be somewhere between 0.3 and 0.9
percent higher without the ARRA. But there are concerns that de-
mand will again fade. While last Friday’s slight reduction in unem-
ployment is encouraging, there is no reduction in urgency to create
jobs.

Yesterday, the President outlined job creation proposals that his
administration is considering. Congressional leaders are assem-
bling ideas for job creation policies and will act in the coming
weeks. I believe we need to help small business by making it easier
to access credit. The Small Business Administration estimates that
a new job will be created for every additional $23,000 lent to quali-
fied borrowers. We need to encourage growth in manufacturing, the
jobs that have, as we know, the strongest multiplier effect. One
manufacturing jobs supports four other jobs throughout the econ-
omy.

As President Obama noted yesterday, job creation will ultimately
depend on the real job creators—businesses across America, entre-
preneurs in Youngstown and Dayton, students in our colleges and
universities, workers in factories in every corner of our great land.

We have two proven job creators here with us today, alongside
two forward-looking economic thinkers. Today we will hear our wit-
nesses discuss what steps are necessary not just to weather the
storm but to create new jobs. I thank each of you for your partici-
pation today and look forward to your thoughts on economic recov-
ery, look forward to your comments on short- and long-term policies
needed to truly jumpstart the hiring of more workers.

I will introduce each of the four witnesses, and Senator Dodd I
think is coming along and will make an opening statement, the
Chair of the full Committee, in a moment, but I will introduce each
of the four of you. Then we will begin.

Dr. Heather Boushey is the Senior Economist at the Center for
American Progress. Prior to joining the center, Dr. Boushey was a
Senior Economist with the Joint Economic Committee of the U.S.
Congress. She studies working families and trends in the U.S.
labor market, has written extensively on labor issues, including
tracking the recession and its impact on workers and their families,
women’s labor force participation trends and income inequality,
and work/life policy issues. She has testified before Congress and
given lectures nationwide. Dr. Boushey’s research has been fea-
tured in major national and regional papers, television, and radio.
She previously worked at the Center for Economic Policy Research
and the Economic Policy Institute, where she co-authored “The
State of Working America” and “Hardships in America.” Dr.
Boushey received her Ph.D. in economics from the New School for
Social Research and her B.A. from Hampshire College.
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Bruce Katz is Vice President of Brookings here in Washington.
He is the founding director of the Brookings Metropolitan Policy
Program. He regularly advised national, State, regional, and mu-
nicipal leaders on policy reforms that aim to advance the competi-
tiveness of metropolitan areas. He focuses particularly on reforms
that promote the revitalization of central cities and older suburbs
and enhance the ability of these places to attract, retain, and grow
the middle class. He recently served on the Obama transition team
and is a senior adviser to HUD Secretary Shaun Donovan. Before
joining Brookings, he served as chief of staff to Henry Cisneros, the
former Secretary of the U.S. Department of Housing and Urban
Development. He has also served as staff director on the Senate
Subcommittee on Housing and Urban Affairs. He is a visiting pro-
fessor of social policy at the London School of Economics, a fre-
quent writer, and commentator on urban and metropolitan issues.
Welcome, Dr. Katz. Nice to see you.

Ray Leach, founder and CEO of JumpStart from Cleveland, from
my States. Since 2003, Mr. Leach has led JumpStart, recognized
recently by the Economic Development Administration as one of
the most innovative venture development organizations in our Na-
tion. JumpStart invests risk capital in early stage companies and
provides entrepreneurs with business operation plans and guidance
to help attract larger pools of capital and accelerate growth. My
editorial comment: Prior to Mr. Leach coming to Cleveland with
JumpStart in 2003, Cleveland had a reputation as one of the worst
places to start a business in the Nation, and he has totally re-
versed that into Cleveland being one of the best places. His career
began at IBM and has been principally focused on information
technology companies. He is a Sloan fellow and earned his M.B.A.
from MIT. He earned a B.A. in finance from the University of
Akron in Akron, Ohio.

Rick Weddle is President and CEO of The Research Triangle
Park in North Carolina. Under his leadership since 2004, The Re-
search Triangle Park has generated successful development
projects with capital investment of more than $800 million and the
creation of more than 6,300 new high—quality jobs averaging
$80,000 per year. The Research Triangle Foundation has assisted
in recruiting 18 new firms and 4 expansions to The Research Tri-
angle since 2004. Prior to 2004, for 5 years Mr. Weddle was Presi-
dent and CEO of the Greater Phoenix Economic Council, assisting
170 companies with expansions or relocations to Phoenix that cre-
ated 26,000 jobs. He also spent 4 years in Toledo, Ohio, where he
served as President and CEO of the Regional Growth Partnership,
assisting 119 companies with expansions or relocations that cre-
ated some 4,000 jobs. He recently received the Lifetime Achieve-
ment Award for Excellence in Economic Development from the
International Economic Development Council. He is a native of
Oklahoma.

Dr. Boushey, if you would begin, welcome to all four of you.
Please keep your comments to close to 5, 6, 7 minutes, and we will
begin the questions. Thank you.
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STATEMENT OF HEATHER BOUSHEY, SENIOR ECONOMIST,
CENTER FOR AMERICAN PROGRESS ACTION FUND

Ms. BOUSHEY. Oh, there we go. All right. I will start over. So
thank you, Chairman Brown, for inviting us to speak to you today
about job creation. In my remarks, I am going to focus on a few
key highlights from my written testimony, which goes into much
more depth on the issues at hand.

Of course, the good news is that on Friday, we learned that the
unemployment rate fell to 10 percent and only 11,000 workers lost
their jobs in November. This is a clear indication that the steps
that Congress and the administration have taken to get the econ-
omy back on track have been effective. The American Recovery and
Reinvestment Act, signed into law last February, boosted economic
growth in the third quarter and saved or created upwards of 1.6
million jobs. The act was a significant accomplishment, but the eco-
nomic effects of the recovery package will start to diminish begin-
ning in the middle of 2010, well before we are fully out of the
woods. Economists now predict that economic growth will be only
about 2 percent for 2010 given the policy efforts already in place.
Without additional action on the part of Congress, the U.S. econ-
omy could easily slip into an extended jobless recovery—or see the
recovery stall altogether.

There are a few key steps that Congress should take now to help
boost jobs in the short- to medium-term.

First, Congress should move quickly to ensure that the extended
unemployment benefits included in the Recovery Act do not expire
as planned at the end of this month. These benefits go to the long-
term unemployed who now account for a historically high share of
unemployed workers. As the chart behind you shows, nearly four
in ten workers have been out of work and searching for a job for
at least 6 months.

Now, extending these subsidies to help the unemployed purchase
health insurance or allowing States the option to put unemployed
workers on Medicaid must also be done before the end of the year.

Second, Congress should provide another funding boost to the
States. State and local governments have shed almost 160,000 jobs
over the past year, with nearly 80 percent of local government jobs
lost in just the past 4 months. So those layoffs are accelerating,
and these layoffs are, of course, working against economic recovery
at the local level. The aid to the States contained in the package
put into place last February helped, but it only addressed about 30
to 40 percent of the gap faced by State governments.

Third, the Federal Government could spur the creation of mil-
lions of mostly private sector jobs by directing additional Federal
money into youth and young adult employment—such as
AmeriCorps, VISTA, YouthBuild, and the youth service and con-
servation corps—child care, after-school programs, and in-home
health services for the elderly and disabled, as well as training for
those serving America’s youngsters, oldsters, and the disabled.
Nonprofit groups and small businesses provide most of these jobs,
although they are paid for by programs that are currently being cut
by State and local governments. Funneling funds into these pro-
grams not only quickly gets people into jobs, but supports families
and communities by providing much needed services. These pro-
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grams often have long waiting lists, and any new funds will be able
to meet pressing needs.

Fourth, the proposals that the President put forward yesterday
that focus on promoting green jobs as a part of the overall recovery
agenda are certainly the right way to go. Congress should establish
a two-tier program to transform the market for energy efficiency—
a “cash for caulkers” program. The first tier would promote imme-
diate investment in energy efficiency, through super-efficient appli-
ances and simple home improvements. The second tier, which
should be implemented in parallel at the same time, would in-
crease consumer awareness of comprehensive whole-home energy
audits and retrofits. These will, of course, create substantial jobs,
good jobs in the construction and manufacturing sectors.

So I want to close by noting that we should consider using the
TARP funds for job creation. We should not let the American peo-
ple be scared by tactics about the long-term Federal budget deficits
and allow those to keep Congress from doing what we need to do
to keep the economy moving back on track in the short term. The
deficit will rise regardless of whether or not Congress approves ad-
ditional spending if we do not get people back to work. Unemployed
people do not pay income taxes; they do not pay sales taxes if they
do not have any money to buy things; and if their home gets fore-
closed on, then they are not paying real estate taxes. Over the last
year, we have seen tax revenues fall by nearly as much as we have
seen expenditures go up, so certainly if we fail to act, that, too, will
increase the deficit.

The question is whether we will make the investments today to
get the economy back on track or whether we will allow the scourge
of unemployment to linger. If we do nothing, we risk not only miss-
ing an opportunity to get the 15.4 million unemployed workers
back to work quickly, but also are harming our economy over the
medium to long term.

Thank you.

Chairman BROWN. Thank you, Dr. Boushey.

Mr. Katz.

STATEMENT OF BRUCE KATZ, VICE PRESIDENT, BROOKINGS
INSTITUTION, AND DIRECTOR, METROPOLITAN POLICY PRO-
GRAM

Mr. KATZ. Thank you, Chairman Brown, for the opportunity to
testify. I also will focus on the highlights from my written testi-
mony. I am going to make three points that build on President
Obama’s presentation yesterday at Brookings that try to connect
macroeconomic policy to metro-economic realities.

The first point is that the American economy, like most devel-
oped economies, is a network of metro economies which envelop not
just cities and suburbs, but a good portion of our rural areas. The
366 metro areas in the United States house 83 percent of our popu-
lation. They generate 88 percent of our GDP, and due to sprawl,
about 50 percent of the U.S. rural population actually live in met-
ropolitan areas because of the distension of economies. We are
metro nation. We need to start acting like one, like China, like Ger-
many, like Britain, with the kinds of smart policies and targeted
investments that will enhance our competitiveness globally.
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Second, the Great Recession has affected different metro econo-
mies in radically different ways. Metros like Austin, San Antonio,
and Washington, D.C., have fared fairly well during this downturn,
buoyed by strong health and education sectors and Government. By
contrast, bubble real estate economies, such as Phoenix, Tampa,
and Jacksonville, have continued to lose jobs at two or three times
the rate of the United States as a whole over the last quarter.
Motor metros, as you know, such as Youngstown and Akron, have
shed jobs two and three times faster than the United States, re-
spectively, over the last quarter. Bottom line, there is no single
American economy. Even as economists talk about national recov-
ery, a large number of our metro economies are still mired in reces-
sion.

Third, Federal efforts to bolster job creation need to connect “The
Macro to the Metro.” I will focus on two kinds of Federal responses.

First, metros need the Federal Government to intervene quickly
to prevent further job losses from the collapse of general and spe-
cific tax revenues. One critical strategy is direct fiscal assistance to
local governments, which employ 10 percent of the Nation’s work-
force. There is always a fiscal lag to recessions. The massive de-
cline in property values has not yet shown up in local government
budgets, which derive about 70 to 75 percent of their revenue from
property taxes. By one calculus, property tax revenues for both
local governments and school district could decline in the coming
year by $35 billion. If the decline in State transfers to localities is
as large as the decline in State revenue, local governments could
lose another $74 billion.

In fiscal year 2009, about 70 percent of cities dealt with budget
shortfalls through layoffs, furloughs, and hiring freezes. This will
only get worse as revenues decline.

So fiscal aid to cities would keep municipal payrolls stable and
also stall cuts in local spending on construction, procurement, and
other areas. The simplest form is direct aid in a new program. It
could be modeled, actually, on the old general revenue-sharing pro-
gram we had in the 1970s. A second option would be to restructure
the State Fiscal Stabilization Fund started in the Recovery Act to
provide direct fiscal assistance to local governments through a
passthrough. In my written testimony, I also focus on a second
strategy for stopping job losses by enabling Federal resources to be
used for transit operating subsidies. The Recovery Act provides a
lot of funding for capital, none for operating.

Now, second, metros need the Federal Government’s support in
creating jobs that build the economy of the future, one that is low
carbon, innovation fueled, export oriented. Investment in the next
generation of infrastructure is critical here. I recommend that Con-
gress expand funding for the U.S. DOT’s Transportation Invest-
ment Generating Economic Recovery—TIGER—Discretionary
Grants, originally funded at about $1.5 billion in the Recovery Act.
TIGER uses job creation as a metric for evaluating applications,
and TIGER-funded infrastructure, competitively awarded, has a
powerful ability to create well-paying jobs now and a stronger econ-
omy in the future.

TIGER disbursements are not expected until February 2010, but
the program is attracting substantial demand. Nearly 1,400 appli-
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cations received so far by DOT total $57 billion—remember, just
$1.5 billion appropriated—and come from every State. If even one-
third of these applications are projects that adhere closely to the
objectives of the program, that represents $20 billion in high-qual-
ity projects that are ready to start, but lack funding and, again,
build the economy of the future.

So I believe that funding the qualified TIGER pipeline should be
considered as part of any job creation effort. Congress should also
consider making TIGER a permanent part of the DOT budget. My
written testimony also recommends Federal support for the na-
tional infrastructure bank that Senator Dodd has sponsored, as
well as industry clusters.

So, in conclusion, the time is long past due for national economic
policy to align more closely with metropolitan economic realities,
given the economic primacy of our metropolitan areas.

I thank you again for the opportunity to testify here today and
welcome any questions. Thanks.

Chairman BROWN. Thank you, Mr. Katz.

We do not get our full Committee Chair here very often because
he is so busy, so do you want to make a statement now before the
other two panelists?

Chairman DopD. Well, that is very generous of you, and I will
try and stay as long as I can.

Let me, first of all, thank my colleague from Ohio for chairing
this work area, job creation, which is so important. And this Com-
mittee has a lot to say about it in terms of a lot of jurisdictional
issues that we are involved in. So I find it exciting that there is
some real attention being given to how we do this. This forward-
leaning, I think all of us agree that obviously you want to do every-
thing you can for those who have fallen through the cracks. Wheth-
er it is extension of unemployment benefits or insurance or COBRA
extensions and the like, we have got to do that, obviously, for peo-
ple.

Certainly I believe very strongly the best social program, I have
often said, that anyone ever imagined or came up with is a decent-
paying job. There is no better social program in terms of what it
means to individuals, families, communities, and, obviously, it is
our job to be honest enough with people to say that a lot of these
jobs that are gone are not coming back, candidly. And so we have
got to be thinking about what we can do to create that new level
of jobs in the country where the opportunities are there.

A lot of basic research is being done in this country, and if we
export the basic research and end up a lot of the very products
which we have designed and created—plasma television is a classic
example—the ingenuity that came up with that concept was cre-
ated here. All the manufacturing occurs offshore. So we export our
basic research and have to import the products that are produced
as a result of our own technology.

So I am excited about the ideas of marshaling the general cre-
ativity, and obviously in high technologies, the empowerment zones
I thought was a wonderful concept a few years ago, where we tar-
geted resources to areas and to getting into sort of the green tech-
nology zones, in effect to reward industries into, one, developing
ideas in green technologies or utilizing green technologies. To the



8

extent that benefits all of us I think is sort of a creative idea if you
think of a cluster.

Obviously, small business, we all talk about it, and it is tremen-
dously important, and we have got to be imaginative in how we
support this. It is not just tax credits, and this is a difficult one
that gets into the payroll tax area. But if you are going to encour-
age small businesses to keep employees they have or hire new
ones, we have got to provide that incentive for them.

Now, you get into, obviously, some issues and payroll tax ques-
tions, but, nonetheless, I think that is the clear incentive that
makes the most difference for people, things like the—I love the
creative—I think it was John Doerr who came up with the title of
“cash for caulkers,” a sort of intriguing idea to put some people to
work in that area. So there are any number of concepts.

I have got a long statement here, Mr. President, that I will ask
to be included in the record. It goes through a number of these
ideas, including, of course, setting up that lending facility utilizing
some of these TARP resources that exist. Having been involved,
deeply involved a year ago in the emergency economic stabilization
bill, a highly criticized effort at the time, still highly criticized, I
happen to believe we did exactly the right thing with it, and his-
tory I think will record it as such. And so I think we can honestly
say we have stabilized the major financial institutions in the coun-
try, and clearly now, given the resources that are available, to at
least use a substantial part of those resources to make a difference
in job creation I think is tremendously well warranted and worthy
of the kind of effort the President is putting into it, and those of
us up here can help support with either our own ideas or getting
behind these proposals.

So this is a very timely hearing to have on some of these ideas
that are being kicked around here, and I thank my colleague. I
thank all of our witnesses. You are all talented people who have
thought about this long and hard for a long, long time, and any ad-
ditional thoughts and ideas you have for all of us I know you are
sharing with us, and we really welcome them. So thank you.

Chairman BROWN. Thank you, Senator Dodd. Thanks for joining
us.
Mr. Leach, your testimony.

STATEMENT OF RAY LEACH, CHIEF EXECUTIVE OFFICER,
JUMPSTART, INC.

Mr. LEACH. Senators Dodd and Brown, thank you for the oppor-
tunity for me to testify on behalf of nonprofit organizations located
throughout the United States who work with and are supported by
public, foundation, and private sector partners who are focused on
the transformation of regional economies.

While all of us are encouraged by the recent news regarding a
slight reduction in total U.S. unemployment, economists tell us
that we are going to need to create at least 6 million new jobs in
order to reach full employment in the United States. Economists
also tell us that 70 percent of all new jobs in the U.S. economy are
created by firms that are less than 5 years old.

With this being the case, now is the time for Congress to recon-
sider the Federal Government’s role in the formation of new, highly
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disruptive technology businesses that have the potential to create
significant white, green, and blue collar jobs as well as completely
new industries.

This being the case, I believe new ideas and actions are required
in order to for the U.S. economy to not only get back on track for
long-term economic growth, but to also allow the United States to
remain the world’s largest wealth- and job-creating economy in the
decades to come.

Recent conversations regarding the expansion of small business
loan guarantees, reducing loan fees, providing tax credits to small
companies who hire new employees, are a start to help more estab-
lished, typically lower-growth companies. However, I do not believe
that these initiatives will have the ability to jump-start the U.S.
economy in such a fashion where we can get back to full employ-
ment as quickly as we otherwise could if the Federal Government
leveraged some new ideas and initiatives.

I appreciate the chance to share with you today an approach that
has not been discussed to my knowledge to date with this Com-
mittee and how the Federal Government can partner with commu-
nities, States, and regions of the country to accelerate the forma-
tion of entrepreneurial ecosystems based on regional cluster col-
laborations and partnerships that have the potential to produce
sustained, long-term economic transformation, growth, and wealth
creation.

In order to illustrate this example, I would like to talk a little
bit about my organization, JumpStart, a nonprofit located in north-
%a}ft Ohio, headquartered in Cleveland and working in northeast

io.

It has been our mission over the last 4 years to recreate the en-
trepreneurial ecosystem which at one time was incredibly robust,
particularly in the late 19th and early 20th centuries. As a result
of JumpStart’s work, we are working on—the origination of
JumpStart and the foundation of our initial work was from 1990
to 2002, if you looked at the largest metropolitan economies across
the United States, northeast Ohio was the worst-performing re-
gional economy 10 out of 12 years between 1990 and 2002.

In 2003, the public, philanthropic, and private sector leadership
of Greater Cleveland came together to build a strategic plan to
build an organization ultimately that I am running today called
JumpStart, which is a nonprofit entity that provides programs and
access to capital, which is now recreating the entrepreneurial eco-
system to assist new innovators and entrepreneurs to realize the
greatest economic outcomes that could result from the creation of
new firms based on disruptive, globally competitive innovation that
has the potential to create hundreds, thousands, and tens of thou-
sands of new jobs in the coming decade.

I am encouraged to report that since this is collaboration of sup-
porters was created, JumpStart has generated significant economic
results to date and has been able to demonstrate the promise to
help accelerate the economic transformation of the northeast Ohio
economy. Over the last 4 years, again, starting with very brand-
new one-, two-, three-people companies, JumpStart has been able
to create 600 jobs, and the companies that we are focused on are
expected to create at least 3,000 new positions in the next few
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years, while at the same time JumpStart has been able to attract
over $1 billion of private sector capital to northeast Ohio’s startup
firms.

JumpStart’s venture development business model has recently
been highlighted in the national media and has won multiple
awards as a national best practice organization that has the poten-
tial to transform the economic future of our country.

With these thoughts in mind, Congress should take lessons from
JumpStart’s public, private, and foundation collaboration in order
to leverage Federal resources to ensure that new and innovative
businesses continue to be created by entrepreneurs across the
United States via a new robust Federal program that focuses on ac-
celerating technology commercialization, increasing access to tech-
nical assistance, education mentoring, and training for all entre-
preneurs—of course, also improving access to risk capital and at
the same time not significantly overlapping any significant Federal
programs.

One of the examples that JumpStart has been able to benefit
from in Ohio is something called the Ohio Third Frontier Project.
This is a $1.6 billion public sector initiative that is focused on cre-
ating and accelerating the research- and technology-drive economy
in Ohio. A recent assessment of this program was performed by
SRI International and determined that after the State expenditures
totaling $681 million over the last 7 years have generated over $6.6
billion of economic activity and over 41,300 jobs have been created
in the last 7 years in Ohio, which has resulted in a $2.4 billion in-
crease in employee wage and benefits.

So today I am recommending that Congress create a $2 billion
4-year initiative from currently available funds from ARRA in
order to create the Federal Innovation, Commercialization, and Job
Creation Network whereby existing proven nonprofit economic de-
velopment organizations and higher educational institutions who
have been able to demonstrate significant commercialization and
economic outcomes could serve as individual regional centers which
would manage technical assistance and capital access programs to
benefit regional innovators and entrepreneurs who demonstrate the
promise of launching wealth-creating new companies.

Expected results from this program would include: first, a dou-
bling of resources provided by the Federal Government focused on
commercialization and the creation of new high-potential, high-
growth companies by leveraging Federal dollars to non-Federal
public, private, and foundation partners that have an aligned vi-
sion. A special focus on the commercialization of innovation, as
Senator Dodd commented, basic research is great, but if we are not
creating jobs from that research, we are not getting the bang for
the buck that the Federal Government is making such significant
investments in, so focusing on commercialization, which has the
promise to create a small number of jobs immediately but has the
potential to create at least 25 new jobs in the next 36 months.

We could also realize from this program increased private sector
investment of over $4 billion from investors across the globe within
the next 4 years in brand-new firms that have been created or sup-
ported from this program.
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Finally, with this program, the Federal Government could realize
the creation of at least 260,000 brand-new jobs from brand-new
firms within the next 6 years, an additional 1 million U.S. jobs to
be created as a result of this work by the year 2020.

So I greatly appreciate the opportunity to share these thoughts,
and I look forward to taking questions later.

Chairman BROWN. Thank you very much, Mr. Leach.

Mr. Weddle.

STATEMENT OF RICK L. WEDDLE, PRESIDENT AND CEO, THE
RESEARCH TRIANGLE PARK, AND FIRST CHAIRMAN OF THE
INTERNATIONAL ECONOMIC DEVELOPMENT COUNCIL

Mr. WEDDLE. Chairman Brown, Senator Dodd, thank you for the
opportunity to testify today on the important topic of short-term
policies Congress should consider or could consider in creating jobs.
The American Recovery and Reinvestment Act has done much to
help stimulate the economy and job growth during the downturn.
Hovc&ie\éer, with unemployment at 10 percent, continued action is
needed.

As President and CEO of The Research Triangle Park, the na-
tion’s oldest and largest research park, RTP is one of the best ex-
amples of how the public and private policymakers can have a last-
ing impact on job creation and economic growth. Mr. Chairman, as
you also noted in the introduction, for 4 years, I served as Presi-
dent and CEO of the Regional Growth Partnership in Toledo, Ohio,
where in my work there I was able to experience and benefit from
a number of—and operate under a number of challenges in the re-
covery manufacturing environment.

As past Chairman of the International Economic Development
Council, my comments today also represent the viewpoints of the
world’s largest economic development organization, with more than
4,600 members, dedicated to creating high-quality jobs and vibrant
communities.

My remarks today will address the following three points. What
do the front-line economic developers see as best practices or revi-
talization programs that have worked well to create jobs? What
specific recommendations can we offer to build on the success of the
Recovery and Reinvestment Act in the short term? And what
should we keep in mind to ensure that there is a balance between
short-term immediate actions and the need to create long-term ca-
pacity for innovation and continued economic growth?

First, allow me to share some data for the survey conducted last
week of the 4,600 members of the International Economic Develop-
ment Council. The data provides firsthand feedback from the field
regarding policies and best practices in their communities. With a
10-percent response rate, the data represents input from over 400
communities nationwide. Roughly a third of the practitioners be-
lieve the Recovery Act has already created new jobs in their com-
munity. Another 30 percent do not believe the jobs have been cre-
ated in their communities yet. And a quarter are still unsure of the
Act’s effect on job creation. It is clear from these results that more
needs to be done.

I have included a number of case studies in the written testi-
mony that reflect initial analysis from around the country of what
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can be done to address this ongoing need of job creation. Allow me
to summarize some highlights and principles we found among
them.

The first principle is to build on and use what we have in innova-
tive ways. The case studies indicate we do not need to reinvent the
wheel. Our communities have many assets upon which to build and
we should leverage their work as much as possible. One way to do
this is to bring jobs back home and directly incent the hiring of
Americans now. Globalization has benefited many U.S. companies,
yet offshoring of U.S. jobs is a gargantuan obstacle to economic de-
velopment efforts. We need to place direct emphasis on hiring and
retaining American workers.

We can offer incentives directly to companies willing to bring
work from an offshore location to the U.S. location marked by high
unemployment. According to the Information and Technology Inno-
vation Foundation, who first surfaced this idea, a forgivable loan
program administered by EDA would be a particularly efficient
method for not only creating jobs, but doing so in areas where the
need is greatest.

Second, we should expand the current Invest in America program
housed in the Department of Commerce to become an internation-
ally competitive marketing arm of the U.S. Government. The
United States is the only developed country without such a na-
tional scale program. Most of the nations we compete with for in-
vestment have well-resourced programs to identify opportunities
for foreign direct investment. To meet this market need, an initia-
tive would require a $50 million annual investment at the Federal
level complemented by another $50 million tranche in matching
funds annually to U.S. States and regions specifically for attracting
high-quality jobs and investments in the United States.

Third, we should evaluate and align trade and exchange rate pol-
icy with job creation goals. Many trade and exchange rate policies
seem to have been working against our national job creation goals.

Another way to build on existing programs is to strengthen the
innovation infrastructure in communities. This could be done with
a combination of new ideas, like tax credits or direct incentives to
redevelop vacant office space and retail space to provide much-
needed wet labs and other spaces conducive to innovation and dis-
covery.

The second principle is the idea of providing resources to those
who are most agile and flexible. For individuals, the Committee
could consider an out-of-the-box idea. Consider tax credits to spur
talent mobility within the United States. Given the current hous-
ing situation, many talented individuals are stranded, if you will,
in locations where they cannot sell their homes. It would not be un-
reasonable to formulate a business and individual tax credit to help
some workers relocate to take a new job.

Other activities could target small business and entrepreneurs,
the key drivers of economic recovery. The small firm that gains ac-
cess to needed credit or cash will be more likely to hire additional
workers to get the job done.

We should emphasize non-traditional financing entities, such as
Certified Development Corporations, Community Development Fi-
nancial Institutions, and Revolving Loan Funds.
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And finally, for companies, we could look to build off success that
are moving capital in the private sector. In particular, the reduc-
tion or elimination of fees on the current 504 and 7(a) loan pro-
grams have been very successful, as well as the Recovery Zone Fa-
cility Bonds.

Now, let me turn to the final principle that focuses on both short-
term job creation as well as building our long-term innovation ca-
pacity. There is no doubt that the Federal Government’s invest-
ment in research and development is a critical tool for stimulating
innovation and building long-term competitiveness. We need to find
ways to target and accelerate innovation by encouraging more R&D
commercialization.

First, we should invest in innovation infrastructure, such as re-
search parks, incubators, and others, as they marry short-term cre-
ation goals with the need to build strong, regional innovation eco-
systems. The ideas posed in S. 583, Building a Stronger America
Act, will directly incent the construction of new and expanded re-
search parks.

Another suggestion to jump-start commercialization would be to
offer a bonus R&D tax credit in 2010 and 2011 which companies
could choose to take against their non-corporate income tax. This
recommendation put forth by the Information and Technology Inno-
vation Foundation would help companies maintain research during
this challenging economic time.

The rationale for making such investments and incenting such
programs is best illustrated perhaps by the story of Research Tri-
angle Park. Fifty years ago, the leaders of North Carolina realized
that our State was not well poised to be at the forefront of the post-
war science and technology-based era. Based on the strengths of
the State’s universities, the University of North Carolina, Duke
University, and North Carolina State University, they created a
place where companies could take advantage of the region’s intel-
lectual assets with the physical infrastructure to support corporate
R&D activities.

We need bold new thinking on how to replicate the RTP model
in other locations. This can be done by directing investment toward
retaining and growing critical industries that can support high-
growth companies. We can harness the existing Federal infrastruc-
ture, such as the Economic Development Administration’s Univer-
sity Program or the Manufacturing Extension Partnership Net-
works to reach out to competitive, innovative companies. These pro-
grams provide an important link between Federal goals and the
private sector. Additionally, the Committee could consider steps to
allow the Workforce Investment Act to support incumbent worker
training. This strengthens competitiveness of existing businesses
and allows them to retain critical jobs.

This recession is like none other that we have experienced. We
are not just rebooting our system. We are likely moving to a new
operating platform. As such, we should learn from these historical
successes, but also realize that a different paradigm is needed. The
actions taken under the initial Recovery Act and the ones this
Committee and others recommend now are merely a downpayment.
They are not the full solution, and even after the second or third
round, more action may be needed.
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We are at an inflection point in America today. As we emerge
from this historic downturn and recalibrate the way we do things,
now is a prime moment to consider what must be done to incent
appropriate private sector behavior and move the Federal Govern-
ment from just providing a few tools and helping the companies
and communities in selected areas to becoming a full partner in the
National Economic Recovery Strategy.

On behalf of the economic development practitioners around the
country, working hard to create jobs every day in competitive com-
munities, I want to thank you, the Chairman, Senator Dodd, for al-
lowing me the opportunity to share these thoughts. I would be
happy to respond to questions.

Chairman BROWN. Thank you, Mr. Weddle.

Dr. Boushey, a few weeks ago, I was speaking to the Findlay Ro-
tary Club and the tone of the questions illustrated a real fear of
deficits in our country. Talk to us—you mentioned that that
shouldn’t override what we need to do on creating jobs. Talk about
that for us, if you would.

Ms. BousHEY. Talk? I mean, I think that is a really challenging
question, especially for everyday Americans who tend to look at
this in the same way that they do their household budget. Oh, I
am spending too much on my credit card. Therefore, I am in deficit.
That is just an unmitigated bad.

But it is not the same thing for government and I think we
haven’t done enough to really educate the public that there is a big
difference there. One thing I don’t think people hear enough about
is that unemployment rises, you see tax revenues fall and you see
demand for services go up. That in and of itself is going to raise
the deficit. And so the rhetoric that we are hearing out there on
the airwaves and the radio and television is all about we spend
more and that is what raises the deficit. We don’t hear enough
about how what raises the deficit is the poor economy that we are
in right now and the fact that if we don’t get economic growth back
on track, that problem will only continue to mount.

And I think this is a really pivotal moment, because we are talk-
ing about making investments in our long-term economic growth,
the kinds of things that my colleagues up here have been talking
about, and also getting, in the short-term, getting people back to
work. The sooner that we can get the economy back on track, the
better that will be for the deficit in the medium- to long-term. It
will require some spending now, but those investments are going
to pay off.

And just to add one thing, I mean, I think it is helpful when we
are talking to—I find it is helpful when I am talking to sort of reg-
ular folks that we think about this in the same way that we do put-
ting a child through college, that that is the kind of investment we
are willing to take out loans for, to go into a household deficit, be-
cause we know it is going to pay off in the future. And that is the
way we should be thinking about the challenges facing us right
now. We will address them, but once we get the economy back on
track.

Chairman BROWN. Thank you. One of the, I think, most impor-
tant proposals in this body from the last couple of years is Senator
Dodd’s National Infrastructure Bank. I hear a lot about deficit, but
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we don’t talk all that much about the deficit we have in infrastruc-
ture that we are passing on to our children.

The Mayor of Columbus came to see me about a year ago and
he said that unless we get more Federal help, like the Federal Gov-
ernment used to invest more in water and sewer, that every indi-
vidual, every homeowner in Columbus will see double-digit percent-
age sewer and water bill increases for as far as he could see, and
we know what that does to economic development.

Explore that with me, what these deficits—what this infrastruc-
ture deficit does to the sort of the job-creating efforts for manufac-
turing especially, but for anything else.

Ms. BOUsHEY. Well, there are so many different layers to it. I
mean, just to start with manufacturing, if you are going to manu-
facture goods, you have to get them from point A to point B, and
you certainly don’t want the bridge to collapse on you as you are
driving there, right? And we know that we have got this deficit in
terms of roads and bridges and that big picture kind of stuff. Mak-
ing those investments makes it easier to transport our goods. It
makes it cheaper. It makes it more efficient. I mean, that would
be the first thing I would think about.

Another piece that we need to think about in terms of infrastruc-
ture, thinking a little bit more broadly than just manufacturing, is,
of course, our investments in education and our capacity to train
the next generation, which is a vital component of our infrastruc-
ture that is related to our long-term economic growth. Are we cre-
ating the kind of workforce that can have those jobs of the future
and are we making those investments today to do so.

I mean, it really is quite a tragedy when you think about us
being the wealthiest country on the planet and we have—here in
D.C. for a few years we had potholes that were exploding left and
right, creating dangerous situations, but also making it challenging
to convince people to make those kinds of investments to locate
their companies and to see us as a place to grow.

Chairman BROWN. Let me ask one other slightly related question
for you before moving on. The Treasury Department reported Mon-
day it expects to have some $200 billion back for TARP. What is
your sentiment about how we should reprogram TARP money,
move TARP money in whatever ways toward economic develop-
ment? How would you structure that?

Ms. BousHEY. Well, I think that at the time that you all did
TARP, that was the right thing to do. That was the right way to
spend that money. I think it is very fortunate and speaks to the
foresight that Congress and the administration had when those
funds were allocated, to allocate that much money and to do what
you did to stop the financial crisis in its tracks.

But, fortunately, it appears we don’t need all that money. But we
do need the money for the reverberations of that financial crisis on
Main Street and what has happened with jobs and what is going
on in the economy nationwide. We know that this recession was
caused by the financial crisis and we allocated those funds to deal
with that. That problem appears to be sort of on its path toward
recovery, so let us reallocate those funds to the aftershocks of that
crisis in terms of job creation and making the investments that we
need to make to get the whole economy back on track.
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I would add to that that, again, it is looking at the economy as
a whole dynamic, that if we don’t get people back to work, we are
going to see even more folks having their homes foreclosed because
they can’t pay their mortgages, which in turn affects the financial
system. So those investments that we make in job creation or in
small business loans or whatever pieces we want to allocate to cer-
tainly will feed back into helping the financial sector over the
medium- to long-term.

Chairman BROWN. Thank you, Dr. Boushey.

Senator Dodd, questions?

Chairman DobDD. No, no, just to thank you. I appreciate those
comments. One of the difficulties, and I appreciate Senator Brown
raising the issue of the Infrastructure Bank—the only hearing I
have ever had here in the two-and-a-half years on this Committee
on an issue where I saw this kind of unanimity of thought is when
I had the President of the AFL-CIO and the Chairman of the Busi-
ness Roundtable as well as the Chairman of the Chamber of Com-
merce all in agreement on a proposal was this long-term bank, the
Infrastructure Bank concept, and there are a lot of different vari-
ations on how you do this.

The motivation behind it is because I don’t see any of the means
by which we can do this—we certainly don’t have the resources,
even if you are in balanced budget, the idea that we could draw
down through an appropriations process to build the kind of na-
tional or regional—we are not talking about the local infrastructure
needs, I mean, those are important, obviously—and so there are a
number of different ideas.

This is not unique. Other nations have done this, and you have
got to do it with some success. Sovereign wealth funds, I mean,
people get nervous about the possibility they could pick up and
take their investments and go home. It is very difficult to pick up
and leave—take a high-speed rail system back to wherever you are
from initially. So the idea of tapping into those resources is one
way.

And you have to do this. Arnold Schwarzenegger, Ed Rendell,
two Governors who are very knowledgeable and thoughtful—Ed
Rendell has worked on these issues for years—are strong sup-
porters of this, as well. Chuck Hagel was my cosponsor, Republican
cosponsor of this idea for many years.

In fact, I often tell the anecdote that we put the bill together and
we were trying to decide when to announce it, our latest version
of it, anyway. And I thought we ought to wait until September and
Chuck Hagel said, no, let us do it in August. And I said, August
is a dreadful month to announce a new idea. No one will come. No
one will pay attention to us. But he kept on pressing and I said,
fine, we will do it in August.

And so we held the press conference, and, of course, I was right.
The only camera that showed up to cover it was the one in the
room when we walked in. They wouldn’t have shown up on their
own anyway. And no one paid any attention at 10 that morning.
At 5 in the afternoon, Chuck Hagel and I were on every TV screen
in America, because at 4 in the afternoon, the bridge in Min-
neapolis collapsed. And so all of a sudden, the issue of infrastruc-
ture became this huge theme across the country.



17

Chuck was clairvoyant, because had we done it a week later, of
course, we would have been accused of pandering rather than hav-
ing an idea to deal with some of these issues ahead of time.

So I have been trying—the administration has been somewhat
supportive of it, but you cannot find a period of economic growth
in our country, I don’t believe, where we did not make investments
in infrastructure. You just have to do this. Your point about the
local, the sewage and water system and direct bearing on what
that means to local taxpayers, not to mention economic growth that
can go forward. It is the Panama Canal, or if you want to talk
about the Lewis and Clark expedition, or you want to talk about
the Federal Highway System.

I mean, there is a wonderful book out by Felix Rohatyn that was
just published recently, and he and I have done a lot of work to-
gether on this, identifying historically the investments in infra-
structure that led directly to the economic growth of the United
States.

So I appreciate the comments. It doesn’t produce the kind of jobs
immediately, and the topic of this hearing is, of course, in this mo-
ment of crisis, what can you do. So I acknowledge the fact that this
kind of an idea doesn’t produce the kind of results in the short-
term, but we have got to start thinking beyond just short-term or
we are going to be lurching from one crisis to the next in this area.

And I happen to believe that one of the major important func-
tions, and I will raise this as a question with you and you can all
respond, if you would like, is the rebuilding, if you will, of the level
of confidence and optimism among American investors, the con-
suming public generally. And while this idea may not generate the
kind of jobs in the short-term, to the extent it can generate a level
of excitement about the United States once again moving in the
21st century forward leaning, I think has its own desired impact
economically.

If our country and the people see us not only coming out of a re-
cession, but far more importantly, leaning forward and anticipating
the future, I think that has a huge positive impact among people
in terms of their habits, what they do, how they feel about them-
selves, their country, and their community.

So I don’t know if you have any comments or thoughts on that
subject matter, but we are having an awful time trying to convince
people of the value of this. And again, it doesn’t take a lot of public
monies to leverage an awful lot of private capital. That is the great
beauty of it. Any comments you want to make on that point? Yes?

Chairman BROWN. I would like to first make one. I understand
the infrastructure with the Interstate System and the canals and
the railroads, but what was the infrastructure for Lewis and Clark?
I missed that part, Mr. Chairman.

Chairman DobDD. Well, thank God that

Chairman BROWN. Did something come out of that that I didn’t
know about?

Chairman DoDD. Sure, called Manifest Destiny.

[Laughter.]

Chairman BrROWN. All right, fair enough. Never mind. We will
proceed.
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Chairman DobpD. Well, I want to just make one point, by the
way. Had Thomas Jefferson had the Congressional Budget Office
around——

Chairman BROWN. He wouldn’t have gone.

Chairman DobD.——he wouldn’t have gone. If they had scored
the Lewis and Clark expedition or the Louisiana Purchase, we
would still be 13 colonies running around. I mean, the scoring on
that, Jefferson smuggled through, both in the Lewis and Clark ex-
pedition and the Louisiana Purchase. The Louisiana Purchase was
the entire budget of the country for 1 year, the entire budget, that
one acquisition. And you can imagine CBO, poor Doug Elmendorf
having to score that at that time.

[Laughter.]

Chairman BROWN. All right. Any comments on Chairman Dodd?
Mr. Katz, yes?

Mr. Katz. I want to focus on one aspect of the Infrastructure
Bank, because it is not just about investment and it is not just
about long-term sustainable productive growth. It is about reform
of how we allocate resources.

When the American Recovery and Reinvestment Act, the funding
of about $27 billion for highway funding was sent down to the
States, most States tend to allocate transportation spending accord-
ing really to a political logic. You have 33 Senate districts and 66
House districts, which I think is the number in Ohio

Chairman BROWN. Thirty-three and 99. That was pretty good.

Mr. KaTz. Let us just spread it around, as opposed to a market
logic as to where are we going to get the highest return on invest-
ment and how do we make decisions based on evidence, based on
data, whether it is high-speed rail, whether it is transit, whether
it is new highway expansion, whether it is smart grid, et cetera.

I think where the United States has gone awry over the past 15,
20, 25 years compared particularly to our European competitors is
that we are not making infrastructure investments with a view to-
ward the long-term and as a means toward economic competitive-
ness and sustainable growth. We are making it really pursuant to
an old-style log-rolling exercise, particularly at the State level.

So my view about the Infrastructure Bank, it is invest and re-
form, and let us make decisions again based on merit and evidence
rather than the politics.

Chairman DoDD. I would like you to look, as well—I didn’t men-
tion this—at what I call our Livable Communities Act. It doesn’t
have many cosponsors here, but it has attracted tremendous atten-
tion nationwide because it, again, does exactly what you are talk-
ing about. It goes to the issue of how then land use issues, pro-
viding grants to States to kind of make that intelligent plan, much
as North Carolina did with the Triangle 50 years ago. Terry San-
ford, who I loved serving with here, when he was Governor of
North Carolina was brilliant in that regard.

Kay Bailey Hutchison, our colleague on this Committee, she and
I have had long conversations. In Texas, the idea of a high-speed
rail system between Dallas, Houston, and San Antonio, that tri-
angle, and then having the sustainable development occur within
that triangle in terms of intelligent land use and livable community




19

development in that State makes all the sense in the world. But
it is the transit system that begins to try it together.

Charlotte, North Carolina, a classic example of how a light-rail
system has transformed that city economically, that investment.
Now, the highest real estate values are along that light-rail system,
contrary to what we grew up with. Of course, living near the rail-
road tracks was going to be reducing the value of properties.
Today, it increases the value of properties. Just examples.

Chairman BROWN. Thank you.

Yes, Mr. Leach.

Mr. LEACH. Sure. I wanted to make a comment on the forward
leaning. I embrace and encourage the forward leaning idea and the
fact that the country and existing and future partners with the
Federal Government want to lean forward along with you, certainly
in regards to some of my commentary.

A great example of this is the Foundation Community in Ohio
and Michigan that collectively have pulled together about $170 mil-
lion of philanthropic resources to be completely focused on trans-
formative economic development initiatives in those two regions. So
those two communities, certainly in the philanthropy in those com-
munities, are forward leaning, for sure. This is an initiative that
these kinds of entities have never seriously considered and pur-
sued, at least at this scale.

So again, the opportunity to engage, of course, with philanthropy,
but also with the corporate community in partnership with the
Federal Government. Now is the time to build these partnerships,
aggregate this level of resources to create the scale of opportunities
that we have before us.

Chairman BROWN. Thank you.

I want to go back to Mr. Katz. You said something in your testi-
mony about we are a metro nation. You mentioned real estate met-
ros and you mentioned motor metros, others. You said, we are a
metro nation. We should act like one. What do you mean by that?

Mr. Katz. Well, when you look at what drives prosperity and
productivity, I think it comes down to innovation, and I think this
really builds on what everyone has been saying here. Innovation,
human capital, education and skills, infrastructure, and, let us say,
the quality of place. Those assets are not uniformly distributed
across the American landscape. They tend to concentrate in pretty
intense ways in a relatively small number of places, here, as in Eu-
rope, as in China, as in India, as elsewhere. There is an agglomer-
ation effect, essentially, where two plus two equals five. The bene-
fits of density.

So if you look at the top 100 U.S. metros alone, they sit in only
12 percent of the land mass of the country. They are very energy
efficient. They house two-thirds of the population. They generate
three-quarters of the GDP. But what comes to those key assets is
about 78 percent of patents, 94 percent of venture capital and inno-
vation, about three-quarters of our knowledge workers when you
talk about human capital. When you talk about infrastructure,
these are the air hubs. They are the freight hubs. They are the sea-
ports. And obviously when you talk about quality of place, they
tend to have the transit, the cultural institutions, and so forth.
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So the world may be flat, as Tom Friedman says, but the assets
that drive national economies forward tend to concentrate at hyper
levels in a relatively small number of places. So when nations want
to get smart about growth and productivity and sustainability,
what they have to do is to help their major metros leverage their
own assets in the pursuit of national goals. It is a different kind
of way of looking at national economic policy.

Chairman BROWN. Thank you.

Chairman Dodd was talking about the innovation that you talked
about and how innovation—what innovation can do with job cre-
ation. I was, a month or so ago, I was meeting with a group of Sil-
icon Valley executives that are very interested in the climate
change bill, you know, John Doerr’s comment that if you price car-
bon, large amounts of capital will be unleashed. As I was talking
to these executives, some of them were already wealthy. All of
them, I think, expected to become wealthy because of the climate
change legislation, which I appreciate and I am fine with.

But what I wasn’t so fine with was any plans they really had to
take this innovation and make sure that those jobs stay in this
country. What are your thoughts on not necessarily climate change,
but as several of you said and Chairman Dodd said, so much inno-
vation has come about by great minds in our country coming out
of great universities, coming out of great university settings, incu-
bators, all kinds of venture capital firms, all the kinds of things
that have happened, but the manufacturing then goes overseas.
What do we do here, particularly coming out of climate change,
that these jobs, these manufacturing jobs stay here?

Mr. KATZ. I think there are a lot of examples from abroad that
we really need to adopt in the United States, and really for about
30 years, we have basically said we are not going to have industrial
policy in the United States because we don’t want to pick winners
and losers.

I think there are a whole set of policies that are really general
in nature that don’t sort of bear the burden of prior mistakes. So
if you look to Germany, if you look to some of the European coun-
tries, they are investing heavily in vocational education, in edu-
cation and skills that directly relate to the clusters of innovation
that emerge in their major metros like Stuttgart or Hamburg or
elsewhere. They are investing in institutions that have really a
Federalist relationship—Federal government, State government,
cities and metros, and nonprofits, because Germany pretty much
looks like us in terms of its governance system. They are investing
in institutions, both public and nonprofit, whose job it is to really
help extend innovation to the marketplace and commercialize prod-
ucts for domestic production.

So the United States sort of decided it is going to be a laissez
faire activity here. We will invest in advance R&D, but we won’t
simultaneously invest in the kinds of institutions, intermediaries,
that can provide not just the capital, but the skills training, the
marketing efforts for domestic and global markets. So we have
beeclll basically tying one or two hands behind our back as we pro-
ceed.

So I think there is a lot to learn here, and the good news is we
are the most innovative economy in the world and we are about to
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see a step change in innovation with clean energy, with infrastruc-
ture, with a whole set of other emerging sectors. So now what we
have to do is sort of finish the conversation, extend out the policy
envelope, and in a Federalist way, really leveraging up local non-
profit private sector energy and discipline, create the new ideas
and inventions and processes, but then create the jobs at home.

Chairman BROWN. So, Mr. Weddle, if taking off on what Mr.
Katz said, in your comments about the new clean energy economy
holding the promise of a manufacturing renaissance, a lot of us are
deeply disturbed about the Texas wind farm, that we put tens and
tens and tens and tens of millions of dollars, of taxpayer dollars for
this wind farm. Yet, some 2,000 jobs probably, unless we can stop
it, will be created—unless we can change and redirect it, will be
created in China to make those wind turbines.

How do we assure that we are not creating more demand as we
do this, for China-made wind turbines? Or am I just wrong? Is that
not a problem?

Mr. WEDDLE. Well, I would agree with—first of all, I would agree
with everything that Bruce just said about the whole idea of delib-
erating taking some steps to make sure that we benefit from the
innovation that we get. I think we have been too hands-off for too
long. Maybe that worked when we were the only game on the plan-
et, when we could drive everything according to our own design. I
do not think it works in a world where there is more parity.

We are at the cusp right now of the first era in humankind
where we have unbundled profitability and prosperity. There was
a time when you, if you had profitable companies, you had pros-
perous people and communities, and that does not necessarily work
because of the globalization that has occurred.

So I think we have to review our trade policies and review our
tax policies. I do not have all the answers to that, but I think well-
intentioned, well-minded, thoughtful people can figure out how to
make sure that we do harvest some of the value that comes from
innovation.

Look only right now at the advance, the funding that has gone
into basic research in the last two or 3 years, which was a sea
change from the 5 years before that, but it has gone in there with-
out thinking through how are we going to harvest that intellectual
property. Are we going to put in place the innovation infrastructure
in our communities, so that our community leaders can harvest
that IP?

I think it is just a question of setting some goals and then re-
verse engineering those goals and looking at the policies that make
that happen. Other countries do this, and it is not rocket science.
So I think we have to.

I do not think we have to take for granted that you have to just
accept that as a policy from our corporate leaders because we have
to ask the question, are our interests aligned and are our interests
bundled together, and I think that is a good starting point for dis-
cussion.

Chairman BROWN. You had talked about a cluster strategy. I
think of the city you used to live in, that Ray knows a lot about
too, Toledo. Toledo has the largest number of solar energy manu-
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facturing jobs of any city in America. It is a bit of a cluster. It is
potentially that, certainly.

What do you advise to a city like that, so that they really can
have that sort of cluster strategy for economic development? Where
do they go?

Mr. WEDDLE. Well, in my oral and in my written remarks, I said
it is time for the Federal Government to move from just providing
tools and assistance to a few communities, a few places, and be-
come a full partner in these strategies. There is no harmonization
?f etlzonomic strategy from Federal to State to community to metro
evel.

Toledo, with all due respect, they are having to do all that by
themselves. And region by region by region in America today, we
are competing with countries. We are not just competing with other
cities or other areas. So the Federal Government needs to be more
of a full partner to help, I think, move some of the resources down
to the metropolitan level, so that these cluster strategies can be
well resourced in that regard.

I am sure you have a similar comment on that, Bruce, in that
regard.

Everything that Toledo has done they have done on their own,
fundamentally, in saying that they wanted to develop these tech-
nologies and try to do it. But they have an aging infrastructure,
their resources are constrained, and it is difficult to make those
local investment decisions at scale, I guess is what I am saying.

Chairman BROWN. Mr. Leach, would your Federal Innovation,
Commercialization and Job Creation Network play into that?

Mr. LEACH. It would. In fact, I think one of the realities, espe-
cially the role that the Federal Government has played historically
and looking forward, is the resources they are providing are ex-
tremely precious for basic research, and they would be very pre-
cious and incredibly powerful and make a significant impact in the
vision that I shared today.

I think one of the things that we are struggling with as a Coun-
try, which relates to many of the comments here, is the practice of
accelerating technology and commercialization. We have the ability
to do that now, at least at the beginning stages, with nonprofits
and with intermediaries that exist across the United States. It does
not need to go from the basic lab directly to the private sector, and
that there are partners with the Federal Government, or could be,
are today and could be increasing partners with the Federal Gov-
ernment who care very much about economic transformation, com-
mercialization and place and want to make sure that those jobs
and the economic wealth that is created through that trans-
formation has resonance and can make an impact.

I think one of the things we are struggling with to some degree
as a Country is this is especially in the trenches with these
innovators and entrepreneurs. We have relied on the private sector
to assist entrepreneurs, to move their companies forward. When we
do that, you are immediately giving it to the private sector, and
you would have less influence in that construct in terms of where
the ultimate jobs are created.

So this incremental movement of a stronger industrial point of
view from the Federal Government, I think, will more significantly
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benefit the Country, but it is an evolution. And this program that
I have envisioned would very much put that in place.

Rick commented about Toledo having a vision and being alone,
and, certainly from the University of Toledo point of view and the
regional growth partnership, they have provided significant leader-
ship. Having said that, the State of Ohio has also. The public sector
has made very, very large investments in their vision, in that re-
gion’s vision, as they have in northeast Ohio, central Ohio and
other parts of the State.

So the State of Ohio’s Department of Development gets this. I
mean they have built a strategy around this approach. There is no
reason why the Federal Government could not partner and piggy-
back on that strategy and bring resources, as Rick shared, also as
a full partner.

Chairman BROWN. Tell me how, Mr. Leach, in Ohio—and I am
sorry for the parochialism, to the other three of you—that there is
discussion that Ohio would be the site of the first, just off the coast
of Cleveland, Lake Erie could be the first site of wind turbines, a
field of wind turbines anywhere on fresh water in the world? There
are fields of wind turbines in salt water with a different set of
issues, of course.

How does the Third Frontier and how do your efforts lead to that
happening? Talk through the scenario of how you sort of capital-
ized that.

Ohio is the site now of a number of wind turbine manufacturing,
component manufacturers. There is little assembly of wind turbines
in the United States, ergo, the China field in Texas. Talk about the
process of how that happens and how you helped to make that hap-
pen and how Third Frontier, how the State can help make that
happen.

Mr. LEACH. Sure. Well, the Third Frontier does have a particular
focus on energy. Historically, they have had a very large focus in
the fuel cell space, and over time they have had an increasing focus
in wind.

The way the structure works in Ohio is the private sector shares
ideas and collaborates with the public sector and other supporters
of these types of initiatives, and they roundtable around what are
the most important things we could work on collectively that could
generate not just innovation but ultimately commercialization and
jobs in Ohio.

There is a private sector commission. It is called the Ohio Third
Frontier Commission, which there is certainly some public leader-
ship on the commission, but there are six members of a nine-panel
commission that bring the private sector judgment and influence to
these projects.

So they look at the opportunities. They post RFPs and provide
opportunities to stakeholders in the State and also outside the
State that like to make investments in these projects, and they rate
them. They leverage the National Science Foundation experts in
these particular technologies and industries, to rate what is the
total economic impact of such projects, not just in relationship to
attraction of private sector investment, but also what is the ulti-
mate job impact on these kinds of projects.
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So they are bringing very, very significant private sector due dili-
gence and analysis to these projects, or rating them, and therefore
then funding them based on the commercialization impact in Ohio,
obviously, and that is how they are rated.

So they are bringing, again, very significant private sector dis-
cipline. The State is not picking winners and losers. The State is
bringing resources, certainly leveraging on a 10 to 1 basis the pri-
vate sector resources in these projects, but they have a very, very
disciplined process.

There is no reason why the Federal Government could not rely
on a parallel process or provide resources to the States and have
the States add that to their existing resources in order to make
larger impacts.

Chairman BROWN. Thank you.

Mr. Weddle, you, in your written testimony, talked about the role
of incubators in North Carolina, Ohio, and the National Association
of Incubators—I am not sure that is the right term—is located in
Athens, Ohio. There are incubators in Ohio that have played a sig-
nificant role but particularly a fairly unheralded role because peo-
ple do not know a lot about them because they start very small
businesses and many of them grow.

What are the keys to building a successful network of business
incubators? And go especially to the Federal role, out of EDA or
whatever you think the Federal role should be in stimulating the
growth of incubators.

Then the numbers are pretty stunning, how little Federal invest-
ment leveraged properly, locally, translates into a significant num-
ber of jobs. But talk that through for us.

Mr. WEDDLE. Most incubators operate on a shoestring because
they are underresourced, and the whole idea is they do not make
a lot of money. If anything, they require subsidy or some operating
expense in that regard. We have a successful network of incubators
in Research Triangle Park, but they all have their own set of pa-
rameters with which they were started and funded.

I think the Federal Government could play an important role in
providing funds for either acquiring the space, setting up the space,
outfitting the space, making it so that it would be able to be pro-
vided for startups, spinoffs out of universities or out of companies.
We have to remember that not all startups come out of univer-
sities. The history of the 1,600 startups in Research Triangle Park
is that more came out of the companies and the park than out of
the universities, in terms of that growth pattern.

But it is really hard to get the space reserved, to get it outfitted,
so that you can provide very, very flexible terms and mentoring ac-
tivities for the companies. I think the Federal Government could be
a good partner in providing direct grants to nonprofits, to establish
those kinds of activities.

Chairman BROWN. Thank you.

Mr. Katz and Dr. Boushey, I will ask them a question. Then I
would like you all to think about the last question I am going to
ask and have all four of you answer that, about what is the one
or what are the two things that you think are most important for
this Congress to do to help create jobs in a sort of medium range,
not just short term, but obviously the crisis is now.
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So think through that as I ask Mr. Katz and Dr. Boushey this
question first. What in the Recovery Act was the most important
thing for industrial States? What did we do in the Recovery Act
that mattered most in States like Ohio, Michigan, Wisconsin, west-
ern Pennsylvania, those States?

California and Texas are the largest manufacturing States, but
they do not necessarily think of themselves that way. The States
that really were industrial States, what were a couple of things the
Recovery Act did?

Mr. Katz, you first, then Dr. Boushey.

Mr. KaTz. Well, the jury is still in a sense.

So, first, fiscal stabilization; about $48.6 billion was in the Recov-
ery Act to help State Governments. A large portion of that went to
education. Other parts went to general government aid. So, again,
it gets to this general issue of as we think about creating jobs
through the front door, you should not be losing jobs through the
back window. In the early phase of the Recovery Act, I think fiscal
stabilization has played a very big role.

There are other bonding mechanisms, like the Build America
bonds which have really been taken up by the market in a substan-
tial way, that both help on the capital side, but also reduce debt
service. That has been of help.

I think the jury is out about what is going to happen in the next
six to twelve months because we have substantial funding coming
down the pike in not old-style infrastructure—you know, filling pot-
holes on freeways and county roads—but really the next generation
infrastructure, when we talk about high-speed, when we talk about
smart grid, when we talk about health care information technology.

I think the question will be not just whether the States, but
these metropolitan areas, this sort of interesting mix of nonprofits,
universities, private sector firms, cluster associations, local govern-
ment have had the vision to take advantage of the Federal funding.
So we are going to see an uneven application of the Recovery be-
cause the capacity across the Country is quite different.

Chairman BROWN. Dr. Boushey?

Dr. BOUSHEY. Yes, my answer is going to echo Bruce’s. I mean
I think when you look at where we spent the funds, of course, a
third of it was on tax cuts. Some of that was good spending. Some
of it, we would have done anyway, the extension of the AMT, for
example.

But you know the biggest bang for the buck was the money that
we spent on unemployment insurance. That was 16 percent of the
Recovery Act dollars, the aid for the least among us, those hit
hardest, and that I am sure had some of the biggest bang in those
hard-hit industrial States with the super high unemployment
rates. So, when I think of Michigan, I think of the UI program, not
necessarily helping the kinds of things we have been talking about
here today, in terms of the innovation or specific companies, but
certainly helping the whole landscape and providing the biggest
local dollars. People have money in their pocket.

And then the aid to the States, I think I would put as the second
most important one because it really was, again, big bang for the
buck, lots of money.
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I do not think that is to discount all of the other kinds of pro-
grams here, but in terms of the largest ones that is what I would
say.

Chairman BROWN. Thank you.

I will start with Mr. Weddle and move to your right. Just give
us the one or two most important things you think Congress should
do in the next 3 months for job creation.

Mr. WEDDLE. Thank you. I am happy to make a couple of com-
ments, and I think I agree with most everything everybody else
says. This is a pretty well-aligned panel, I think, today.

I think restoring or providing additional funding to States and
cities is going to be vital because their revenue base is really going
to show some wear and tear about the middle of this next year, but
I would require two things in that.

One, I would require that we find some way to align the Federal
Government and State strategies and plans together a little bit bet-
ter, rather than just throwing money, and I would also make sure
there was an economic development component to that. There was
no economic development component to earlier stimulus plans.

And then second, I think, because I think it is an out-of-the-box
and an innovative idea, the expanding the Invest in America Now
program to a $100 million scale, nationally drives a stake in the
ground and says we are going to compete on this planet for new
jobs and investment from everywhere.

And I think those would be two interesting things to try to do.

Chairman BROWN. Thank you. On the Invest in America, could
you, in writing for us, contrast? That was going to be one of my
questions, and we were kind of running out of time for you specifi-
cally. But contrast what other countries do that is so much more
inventive or thorough than we do on this. They sort of invest, and
you said there was something in the Commerce Department or
somewhere that we could do.

Mr. WEDDLE. For example, we have a half a million dollar budget
for the whole Country.

Chairman BROWN. Right, right. See what other countries do.

Mr. WEDDLE. We will be happy to do that.

Chairman BROWN. I would be very interested to see that.

Mr. Leach, thank you.

Mr. LEACH. I would say to equip the EDA, the SBA and other
Federal agencies in the absence of larger, more robust, something
new program as I talked about earlier, to have additional signifi-
cant resources that are focused on the commercialization of new
technologies and equally, if not more importantly, require these
agencies and their partners to reach out to non-Federal sources
who have aligned interests and very significant resources, who will
aggressively partner with these Federal agencies.

Chairman BROWN. Thank you.

Mr. Katz.

Mr. KaTtz. I will answer less programmatic, more at the para-
digm level. I think what we need is a narrative about what the
next American economy looks like that could really galvanize State,
local, metro action, private and public.

So Larry Summers gave a speech in July. About 80 percent of
his speech was focused on the retrospect of what was done to pre-
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vent the collapse. A very small portion focused on what comes next.
But what he said is we will be export-oriented, less consumption-
oriented. We will be focused on innovating in what matters, not fi-
nancial engineering. We will be low-carbon, and, hopefully, we will
be opportunity-rich.

If you take those four pillars of the next economy—export-ori-
ented, innovation-fueled, low-carbon and opportunity-rich—that is
the ticket around which to organize a whole set of policies, innova-
tion policies, human capital policies, infrastructure policies, not
just at the Federal level but in a Federalist system.

I think we have lacked that clear, coherent direction and vision
from the national government, frankly, for decades. And I think
now we need to have it, and then the programs will follow. They
are almost derivative of that vision.

Chairman BROWN. Thank you, Mr. Katz.

Dr. Boushey?

Dr. BOUSHEY. Yes, again, I am going to follow Bruce and agree
with him. I mean I think there are a couple things. First of all, in
the medium term, passing that UI extension has just got to be crit-
ical, and I know that is coming up next week, but I think that is
super important. Second, making sure that we continue to provide
more funding to the States is an important piece.

A couple other points, I mean one is that I think we should not
be afraid of deficits. We should spend that TARP money on some
of these job creation programs, but we need to make sure that we
are focused on a strategy that does not waste it, that is about long-
term investments.

You know we have talked a lot. I mean there has been a kind
of disconnect here this afternoon, with the short term and the long
term in the sense that it is as though these things that we are
talking about on the long term, the more innovation front, are not
really also about short-term job creation. But we need to sort of re-
member that economists think that the unemployment rate is not
going to come down to a full employment level until 2014, 2015,
and it could be even longer than that.

So I do not think that those are in any way in conflict as long
as your time horizon is not like 20 years. As long as we can do
some of these things in like 2 to 6 years, I think that is all con-
sistent.

Then finally, I want to just tap into what Bruce said about this
notion of galvanizing, and what Senator Dodd said about optimism.
I think that focusing especially on the alternative energy piece,
which has this sort of very sexy, new ideas, that we are going to
get our economy on a better path, that both helps manufacturing,
that can create a strong U.S. manufacturing base, but also deal
with the very important issues of climate which are being dis-
cussed right now.

And finally, I had one more piece which is that on this notion
of less consumer-driven economy, we also need to be really focusing
hard on the kind of financial regulation that is going to be hap-
pening over the next few months, that you guys are going to be
doing here in the Senate and the House. Focus on getting Wall
Street back where it belongs, which is in service of our productive
economy, not the other way around.
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I mean for too long we have allowed this economy built on finan-
cial bubbles to be the so-called creator of growth, and we can see
that that has just been a house of cards. The focus of the financial
sector should be to provide capital for productive investments, and
thinking about financial regulation that gets us back on that track
has to be a key component of the backdrop for a lot of what we
have been talking about here this afternoon.

Chairman BROWN. Well said, thank you. Thank you all.

The record will remain open for 7 days—so, anything that you
want to add, including my request to you, Mr. Weddle, anything
you want to expand on. All your testimony, of course, is entered in
the record, as were the comments you made.

dThank you very much. I appreciate all of your joining us here
today.

Subcommittee adjourned.

[Whereupon, at 3:30 p.m., the hearing was adjourned.]

[Prepared statements supplied for the record follow:]
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SENIOR ECONOMIST, CENTER FOR AMERICAN PROGRESS ACTION FUND

DECEMBER 9, 2009

Thank you, Chairman Brown and Ranking Member DeMint, and Chairman Dodd
and Ranking Member Shelby, for inviting me to speak to you today about the reces-
sion, the nascent recovery, and job creation. My name is Heather Boushey and I'm
a Senior Economist at the Center for American Progress Action Fund.

I’d like to start with the good news. On Friday, we learned that the unemploy-
ment rate fell to 10.0 percent and only 11,000 workers lost their jobs in November,
both numbers were better than had been expected. This is unambiguous good news
for workers and their families.

This data provides an indication that the steps that Congress and the Obama ad-
ministration have taken to get the economy back on track have been effective. The
American Recovery and Reinvestment Act signed into law last February has worked
its magic and injected momentum into the economy, boosting economic growth in
the third quarter and saving or creating upwards of 1 million to 1.5 million jobs.!
Recovery dollars will continue to pump up demand and add jobs to the economy as
the remaining $553 billion is spent in 2012.2

But we are by no means fully out of the woods. There are indications that employ-
ers are beginning to need to ramp up hiring, but have yet to actually do so. We need
Congress to be vigilant in continuing to promote job creation and reducing the hard-
ships among those hardest hit by the recession.

The economic effects of ARRA dollars will start to diminish beginning in the mid-
dle of 2010—well before we will be fully out of the woods. Economists now predict
economic growth of only about 2 percent for 2010 given the policy efforts already
in place. This is a clear indication that without additional action on the part of Con-
gress and the Obama administration, the U.S. economy could easily slip into an ex-
tended jobless recovery—or see the recovery stall altogether.

The economic recovery could result in a longer period of job losses and slower job
creation compared to the past two recessions. The nearly 2-year-long Great Reces-
sion began with the collapse of the U.S. housing bubble and ensuing financial crisis,
which led to a recession that was deeper and more protracted than other kinds of
recessions.3 Even now, we continue to see global financial markets subject to debt-
related shocks that could potentially upend this economic recovery by hampering ac-
cess to credit. On top of this, the massive deleveraging going on in households
across the United States is putting sharp limits on the potential for consumption
to grow quickly.

Further, those without a job continue to face extremely daunting challenges in
finding new work. The typical unemployed worker has been searching for work for
20.1 weeks, and a record 5.9 million of those workers have been searching for work
for at least 6 months, 38.3 percent of the total unemployed. We need to ensure that
we do not leave any demographic groups behind during economic recovery. The un-
employment rate among teens is 26.7 percent, it is 15.6 percent among African
Americans, and 12.7 percent among Hispanics, and 15.0 percent among those with-
out a high school diploma.

Combined, this suggests a need for additional actions, even though it will con-
tribute to Federal budget deficits. However, government spending in 2010 that gets
people back to work would be the best thing for restoring fiscal balance in the com-
ing decade.* High unemployment adds to government expenses as more families
need assistance from all levels of government, including unemployment benefits and
food stamps, help with health care bills, and help coping with a home mortgage fore-
closure. And unemployed workers do not have earnings on which they owe taxes,

1Deborah Solomon, “U.S. Economy Gets Lift From Stimulus,” The Wall Street Journal, Sep-
tember 2, 2009, available at http://online.wsj.com/article/ SB125185379218478087.html; Josh
Bivens, “How We Know the Recovery Package is Helping” (Washington, D.C.: Economic Policy
Institute, October 2009) available at Atip:/ /epi.3cdn.net /bb4f1bd7339f12b9a3 4im6bxbsc.pdf.

2 Recovery.gov.

3Carmen M. Reinhart and Kenneth S. Rogoff, “What Other Financial Crises Tell Us,” The
Wall Street Journal, February 3, 2009, available at http://online.wsj.com/article/
SB123362438683541945.html.

4 Michael Ettlinger and Michael Linden, “Deal with It: A Guide to the Federal Deficit and
Debt” (Washington, D.C.: Center for American Progress, September 2009) available at htip://
www.americanprogress.org [ issues /2009 /09 [ pdf/deal with it.pdf.



30

a trend which has contributed to this year’s rise in the deficit. While tax revenues
fell by 17 percent in 2009, spending increased only a bit more—18 percent.?

One way to address the long-term deficit concerns is to legislate the ways we will
pay for job creation as we legislate job-creation provisions. Yesterday, President
Barack Obama put on the table using unallocated funds from the Troubled Asset
Relief Program to pay for job creation. Alternatively, Congress could establish a tax
on the U.S. financial services industry to raise an additional $150 billion a year.

In my testimony below, I focus on two issues. First, an outline of what we can
learn from the implementation of the recovery package so far. Overall, the recovery
package boosted economic growth, but the elements of the package were not uni-
formly effective. As we debate the challenges of a slow-growing economy, focusing
on the elements that provided the biggest bang for the buck is the best way forward.
Tax cuts, in particular, have relatively small “multipliers,” that is, for every dollar
of Federal spending, the effect on the overall economy is small than for other kinds
of spending, such as that targeted to those hit hardest by the recession and aid to
the States that are highly budget-constrained due to falling tax revenues and grow-
ing demand for services.

Congress’s approval of a 2-year recovery package continues to look like it was the
right decision. The effect of the Recovery dollars will not peak until mid-2010, but
the economy will need a steady infusion of demand. Now is the time to consider
whether further job creation measures are the right course of action. Given the chal-
lenges of a slow-growth economy, and continued high unemployment and State fis-
cal problems, both of which work against the nascent economic recovery, focusing
on job creation is the right path. Below, I present a menu of the best options for
creating jobs in the short- to medium-term based on the Center for American
Progress report released last week, “Meeting the Jobs Challenge: How to Avoid An-
other Jobless-or dJob-Loss-Economic Recovery.” Below, I summarize our rec-
ommendations that report goes into in greater detail. There are a few key steps,
however, that Congress should take now to help boost jobs in the short- to medium-
term:

e Continue to help those hurt most by the recession. Congress should en-
sure that the extended unemployment benefits and COBRA subsidies passed in
the recovery act do not expire as planned at the end of December. These bene-
fits go to the long-term unemployed, who now account for an historically high
share—more than one-third-of unemployed workers. Extending the subsidies to
help the unemployed purchase health insurance—or, better yet, allowing States
the option to put unemployed workers on Medicaid—must also be done before
the end of the year.

Support State and local governments. The Federal Government should pro-
vide another funding boost to the States. State and local governments have
shed almost 160,000 jobs over the past year (November to November), with
nearly 80 percent of the job losses at the local level occurring in just the last
4 months. These lay-offs are working against economic recovery at the local
level. All but two States had or still have shortfalls for fiscal year 2010, totaling
$190 billion. The aid to States contained in the recovery package was clearly
helpful, but it only addressed only about 30 to 40 percent of the gap faced by
State governments.

e Expand national service and provide support for needed services. The
Federal Government could spur the creation of millions of mostly private-sector
jobs by directing additional Federal money into youth and young adult employ-
ment (such as AmeriCorps, VISTA, YouthBuild, and the youth service and con-
servation corps), child care, after-school programs, and in-home health services
for the elderly and disabled as well as training for those serving America’s
youngsters, oldsters and disabled. Nonprofit groups and small businesses pro-
vide most of these jobs, although they are paid for by programs that are cur-
rently being cut by State and local governments. Funneling funds into these
programs not only quickly gets people into jobs, but supports families and com-
munities by providing much-needed services. These programs often have long
waiting lists and any new funds will be able to meet pressing needs.

e Promote sustainable growth and green jobs. To promote new green jobs,
Congress could establish a two-tier program to transform the market for energy
efficiency—a “cash for caulkers” program. The first tier would promote imme-

5Michael Ettlinger and Michael Linden, “Who’s to Blame for the Deficit Numbers?” (Wash-
ington, D.C.: Center for American Progress, August 2009) available at htip://
www.americanprogress.org [ issues/2009/08/ pdf / deﬁczt blame.pdf.
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diate investment in energy efficiency, through super-efficient appliances and
simple home improvements. The second tier implemented in parallel would in-
crease consumer awareness of comprehensive whole-home energy audits and
retrofits, which create substantial and sustained numbers of good jobs in the
construction and manufacturing sectors.

e A tax cut to spur spending. To promote spending by those who have income,
Congress could offer a partial tax moratorium to taxpayers with adjusted gross
income below $150,000 for a married couple or $75,000 for an individual. Per-
sonal income taxpayers could be offered the opportunity to pay $2,000 less in
their 2009 Federal income taxes but would be required to pay the sum back
over the next 3 years. This idea has the virtue of costing very little overall for
Federal budget purposes since it is simply deferred taxes and would be likely
to be spent quickly by taxpayers who choose that option.

If we do nothing, we risk not only missing an opportunity to get the nearly 16
million unemployed back to work quickly, but also harming our economy over the
medium to long term. The deficit will rise regardless of whether Congress approves
additional spending; the question is whether we will make the investments today
to get the economy back on track or whether we will allow the scourge of unemploy-
ment to linger.

The American Recovery and Reinvestment Act

The recovery package pumped $787 billion into the U.S. economy and included a
variety of mechanisms for getting the economy back on track, among them:®

e Aid to the unemployed, which boasts the biggest bang for the buck in terms of
spurring economic demand (16 percent of the total package). The multiplier for
this kind of spending is between 0.8 and 2.2.

e Aid to State and local governments to help them avoid layoffs and maintain
services (11 percent). The multiplier for this kind of spending is between 0.5
and 1.7.

e Tax cuts for most families, which help to boost spending (32 percent). The mul-
tiplier for this kind of spending is between 0.7 and 1.9.

e Investments in infrastructure, which are still ramping up and coming on line,
as these projects take longer to get up and running (23 percent). The multiplier
for this kind of spending is between 1.0 and 2.5.

e Investments in a green economy, which not only creates jobs but also paves the
way for long-term economic sustainability (18 percent). The multiplier for this
kind of spending is between 1.0 and 2.5.7

These recovery dollars were a key factor in the economy seeing positive economic
growth in the third quarter, rather than no growth at all. The Wall Street Journal
quotes Jan Hatzius, chief U.S. economist for Goldman Sachs & Co. predicting that
the U.S. economy would grow by 3.3 in the third quarter and that, “‘Without that
extra stimulus, we would be somewhere around zero, ”’8

This is consistent with the Administration’s own findings. The Council of Eco-
nomic Advisors shows that the nearly $200 billion in recovery dollars pumped into
the economy as of the end of October added roughly 2.3 percentage points to real
GDP growth in the second quarter of 2009 and most likely added even more in the
third quarter.® They estimate that without the recovery package, the economy would
have shed over a million more jobs than it actually did.

The Recovery dollars have been spent on a wide variety of projects around the
country. Here’s a sample of some of the projects:

6 Center for American Progress, “Recovery and Reinvestment 101 Update,” (Washington, D.C.:
Center for American Progress, August 2009) February 27, 2009, available at http://
www.americanprogress.orgissues /2009 /03 / pdf/recovery reinvestment 101.pdf; Congressional
Budget Office, “Estimated Impact of the American Recovery and Reinvestment Act on Employ-
ment and Economic Output as of September 2009” (November 2009), available at http://
www.cbo.gov / ftpdocs [ 106xx / doc10682 / 11-30-ARRA. pdf.

7Center for American Progress, “Meeting the Jobs Challenge: How to Avoid Another Jobless—
or Job-Loss—Economic Recovery,” December 2009, available at http://
www.americanprogress.org /issues /2009 /12 [ pdf/job options.pdf. Mark Zandi says that in-
creased infrastructure spending has a multiplier of 1.57.

8 Deborah Solomon, “U.S. Economy Gets Lift From Stimulus.”

9 Executive Office of the President, “The Economic Impact of the American Recovery and Rein-
vestment Act of 2009: First Quarterly Report,” September 10, 2009, available at htip://
www.whitehouse.gov | assets /documents | CEA__ARRA Report Final.pdf; Recovery.gov.
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Education. Grants in education have saved or created valuable education pro-
grams, improved access to higher education, and helped prevent a decline in edu-
cation quality. The Department of Education has found that the American Recovery
and Reinvestment Act provided a total of $48.6 billion for the State Fiscal Stabiliza-
tion Fund, or SFSF, to be administered by the Department of Education to help sus-
tain and create jobs and advance education reforms.1? As of early November, 2009,
$35.4 billion of the SFSF allotment had been obligated by the Department of Edu-
cation to States and $13.2 billion is expected to be obligated in the coming months.
SFSF funds were able to restore nearly 100 percent of the 2008-2009 budget gaps
and a significant portion of the 2009-2010 shortfalls.!? The Congressional Budget
Office estimates that the money distributed to SFSF has an estimated output multi-
plier of 0.7 to 1.9.12

Examples of saved or created programs:13

e Stimulus money helped Alabama budget maintain the funding level for the her-
alded Alabama Reading Initiative, a “shining star of modern-day education in
the State.”

e In Arkansas, Little Rock School Board opted to spend a bulk of its received
stimulus money on “reading recovery” programs, after-school tutoring, and
math and literacy coaches. Most of the special-education funds would be spent
on classroom materials and equipment, professional, development, and summer
reading programs.

e In Maryland, Gov. O’Malley announced that he would provide more support
community colleges to keep up with increased enrollment.

e Leominster High School in Fitchburg, MA, started an Alternative Education
Program. Officials had discussed creating the program for over 2 years, but “the
School Committee decided to move forward with the idea earlier this year, after
learning that the district would receive around $900,000 in Federal stimulus
money for special education. A portion of the money was used to cover the cost
of starting the program.”

e Stimulus funds also provided the prize for the Race to the Top program, a $4
billion contest incentivizing State innovation in education reform.

Recovery dollars have also improved access to higher education:14

o ARRA funds were used to mitigate tuition increases at public universities in at
least 31 States.

e University of Massachusetts was able to rebate a $1,500 fee increase and in-
stead employ the standard annual increase to cover the cost of inflation.

e At the University of Minnesota, an expected tuition increase was cut by about
half. The Minnesota State College and University System, which includes the
State’s community colleges, reduced a planned tuition increase from 5 percent
to 2 percent.

e In Virginia, ARRA funds kept tuition increases to the lowest rate since 2002.

e SFSF has allowed Auburn University in Alabama to mitigate tuition increases
that would have been required to bridge the gap created by reduced State ap-
propriations.

Infrastructure investments. Investments in roads are crucial to supporting
business and building infrastructure. Federal Highway Administrator Victor
Mendez has predicted that “[bly addressing many long-overdue repairs to America’s
roads and bridges,” we are “improving the economy and local quality of life while
strengthening the nation’s infrastructure.”’® Of the $26.6 billion available for Fed-
eral highway and bridge projects under the American Recovery and Reinvestment
Act, more than 75 percent has now been obligated. To date, nearly 8,500 highway

10U.S. Department of Education, “U.S. Department of Education American Recovery and Re-
investment Act Report: Summary of Programs and State-by-State Data” (November 2, 2009)
avf\lillibée at http:/ /www.ed.gov [ policy | gen | leg [ recovery | spending | arra-program-summary.doc.

id.

12 Congressional Budget Office, “Estimated Impact of the American Recovery and Reinvest-
ment Act on Employment and Economic Output as of September 2009” (November, 2009), avail-
able at http:/ /www.cbo.gov / ftpdocs [ 106xx | doc10682 / 11-30-ARRA.pdf.

13U.S. Department of Education, “U.S. Department of Education American Recovery and Re-
imlrfﬁ)n:lent Act Report: Summary of Programs and State-by-State Data.”

id.

15U.S. Department of Transportation, Office of Public Affairs, “Highway Investment Hits $20
Billion: Recovery Putting People to work on Investments with Long-Term Benefit,” Press Re-
lease, November 3, 2009, available at Attp:/ /www.dot.gov / affairs /2009 | fhwa3409.htm.
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projects have been approved and nearly 5,000 are underway. In early November, the
Federal Highway Administration crossed the $20 billion mark in approved obliga-
tions for highway, road and bridge projects.16

Examples:17?

e In August, construction began on the $26.2 million I-279/Fort Duquesne Bridge
preservation project in Pittsburgh, PA, designed to improve the safety of the
bridge that serves an estimated 81,000 drivers each day.

e In September, work got underway in San Bernardino, CA, on a massive billion-
dollar project, using $128 million in ARRA funds for additional lanes on I-215
to reduce traffic congestion that had been crippling the local economy.

e Also in September, work began on the three-mile extension of Minneapolis’
Trunk Highway 610 to I-94. When completed, this project will reduce traffic
congestion and improve area residents’ quality of life with sound walls and a
pedestrian bridge.

e Last month in Nelsonville, OH, construction started on the 8.5-mile, four-lane
highway to divert interstate traffic from local streets. The project is using $138
ﬁnillion in ARRA funds and is the largest Recovery Act underway in Ohio to

ate.

e The New Mexico Department of Transportation has broken ground on a major
highway and interchange reconstruction project on Interstate 40. On May 21,
2009, Albuquerque-based Mountain States Constructors Inc. was awarded a $24
million contract—$14.8 million of which comes from Recovery funds—to build
one overpass and four ramps, and to reconstruct Paseo del Volcan and Central
Avenue just west of Albuquerque. When the project is completed in May 2010,
the existing climbing lane will extend seven-tenths of a mile further to better
accommodate the trucks and heavy vehicles that frequently travel through the
area. The I-40 project has created 78 Recovery jobs so far.

Tax cuts. In total, Treasury estimates that $62.5 billion in tax relief was avail-
able through ARRA tax provisions by the end of August 2009.18 The Making Work
Pay provision accounts for 37 percent of this total.1® In 2009 and 2010, the Making
Work Pay will provide a refundable tax credit of up to $400 for working individuals
and up to $800 for married taxpayers filing joint returns. This tax credit will be
calculated at a rate of 6.2 percent of earned income and will phaseout for taxpayers
with modified adjusted gross income in excess of $75,000, or $150,000 for married
couples filing jointly.20

Other individual Credits account for 19 percent of the dollars available through
ARRA tax provisions.?! Among these, the American Opportunity Credit will allow
more parents and students to qualify for help paying for college expenses over the
next 2 years. The AOC modifies the existing Hope Credit for 2009 and 2010 so that
it includes more Americans, including many with higher incomes and those who owe
no tax. It also adds required course materials to the list of qualifying expenses and
expands coverage to 4 years of post-secondary education instead of two. Many of
those eligible will qualify for the maximum annual credit of $2,500 per student.22
The full credit is available to individuals who have modified adjusted gross income
of $80,000 or less, or $160,000 or less for married couples filing a joint return. The
credit is phased out for taxpayers with incomes above these levels. These income
limits are higher than under the existing Hope and Lifetime Learning Credits.23

Energy. The ARRA includes a program launched in late October 2009 which allo-
cates $3.4 billion program for 100 Smart Grid Investment Grant awards. Federal
funds will be matched by industry funding for a total of public-private investments
worth more than $8 billion. These grants represent the largest single grid mod-
ernization investment in U.S. history. The Department of labor announced at the

16 Thid.

171bid; Recovery.gov, “Featured Stories: Stretch of I-40 Gets Needed Makeover in Albu-
querque Area,” September 24, 2009, available at http:/ /www.recovery.gov/News /featured/
Pages /| NMI40.aspx.

184462.,5B in Tax Relief,” Recovery.gov, September 27, 2009, available at http://
www.recovery.gov | News / featured | Pages | Estimated$625BinTaxReliefFromtheRecoveryAct.aspx.

19Thid.

20 Internal Revenue Service, “The Making Work Pay Tax Credit,” accessed on December 7,
2009, available at hitp:/ /www.irs.gov | newsroom [ article / 0,id=204447,00.html.

21¢$62.5B in Tax Relief.”

22 Internal Revenue Service, “American Opportunity Credit,” accessed on December 7, 2009,
available at htip:/ /www.irs.gov / newsroom /article / 0,id=205674,00.html.

23 Tbid.
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end of October that applicants from 49 States have been selected to receive awards
and are expected to create tens of thousands of jobs.24

Of these funds, approximately $1 billion will build infrastructure and expand ac-
cess to smart meters in order to provide consumers access to dynamic pricing infor-
mation, which would enable them to program smart appliances when rates and de-
mand are at their lowest such as late at night, et cetera.25 Another $2 billion will
go to projects that integrate various components of a smart grid in a single system,
or cut across project areas. These include smart meters, smart thermostats and ap-
pliances, syncrophasors, automated substations, plug in hybrid electric vehicles, re-
newable energy sources, etc. Another $400 million will fund grid modernization
projects to reduce the amount of power wasted in transit from power plants to
homes, and $25 million will enlarge the manufacturing base for components of
smart grid systems.26

An analysis by the Electric Power Research Institute estimates that smart grid
technologies could reduce electricity use by more than 4 percent by 2030. That
would mean a savings of $20.4 billion for businesses and consumers around the
country2,7and $1.6 billion for the State of Florida alone—or $56 in utility savings per
person.

Examples of Smart Grid Technology Grants:

e $138 million was awarded to NV Energy for smart grid technology. Matching
funds increase the value of this project to $298 million. This statewide project
will link 1.45 million electric and gas meters across 54,600 square miles of serv-
ice territory, delivering more than $65 million in benefits annually to 2.4 mil-
lion Nevadans.28

e $15.7 million was awarded to Rappahannock Electric Cooperative in Fredericks-
burg, Virginia. To improve overall system reliability, the funds will assist in im-
plementing digital improvements and upgrades to communication infrastruc-
ture, advanced meters, cyber security equipment, and digital automation.29

e The Detroit Edison Company was awarded $83,828,878 to fund its
SmartCurrents program. The program includes the deployment of a large-scale
network of 660,000 smart electricity meters and will implement the Smart
Home program, which will provide customer benefits such as dynamic pricing
to 5,000 customers and smart appliances to 300 customers.30

e The Whirlpool Corporation in Benton Harbor, Michigan received $19,330,000.
The funds will support the manufacturing of smart appliances to accelerate the
commercialization of residential appliances capable of communicating over a
home network with other smart technologies. These appliances will allow cus-
tomers to defer or schedule their energy use, which can lower consumer costs
and reduce peak electricity demand.31

e $127.5 million was awarded to the Sacramento Municipal Utility District. The
smart grid stimulus Federal grant program of Sacramento, California’s capital
city, will explore how to design, run and manage an urban smart grid utility
system with different types and sizes of clients. California will match the stim-
ulus subsidy with funds to improve building automation systems, energy effi-
ciency and retrofitting projects that are already in schedule, including several
buildings in downtown Sacramento.32

241J.S. Department of Labor, “U.S. Secretary of Labor Hilda L. Solis Announce $138 Million
for Smart Grid Technology,” Press Release, October 28, 2009, available at http:/ /www.dol.gov/
opa /media/press/opa/opa20091326.htm.

25The White House, “President Obama Announces $3.4 Billion Investment to Spur Transition
to Smart Energy Grid,” Press Release, October 27, 2009, available at http://
www.whitehouse.gov | the-press-office | president-obama-announces-34-billion-investment-spur-
transition-smart-energy-grid.

26 Tbid.

27 Ibid.

287J.S. Department of Labor, “U.S. Secretary of Labor Hilda L. Solis Announces $138 Million
for Smart Grid Technology.”

29“Webb and Warner Announce Nearly $15.7M in Stimulus Funds for Investments in Fred-
ericksburg’s Smart Grid Technology,” Press Release, October 28, 2009, available at htip://
webb.senate.gov | newsroom [ pressreleases [ 2009-10-28-01.cfm.

30“Stabenow, Levin Praise More Than $103 Million in Smart Grid Grants for Michigan,”
Press Release, October 27, 2009, available at Attp://stabenow.senate.gov/press/2009/
1 0327({)95491)inStabenowPraiseM oreThan103MillioninSmartGridGrantsforMichigan.htm.

11bid.

32 Jen Balboa, Sacramento Municipal Utility District, “SMUD and regional partners win
$127.5 million in Federal grant money,” News Release, October 27, 2009, available at http://
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National Security. President Obama committed $3.5 billion for the Department
of Homeland Security in the ARRA. These funds will go to guarding against ter-
rorism; securing our borders; smart and tough enforcement of immigration laws and
improving immigration services; preparing for, responding to, and recovering from
natural disasters; and unifying and maturing the Department of Homeland Secu-
rity. The Coast Guard received the largest proportion of these funds at $1.4 billion,
Transportation Security Administration $1 billion, the U.S. Customs and Border
Protection was budgeted close to $1 billion, FEMA $615 million, and the DHS Man-
agement Directorate received $200 million, and Immigration and Customs Enforce-
ment received $20 million.33

Examples of recent awards by programs:34

e U.S. Coast Guard funding received from the Recovery Act will support mul-
tiple operational communities and accommodate the dynamic state of mission
needs related to alteration of bridges, shore facility construction, and vessel re-
pair acquisition. The Recovery Act funds will allow for completion of four bridge
alteration construction projects. Additionally, shore facility construction and
vessel repairs will be performed to preserve existing capabilities. Completion of
these projects will facilitate safe and efficient navigation along the Nation’s wa-
terways, create jobs in the construction sector, and create a $240 million stimu-
lative impact on the construction industry.

e Transportation Security Administration funding received from the Recov-
ery Act will support two programs: the procurement and installation of check-
point explosives detection equipment; and the procurement and installation of
checked baggage explosives detection systems. TSA developed its $1 billion plan
with a risk based approach that accelerates deployment of in-line baggage han-
dling systems and enhances detection of liquid threats in carry-on baggage.

e U.S. Customs and Border Protection funding received from the Recovery
Act will help CBP meet its mission of keeping terrorists and their weapons out
of the United States, and securing and facilitating trade and travel, while en-
forcing immigration and drug laws. In addition to helping support the multi-
year modernization strategy that includes reconstruction of up to 23 existing
CBP-owned land ports of entry as well as repairs and alterations at a minimum
of an additional 10 locations primarily along the northern border of the United
States, the Recovery Act also provides resources needed for CBP to continue de-
ploying cutting edge imaging technologies that allow safe and efficient inspec-
tion of cargo and vehicles entering the United States.

o Federal Emergency Management Agency funding received from the Recov-
ery Act will provide funding for grants to help those in greatest need, thereby
reducing the loss of life and property and protect the Nation from all hazards.
This includes $100 million for the Emergency Food and Shelter National Board
Program; $150 million for Public Transportation and Railroad Security Assist-
ance; $150 million for Port Security Grants; $210 million for Assistance to Fire-
fighters Grants for modifying, upgrading, or constructing non-Federal fire sta-
tions; and $5 million expansion in authority for Community Disaster Loans.

Maintaining the Focus on Job Creation

Job creation must remain our top priority. The Jobs Summit that President
Obama held last week was important as it focused directly on this most pressing
problem. There are three ways to think about the goal of job creation:

e Policies that directly boost employment and reduce unemployment;

e Policies that help to those most in need, which often have the largest bang for
the buck in terms of impact on economic stimulus; and

e Policies that create jobs while laying the foundation for a strong and sustained
economic recovery.

Directly boosting employment and reducing unemployment

The options that would create jobs the most quickly and reliably involve the most
direct public policy tools available to Congress and the Obama administration to

www.smud.org | en [ news | Documents | 09archive | stimulus-10-27-09.pdf; EcoSeed, “Sacramento
reaps $127.5 million from smart grid stimulus,” EcoSeed, November 16, 2009, available at
http:/ |www.ecoseed.org [ en | general-green-news | green-business-news | green-business-news [ 5145.

33 Office of the Secretary, U.S. Department of Homeland Security, “Creating Jobs While Mak-
ing America Safer U.S. Department of Homeland Security Recovery Act Plan” (2009) available
at  hitp:/ /www.exercise.dhs.gov [ xlibrary | assets [ recovery | DHS Recovery Plan Final 2009-
bosied

- 10.
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preserve public employment, increase private employment closely associated with
public spending, and create incentives in public programs to reduce the numbers of
unemployed. They include:

e Providing Federal funds to States, localities, and schools to reduce job losses
and maintain valuable services.

The aid to States contained in the ARRA was clearly helpful, but it only ad-
dressed about 30 to 40 percent of the gap faced by State governments. As a re-
sult, at least 42 States cut services and 30 States raised taxes in 2009. These
actions are not helpful as the private sector tries to build on today’s nascent
economic recovery.

Additional aid to State and local governments and school districts boasts clear
advantages over many of the alternatives. First, the added resources will imme-
diately and directly boost employment in a very hard hit sector. Distinct from
the private sector, job cuts are being forced exclusively by impossible budget sit-
uations, not by a lack of demand for services. Ameliorating those budget dilem-
mas will result in more jobs. Second, additional aid will prevent further cuts
to State and local education systems-investments that will pay dividends far be-
yond the current recovery.

e Targeting new job creation in sectors with special investment needs, including
national service employment, private- and public-sector employment in child
care, and after-school programs, and elderly and disabled care, alongside more
training for health professionals.

These jobs, which are largely provided by nonprofit groups and small busi-
nesses, are paid for by programs that are currently being cut by State and local
governments. These programs also serve needs where there is almost always
more demand than supply. Indeed, the Bureau of Labor Statistics projects that
these kinds of jobs will be among the fastest growing in the years to come. In-
vesting in these jobs will help pave the way for long-term economic growth by
saving and then creating new jobs with long-term career paths and steady per-
sonal income growth.

e Creating community jobs such as those undertaken by nonprofit groups to help
distressed individuals or communities.

e Creating jobs in needed infrastructure investment, including foreclosed homes
and schools.

e Reducing the numbers of unemployed by encouraging early retirement to reduce
unemployment through social security, job sharing, and saving primary- and
secondary-school teachers’ jobs by offering early retirement.

Support for those hardest hit

Helping those who are most in need is both the right thing to do and good for
the economy. Channeling funds to the unemployed has a direct impact on commu-
nities as unemployed workers spend these funds. This not only helps the unem-
ployed and their families, but helps the overall economy since without aid, unem-
ployed workers who are rendered destitute, have no income, and no assistance from
the government are not active consumers contributing to economic recovery.

The economic hardships faced by communities hit hardest during the Great Reces-
sion also threaten long-term social and economic damage. They threaten the cohe-
siveness of neighborhoods and institutions such as schools and churches. These
things matter from an economic perspective—saving a neighborhood is less costly
than restoring it both financial and social terms.

Doing more to ensure that families in need get the assistance they need not only
boosts local economies by pumping money into them and helps the national economy
by spurring economic demand, but also helps families until job creation starts back
up. So in the second section of the report we recommend the following options to
spur support for those hit hardest by the Great Recession:

e Extend the unemployment compensation provisions for the long-term unem-
ployed contained in the ARRA recovery package, which are set to expire at the
end of 2009, to at least the end of 2010.

e Ensure that the unemployed have access to health care by extending the Fed-
eral program that subsidizes health insurance coverage for the unemployed.

Creating the conditions for a strong and sustained economic recovery

The economic recovery following the recession in 2001 was the weakest in the
post-World War II era in terms of job gains and income growth, leaving the typical
family worse off in terms of income in 2007—the year the most recent recovery
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peaked—than they were in 2000, at the prior economic peak following the 1990s ex-
pansion. The reason: the George W. Bush administration and a conservative-led
Congress pushed through tax cuts for the exceedingly wealthy that did not trickle
down to create broad-based economic growth and job creation while also failing to
supervise our financial sector amid an explosion of ill-considered lending.

This time, a progressive administration and Congress understand that health care
reform, prudent regulation of the financial sector, improving education, and address-
ing the long-term issue of climate change and energy independence will, together,
pave the way for a more vibrant economy in the medium to long run. Integrating
these goals into our short-term goals of job creation where possible should continue
to be a priority.

This third section of the report presents two options that focus on one of those
pillars of our future economic growth, the clean-energy transformation of our econ-
omy, through:

e A “green bank,” or more specifically a Clean Energy Deployment Administration
that would finance new green-energy projects and home and building green ret-
rofits to boost energy savings and job creation.

e A new $30 billion Federal revolving loan fund, as outlined in the Investments
for Manufacturing Progress and Clean Technology Act now before Congress, to
help small and midsized component parts manufacturers retool their plants and
retrain workers to serve the growing global market for low-carbon energy tech-
nology.

Tax provisions to spur job creation

Tax cuts are not as direct, fast-acting, or reliable a way to create jobs or spur
growth as the other options presented above. Nevertheless, as a politically viable
means of encouraging job creation in the private sector with a minimum of adminis-
trative overhead, they are sometimes the best option. They also can, in some cases,
be designed to pay for themselves over a period of time.

There are some tax cuts that are more likely to spur private-sector jobs growth,
specifically:

e A deficit-neutral partial tax moratorium on income taxes in 2009.

e A two-tier residential and commercial building retrofit program featuring a
“cash for clunkers” program for household appliances and a “home star” certifi-
cation program for deep energy efficiency retrofits for entire residential and
commercial buildings.

e An expansion of currently effective industrial retrofit measures that provide tax
credits for investment in clean energy manufacturing.

e A 1-year extension of the current fix to the Production Tax Credit for renewable
energy to ensure that this important tax credit continues to have impact, and
that includes manufacturers of significant components such as wind turbines
and blades to extend its benefits to cover domestic manufacturing supply
chains.

e A job-sharing tax credit that would encourage employers to reduce hours rather
than laying off workers.

e Changes to the Low-Income Housing Tax Credit to revive the stalled credit
market and spur investment in shovel-ready and much needed affordable hous-
ing projects.

Conclusion

The recovery package has pumped billions of dollars into communities across the
nation. As expected, it took quite a few months for the effects to start to be seen,
but now we know that these funds had positive impact on economic growth in the
third quarter and the economy lost only 11,000 jobs last month, after losing more
than twice as many every day last January as President Obama took office.

But, we cannot stop focusing on job creation. Unemployment remains excruciat-
ingly high, especially among young workers, workers of color, and older and dis-
placed workers. The last two recessions led to “jobless recoveries” and the unemploy-
ment rate did not peak for about a year and a half after the recession was declared
officially over by the National Bureau of Economic Research. We run a grave risk
of not creating sufficient jobs this time around as well; projections are now that we
will not get back to “normal” rates unemployment until far into the mid-teens of
the next decade.
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Thank you Senator Brown and members of the Subcommittee for the opportunity
to testify before you this afternoon. I am Bruce Katz, Vice President and Director
of the Metropolitan Policy Program at the Brookings Institution.

Yesterday at Brookings, President Obama laid out three priorities for new invest-
ments to create jobs, including bolstering small business growth, added investments
in transportation and communications infrastructure, and rebates for home energy
efficiency retrofits. These are important steps, but, as the president himself noted,
there is no silver bullet or single law that will address our current situation. There
is more to be done on several fronts, and my testimony will address some com-
plimentary and overlapping issues.

I will make three main points today.

First, the American economy, like most developed economies worldwide, is a net-
work of metropolitan economies, which envelop not just cities and suburbs but a
good portion of our rural areas. Because the American economy is metro-led, Con-
gress and the Administration must understand that national recovery will also be
metro-led, and so will depend on restoring economic health and vitality in our met-
ropolitan engines.

Second, the Great Recession has affected different metro economies in radically
different ways. The bubble-led economies in the Sun Belt and the auto-dominated
industrial economies in the Great Lakes have borne the brunt of this downturn. It
is important to recognize that, even as economists talk about national recovery and
unemployment numbers improve, a large number of our metropolitan economies are
still mired in recession.

Third, Federal efforts to bolster job creation need to connect “The Macro to the
Metro.” Our research shows that metros need two kinds of Federal responses.

They need the Federal Government to intervene quickly to prevent further job
losses from the collapse of general and specific tax revenues. It would be the height
of folly to focus on creating new jobs in the near term while ignoring the fact that
metropolitan areas are on the verge of losing municipal jobs due to a steep and fore-
seeable drop in tax revenues.

Metros also need the Federal Government’s support in creating jobs that build a
balanced, productive future economy, which is low carbon, innovation-fueled and ex-
port-oriented. There can be no return to normal after this recession since what pre-
ceded it was anything but normal.

So let me start with the broader metropolitan frame.

Our research and that of others shows that our nation’s metropolitan areas, which
encompass cities, suburbs, exurbs, and a large portion of our rural communities, are
the engines of the national economy. As Harvard Business School Professor Michael
Porter notes, there is really no such thing as the “U.S. economy,” but rather a net-
work of interlinked metropolitan economies across the country.

There are 366 metro areas in the United States, housing 83 percent of our popu-
lation and generating 88 percent of our GDP.

The top 100 metros alone sit on only 12 percent of our land mass but house two-
thirds of our population, generate three quarters of our GDP and concentrate the
advanced research institutions, innovative firms, talented workers and sophisticated
infrastructure that are needed to compete globally.

The majority of the GDP of 44 of our 50 States is generated by their metropolitan
areas. Ohio is a quintessential metro State since the largest seven metropolitan
areas alone generate 80 percent of State GDP. South Carolina’s five largest metro-
politan areas are responsible for 60 percent of State GDP, and its full complement
of 10 metros contribute 82 percent of State GDP. In Oregon, the Portland metro by
itself generates 59 percent of State GDP.

We are a Metro Nation, and we need to start acting like one.

Second, metros vary considerably in size, assets, economy, and in how hard they
have been hit by the recession. Some specialize in finance and real estate, others
in manufacturing and production, still others in advanced services. Some act as
hubs for the movement of goods; others for the development and commercialization
of ideas.

Since April of this year, Brookings has made a quarterly assessment of the impact
of the downturn on each of the top 100 metros. Our latest Monitor, to be released
December 15, shows what the recession looks like from the ground up.
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We find that every metro is struggling to convert GDP growth into new jobs. Em-
ployment continued to decline in 87 of the nation’s top 100 metros through the third
quarter of this year, and unemployment varies dramatically from metropolitan re-
gion to metropolitan region, ranging from a high of 16.7 percent in Detroit to a low
of 4.8 percent in Omaha.

The metro focus shows that how long the road to recovery will be. Only six metro
areas in the top 100 (Albuquerque, Austin, McAllen, San Antonio, Virginia Beach,
and Washington DC) have exceeded their peak pre-recession output. Only one metro
area (McAllen) has exceeded its peak pre-recession employment.

We have also seen intense variation in economic pain. The housing collapse has
been felt in the sun-drenched, bubble real estate economies such as metros like
Phoenix, Tampa and Jacksonville, which have continued to lose jobs at two to three
times the rate of the United States as a whole over the last quarter. The auto col-
lapse has devastated the “motor metros” concentrated around the Great Lakes. De-
troit, which has been hemorrhaging jobs throughout this decade, has had more than
twice the rate of job loss as the Nation as a whole since the beginning of the reces-
sion in December 2007. Youngstown and Akron, which have also outpaced the na-
tional rate of job loss throughout the recession, have shed jobs two and three times
faster than the United States, respectively, over the last quarter.

By contrast, metros I mentioned earlier like Austin, San Antonio and Washington,
D.C. have fared fairly well during this downturn, buoyed by strong health and edu-
cation sectors and government.

This variation reinforces the point: there is no single American economy.

Finally, any further Federal response on job creation and economic recovery must
connect “The Macro to the Metro” if it is to be successful. More specifically, the Fed-
eral Government must address the needs of metros and their contribution to the
economy in two ways.

In the immediate term, the Federal Government must act quickly to stop addi-
tional job losses that are large and foreseeable. We must not overlook the impor-
tance of job retention in a rush to job creation.

Thinking more broadly, the Federal Government must catalyze job creation that
helps build the next economy and sets the country on the path toward long term,
sustainable growth. We cannot return to the unbalanced, consumption-led growth
of the past decade, driven by unsustainable, speculative increases in housing values
and reckless engineering of new loan products and secondary market vehicles. True
economic recovery will depend on the Nation finding a different economic path, one
that is more productive, sustainable and inclusive. Given this framework, we rec-
ommend that this Subcommittee and the Administration and Congress consider five
discrete interventions that prevent further job losses and help build the next econ-
omy.

Stop Additional Job Losses

While the recently released unemployment numbers indicate that hemorrhaging
of jobs has been staunched somewhat, the brutal fact is, because of the delayed ef-
fects of the recession on local budgets and its continuing effects on the ready avail-
ability of capital, our metros will see significant job losses absent Federal interven-
tion. It does no good to bring in new jobs through the front door if we’re losing them
out the back window.

Strategy 1: Direct assistance to cities and towns

One critical strategy for job retention is direct fiscal assistance to local govern-
ments, which employ 10 percent of the nation’s workforce.

Local government finances, local government employment, and private sector jobs
that depend on local projects are on the verge of a crisis. Local government finances
typically feel the full impact of larger macro trends 18-24 months after their onset
because property tax assessments lag the real-time decline in property values. For
fiscal year 2006—2007, local governments generated $370 billion in revenue from
property taxes, according to U.S. Census data. Property values have fallen 9.5 per-
cent since then, meaning that the local budget gap may be as large as $35 billion—
and this excludes declines in sales and income taxes, which have dropped by $3 bil-
lion, according to Census data. Brookings research projects another 515 billion in
total revenue declines over the third and fourth quarters of this year.! Roughly 70
to 75 percent of that should be from property tax losses.

1Using quarterly census data from 1997 to present, we estimated this by regressing annual
growth rates in local revenue on growth rates in housing prices, the unemployment rate, holding
the quarterly level of revenue constant. For every 1 percentage point increase in national unem-

Continued
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At least $50 billion would be required to make up for these local revenue short-
falls, but that would do nothing to address the massive losses in transfer payments
from States, which make up one third of local government budgets. If the decline
in State transfers is as large as the decline in State revenue, local governments
could lose another $74 billion, for a total local government shortfall of $124 billion.

A National League of Cities survey found that in FY2009, 67 percent of cities
dealt with budget shortfalls through layoffs, furloughs, and hiring freezes—a re-
sponse that might be expected to continue without some sort of intervention, pos-
sibly leading to massive reductions in jobs and vital services.?

But fiscal aid to cities would not just keep municipal payrolls stable. It would also
stall cuts in local spending on construction, procurement, and other areas that di-
rectly affect private sector firms that provide construction, printing, and other serv-
ices. NLC reports that 62 percents of cities delayed capital projects in FY2009 due
to budget shortfalls.? Bringing these back online would provide jobs in site manage-
ment, planning, and technical assistance, as well as construction. This local spend-
ing also advances national priorities such as infrastructure improvements, retrofits
and other “green jobs.”

Fiscal assistance to cities and towns could take several forms. The simplest is
probably direct aid, in a new program that is separate from but analogous to the
State Fiscal Stabilization Fund in ARRA. A model could be the general revenue
sharing program (GRS) that was in place from 1972 to 1986. This system had the
obvious benefit of providing a fast-moving response to local government liquidity cri-
ses. But it also had the virtue of targeting aid where it was most needed, through
a formula that took into account localities’ tax effort, population, and per capita in-
come. If re-enacted for a short term today, the program would address the coming
local government fiscal crisis and help keep municipalities and counties from cutting
back in ways that could place a significant drag on the nation’s nascent recovery
just as the Recovery Act spending trails off late next near.

A second option would be to restructure SFSF to provide direct fiscal assistance
to local governments that are entitlement communities. This approach would allow
a local pass through to be carved out of an extended or expanded SFSF program.
Using SFSF in its current form would not be a particularly effective vehicle for pro-
viding relief to local governments. SFSF did not have any straight pass-through to
local governments, so funds were not directly used by cities and towns. SFSF did
probably forestall cuts that State governments would have made in local aid, so
probably provided indirect benefit. However, a direct benefit is needed now.

Strategy 2: Transit system operating subsidies

Perhaps the best example of the folly of focusing exclusively on job creation and
ignoring job preservation comes from our nation’s transit systems. As the Federal
Government’s Recovery Act funds aimed to create so-called shovel-ready, temporary
construction jobs, transit agencies are facing the likelihood of laying people off from
stable, permanent positions.

No fewer than 51 transit agencies around the country are facing some combina-
tion of service cuts, fare increases, and layoffs.# Transit systems that are vitally im-
portant for moving workers in major metros like New York, Washington, Philadel-
phia, and Atlanta have all recently considered job and service cuts as well as far
increases to close millions of dollars in deficits. St. Louis had to suspend nearly half
of its bus service and one-third of its rail service, and laid off nearly one-quarter
of its staff, even though in 2008 ridership on the region’s buses grew by almost 9
percent, one of the largest gains in the Nation over that time.

While the Recovery Act provides $8.4 billion to be spent on transit this year, Fed-
eral rules stipulate that this money can be spent only on capital improvement
projects and not to finance gaps in day-to-day operating expenses for transit agen-
cies in urbanized areas with populations greater than 200,000. While capital is of
course critical to transit service, operating costs are also vital to cover the salaries
of the workers who keep the system running, as well as the debt contracted to pay
for capital projects, and are generally about twice as high as capital expenses for
the largest transit agencies.

The Federal Government should step in and change the rules so that transit agen-
cies can spend transit capital stimulus dollars on operating expenses. Certainly,

ployment, local revenue is predicted to fall by 0.35 percentage points. Likewise, a 1-percentage
point decrease in housing prices is associated with a 0.38 percentage point decrease in revenue.
2 Christopher Hoene and Michael Pagano, “City Fiscal Conditions in 2009” (Washington: Na-
tiognﬁ)l é_‘eague of Cities, 2009).
id.

4Transportation Equity Network and Transportation for America, “Stranded at the Station:
The Impact of the Financial Crisis on Public Transportation,” Washington: 2009.
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agencies have capital needs as well, but particularly in these stressful economic
times they should have the short-term flexibility to use those Federal dollars to
meet their immediate problems.

These two strategies—direct municipal aid and transit operating subsidies—would
provide a Federal finger in the dike, keeping jobs in sectors that are being battered
by forces that are not entirely within their control. They would stop the hem-
orrhaging of jobs.

They will not, however, be sufficient to address the hyper-unemployment levels
among some categories of metropolitan workers, particularly Hispanic and African
Americans, younger people, and people with less education. These groups will only
experience real relief with the implementation of focused job-creation strategies
through proven programs like the Community Development Block Grant. CDBG is
a well-understood program that provides communities with flexible, easily deployed
resources to address local development priorities.

In the current recession, CDBG funds have been a tremendously efficient source
of job creation.? If program rules were relaxed to allow more funding for jobs and
job creation, CDBG could a potent way to deliver public sector employment jobs rel-
atively quickly. Many cities have an established network of community-based facili-
ties experienced in managing and handling CDBG funds that could help bring a
public-sector employment program up to scale. Further, if a summer jobs program
were a part of this initiative, it could be put in place in short order, as has been
done in past years. The fiscal year 1998 summer jobs program, funded at $871 mil-
lion, provided jobs and training for 480,000 disadvantaged youth.

Build the Next Economy

As Congress acts to stem further job losses, it must not overlook the long-term.
We need to lay the groundwork not just for jobs for the next year, but jobs for the
next generation.

In the midst of rising unemployment, increasing poverty and battered industries,
we need high aspirations for the next economy.

This next economy should be a low (or at least less) carbon economy, as we strug-
gle with the threat of climate change.

It should be innovation fueled, as we strive to make quantum leaps on everything
from clean technology and renewable energy to high speed rail, the smart grid and
health care information technology.

And it should be less driven by domestic consumption and more oriented toward
exports, particularly to rising nations like China, India, and Brazil that are rapidly
urbanizing and industrializing.

These three factors will play to the strengths of America’s metros, because it is
in metros where you find the transit systems and density that reduce carbon emis-
sions. It is in metros where you find the well-educated workers, the concentrations
of research institutions, and the streams of Federal funding that support innovation.
And it is in metros that you find the ideas and products that are valued and sought
abroad, and the rail, port, and logistics networks that move these products to mar-
kets overseas.

Strategy 4: Next generation transportation

Our competitor nations understand the importance of having state-of-the-art,
seamlessly integrated infrastructure systems, from roads to rail to ports to planes.
A new approach to infrastructure is not only a competitive necessity for our nation’s
metros, it also is critical to helping metros realize a number of national goals, such
as a reduction in carbon emissions.

Congress should continue to fund, as a matter of course, the U.S. DOT’s Transpor-
tation Investment Generating Economic Recovery (TIGER) Discretionary Grants,
originally devised for the Recovery Act. The $1.5 billion TIGER program will fund
competitive grants to support nationally, regionally, or metro-significant projects
that may facilitate linking transportation, housing, energy, and environmental con-
cerns, such as greenhouse gas emissions. The projects will be rewarded based on
their ability to preserve and create jobs, invest in transportation infrastructure that
will provide long-term economic benefits, and assist those most affected by the cur-
rent economic downturn. In short, these are the type of projects designed to support
a new long term vision for infrastructure in this country.

5An analysis of Recovery.gov data from FY2009 Q4 reveals that CDBGs created 4,773 jobs
at a cost of $7,214 each, while the average other grant did so at a cost of $56,220 per job. The
general finding here seems to be corroborated by analysis of FY2005-2008 data from regular
budget cycles.
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Typical DOT programs do not require formal evaluations, but TIGER provides the
regulatory structure to improve employment impacts because it uses job creation as
a metric for evaluating applications. In the short run, this ensures that TIGER
funding creates construction-related jobs in a time of great need. But as the eco-
nomic recovery stabilizes, and TIGER takes its place as a regular part of DOT’s
budget, the job creation criteria could be broadened to balance short and long-term
job creation. TIGER-funded infrastructure impacts have a powerful ability to create
well-paying jobs now and a stronger economy in the future.

TIGER disbursements are not expected until February 2010 but preliminary
USDOT analysis shows that the program is shiningly popular. The nearly 1,400 ap-
plications received so far total $57 billion and come from every State. If even one-
third of these applications are projects that adhere closely to the objectives of the
program, that represents $20 billion in high-quality projects that are ready to start,
but lack funding.

TIGER should be a permanent part of the DOT budget, starting with a $20 billion
appropriation, so that these and other critical projects can be realized. There are
many potential vehicles for an expanded TIGER program. One is the FY2011 budg-
et. By then there should be more information about the projects funded through the
first wave of grants, including job creation and retention. This information will help
refine the job creation criteria for future grants. TIGER could also be funded
through a short-term reauthorization of the current surface transportation law,
SAFETEA-LU which expires at the end of this month. Or the new spending on in-
frastructure that President Obama proposed in yesterday’s address could include a
new round of TIGER funding.

Strategy 5: National infrastructure bank

Another important idea to support broad competitiveness goals is a national infra-
structure bank (NIB), which would serve as targeted mechanism for financing infra-
structure. A development bank in essence, a NIB would have to balance the rate-
of-return priorities of a bank with the policy goals of a Federal agency. Ideally, it
would improve the Federal investment process and focus on multi-jurisdictional or
multi-modal projects with regional or national impact. For these types of infrastruc-
ture projects, the NIB could provide Federal funding in terms of grants, loans, and
loan guarantees.

Another important idea to support broad competitiveness goals is a national infra-
structure bank (NIB), which would serve as targeted mechanism for financing infra-
structure. Congress should pass the National Infrastructure Bank Act to establish
an independent Federal entity to evaluate and fund infrastructure projects “of sub-
stantial regional and national significance.” A White House Press release following
the President’s speech yesterday spoke of supporting “financing infrastructure in-
vestments in new ways, allowing projects to be selected on merit and leveraging
money with a combination of grants and loans . . . ” The NIB would provide grants,
loans, loans guarantees to projects requiring Federal investment of at least $75 mil-
lion. The Federal Government would provide initial capital of $60 billion that NIB
would use to issue bonds, with the proceeds used to finance major projects proposed
})y public entities. The NIB Act should be passed and funded at just under $61 bil-
ion.

Strategy 6: Cluster initiatives

As SBA administrator Karen Mills wrote last year before joining the Obama Ad-
ministration,

Due to rising global competition, the nation’s capacity for generating stable,
well-paying jobs for a large number of U.S. workers is increasingly at risk.
In this environment, regional industry clusters represent a valuable source
of needed innovation, knowledge transfer, and improved productivity . . .
Many U.S. industry clusters are not as competitive as they could be, to the
detriment of the nation’s capacity to sustain well-paying jobs.

Clusters encompass both existing industries and the emerging industries, such as
alternative energy, that will grow to meet the challenges of the next economy. In
fact, strong clusters promote the product and process innovation, technology transfer
and knowledge sharing that help industries shift from the now to the next, and
move from making tires to making polymers or making auto glass to making solar
panels.

The Federal Economic Development Administration’s fiscal year 2010 budget re-
quest seeks $50 million for a regional innovation clusters initiative that would
award competitive, bottom-up grants to strengthen local efforts and establish a na-
tional clusters research and information center. The House appropriations bill
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trimmed that back to $10 million, while the Senate pared it to $35 million. To en-
sure that a fully rounded clusters program becomes operational, House and Senate
conferees on the Commerce-Justice-Science appropriations bill should agree to the
Senate funding level for the EDA economic adjustment, technical assistance, and re-
search/evaluation accounts, which would allow the clusters effort to be funded at
about $35 million.6 A well-designed and implemented EDA clusters program would
serve as an important symbol and demonstration of a new Federal approach to eco-
nomic policy.

Two other bills currently in Congress would encourage the development and suc-
cess of industry cluster initiatives, and they should be passed in some form to bol-
ster the productivity and competitiveness of America’s regional and metropolitan in-
dustries. The SECTORS Act of 2009 (“Strengthening Employment Clusters to Orga-
nize Regional Success Act”) would award grants to local industry-based organiza-
tions to enhance the competiveness of the industry, improve workforce skills, and
coordinate State and local economic development activities. The SECTORS Act ap-
propriately recognizes the employment aspects of clusters, calling for Federal sup-
port for

[I]dentifying and aggregating the training needs of multiple employers,
helping postsecondary educational institutions and other training providers
align curricula and programs to meet industry demand, and improving job
quality through improving wages, benefits, and working conditions for
workers.

I'm sure the Chairman is quite familiar with the bill, which he introduced with bi-
partisan support.

Likewise, the Senate and House both referred a bill to Subcommittees on Tech-
nology and Innovation that would promote the construction of research parks with
$7.5 million for each of 4 years. The title said it all: “A bill to provide grants and
loan guarantees for the development and construction of science parks to promote
the clustering of innovation through high technology activities.” Passing this bill
now would promote innovation by encouraging the concentration of technology in-
dustries, but it would also create short-term jobs in construction related industries.

Conclusion

I will conclude with these summary thoughts.

I think the time is long past due for national economic policy to align more closely
with metropolitan economic realities, given the economic primacy of our metropoli-
tan areas.

In the near term, that will require Congressional action to deal directly and forc-
ibly with the coming fiscal storm in our nation’s metros, given the foreseeable de-
clines in tax revenues as economic stress (and declines in income, sales and housing
values) undermines State and municipal finance. This metro focus also requires de-
liberate and purposeful action to build the economy and the future.

I spoke at the beginning of my testimony about the variations in assets and eco-
nomic strength between metros. We must also recognize variations in institutional
capacity. Some municipalities and counties lack the staffing and experience to de-
sign and implement various Federal programs. Some metropolitan areas, particu-
larly in older industrial sections of the country, have been in economic decline for
decades. The Federal Government, therefore, must acknowledge this variation in ca-
pacity and take steps to put in place a national network of firms, non-profit organi-
zations, and individuals that can provide technical assistance to make sure our na-
tional project of economic renewal can reach its fullest potential. HUD has already
started doing this with regard to neighborhood stabilization funds but more intensi-
fied efforts are needed in such areas as energy retrofit, transportation and edu-
cation.

I thank you again for the opportunity to testify here today, and welcome any
questions.

6 As a compromise, the conferees should also accept the higher House funding level for EDA
assistance programs ($255 million), which would allow conferees to split the difference between
House and Senate appropriations for public works.



44

PREPARED STATEMENT OF RAY LEACH
CHIEF EXECUTIVE OFFICER, JUMPSTART INC.

DECEMBER 9, 2009

Mr. Chairman and members of the Subcommittee, thank you for taking the time
to engage in a broad dialog regarding the current U.S. economy’s economic chal-
lenges, and for inviting me to testify on behalf of non-profit organizations located
throughout the United States, who work with and are supported by public, founda-
tions and private sector partners who are all focused on creating economic wealth
and jobs via the acceleration of the transformation of State and regional economies
under significant economic and employment distress.

All of us are encouraged by the recent news regarding a slight reduction in total
U.S. unemployment, yet I believe everyone also recognizes that we have a long way
to go in order to create at least 6 million jobs which economist tell us would equal
full employment. While it appears that perhaps the worst of the recent recession
might be behind us, I would strongly encourage this Committee to use this crisis
as an opportunity to reconsider our national economic policy regarding the Federal
Government’s role in support of the formation of new, highly disruptive technology
businesses that have the potential to create significant white, green and blue collar
jobs as well as completely new industries.

I would be remiss if I did not share that I believe the recent expansion of small
business loan guarantees is a positive action that I would strongly recommend Con-
gress to continue to support. I would also strongly encourage Congress to dramati-
cally expand high-skill immigration quotas to enable the world’s brightest and most
capable individuals to stay in or come to the United States to work for the benefit
of the U.S. economy. I also believe that a wide range of tax credits, not only for hir-
ing new employees, but also to individuals making angel investments in very small,
high-technology startup businesses is something that Congress should support and
encourage.

Yet, today I wanted to share with you, an approach that has not been discussed
to my knowledge, to date, with this Committee and that is how the Federal Govern-
ment can partner with communities, States and regions of the country to accelerate
the formation of entrepreneurial ecosystems that have the potential to produce sus-
tained long-term economic transformation, growth and wealth creation. This ap-
proach hones the ability to quickly and efficiently create, support and grow new
technology-based companies. Recent reports from the Kauffman Foundation and oth-
ers tell us that over 75 percent of the new jobs in our economy are done so by firms
which are less than 5 years old. The balance of my testimony today will focus on
how the Congress can leverage current programs, partnerships and organizations to
accelerate the creation and growth of firms that have the potential to employ hun-
dreds, thousands and tens of thousands of workers in the years ahead.

In order to begin explain this approach; I would like to introduce you to my orga-
nization, JumpStart Inc. We are a 501(c)3 non-profit organization headquartered in
Cleveland, Ohio, whose mission is to recreate a robust and active entrepreneurial
ecosystem in Northeast Ohio, which encompasses over 4 million residents and has
been a major center for manufacturing over the last six generations.

Going back to a 50-year period of time between 1875 and 1925 years ago, cities
in our region of Ohio including Cleveland, Akron, Youngstown, Lorain and Canton
were centers for innovative entrepreneurs who created globally competitive compa-
nies that were incredible wealth and job creators. Due to these significant successes,
communities like Northeast Ohio found that they no longer needed to rely on new
innovative firms for their own economic vitality throughout the majority of the 20th
century. Unfortunately, over time the principal firms in Northeast Ohio ultimately
became victim of new disruptive innovations that became products of new domestic
and internationally based firms and the increasing challenges of globalization. As
result of this process, which began to accelerate in the last thirty-five years, not
only did Northeast Ohio’s significant firms who employed hundreds of thousands of
citizens begin to lose their competitiveness and shed employment, but at the same
time this economic condition exposed the Northeast Ohio region for its lack of a pub-
lic or market-based entrepreneurial ecosystem. These entrepreneurial ecosystems
are critical to wealth creation based on the formation of new businesses as their
function is to engage and assist innovators and aspiring entrepreneurs to help them
perfect their inventions, access financing to help take their products to market and
to help the company’s founders find manufacturing, sales and management talent
to join the company that would enable the new business to grow and therefore more
significantly benefit society by creating increasing employment and tax receipts.
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As a result of the absence of an entrepreneurial ecosystem in Northeast Ohio, the
region has struggled with this critical economic transition and has found itself near
the bottom of many national economic rankings. In fact, Entrepreneur Magazine
ranked Northeast Ohio as the worst large regional economy for entrepreneurial per-
formance for almost twelve years in a row from 1990-2002.

This is when a new chapter in the economic history of Northeast Ohio began to
emerge as corporate and philanthropic leadership in Northeast Ohio came together
in 2003 to begin to better understand what needed to be done to recreate a new
set of actors and initiatives that could accelerate the re-creation of a robust entre-
preneurial ecosystem that could promote, support and invest in disruptive tech-
nologies being created at local universities, centers of research and from the inven-
tive and industrious citizens of Northeast Ohio.

Bringing together a broad group of partners, including local, regional and State
government as well as the corporate and philanthropic community resulted in a
broad-based strategic plan to create JumpStart Inc., an non-profit entity that would
work and invest to help re-create an entrepreneurial ecosystem and assist new
innovators and entrepreneurs but do so in a way that would seek not a maximum
financial return from its activities, but instead work to realize the greatest economic
outcomes that could result from the creation of new firms based on disruptive, glob-
ally competitive innovation that had the potential to create hundreds, thousands
and perhaps tens of thousands of new jobs in the coming decades.

I am encouraged to report that since the creation of JumpStart in 2004 it has gen-
erated significant economic results to date and has been able to demonstrate the
promise to help accelerate the economic transformation of the Northeast Ohio econ-
omy. Since 2004, JumpStart has engaged with over 7,000 first-time innovative en-
trepreneurs providing them with approximately 100,000 hours of pro-bono technical
assistance delivered by experienced, serial technology entrepreneurs from
JumpStart’s team. It has made significant direct investments in 42 high potential
startup companies that have already created over 600 jobs and are anticipated to
create at least another 3,000 positions in the next few years. JumpStart has also
helped to create a broad-based group of community-driven as well as private sector,
profit-motivated investors that are making an average of 60 investments in new
companies annually which have resulted in a total investment of over $1 billion in
Northeast Ohio startup firms since 2004.

JumpStart’s business model has recently become nationally recognized, as it has
been discussed by media outlets including the New York Times, the Wall Street
Journal, BusinessWeek, Forbes, PARADE Magazine and the Chronicle of Philan-
thropy. It also has won numerous national awards including the Economic Develop-
ment Administration’s 2009 Excellence in Economic Development Award for Urban
or Suburban Communities as well as the State Science and Technology Institute’s
2009 Excellence in TBED (technology-based economic development) Award for In-
creasing Access to Capital. Yet, at this same time JumpStart estimates it could
make an even greater economic impact. We estimate that there are at least another
50 firms located in our region that deserve investment from the ecosystem in North-
east Ohio each year, but are currently having to wait until more resources are ei-
ther secured by non-profit, economical development organizations, like JumpStart,
or the less likely outcome of being able to access private for-profit resources are at-
tracted to the region.

There are a handful of critical components to JumpStart’s success but none of
them are as important as the public/private and foundation partnership that has
been formed in Northeast Ohio in order to aggregate the resources required in order
to build an organization with the ambition and outcomes of JumpStart. In North-
east Ohio, we are fortunate to have a group of over 80 foundations who have come
together to form what is the called the Fund for Our Economic Future. This collabo-
ration of regional foundations has pooled together over $60M in total resources to
focus on a wide range economic development initiatives including over $20M focused
on the creation of an entrepreneurial ecosystem that can accelerate Northeast Ohio’s
transformation.

As critical as this group is, an even more important player in the emerging eco-
nomic transformation is the State of Ohio’s Third Frontier Program, a $1.6 billion
dollar public-sector initiative that has made an incredible impact on the technology,
research and innovation commercialization economy in Ohio. A recent assessment
of the program performed by SRI International, found that after State expenditures
totaling $681 million to date, over $6.6B of economic activity and 41,300 jobs have
been created resulting in $2.4 billion in employee wage and benefits. This leverage
represents a 22 percent return on investment per annum to the State and nearly
a $10 return for every dollar of State investment. The projects that this program
has helped to fund have also helped increase Ohio’s gross domestic product by
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$440M per annum and these annual revenues are anticipated to continue to grow
to at least $900M by 2013. At this same time, high tech employment growth in Ohio
has outpaced almost all other Midwestern States and venture capital investment in
Ohio has grown over 20 percent since 2003 versus only an average increase of 8 per-
cent nationally increase during this period of time.

The combination of these two actors—Northeast Ohio-based philanthropic founda-
tions and the State government has created a powerful collaboration that is making
a tremendous difference to Northeast Ohio’s current and future economy. This lead-
ership in Ohio provides a great demonstration of what leverage can do to accelerate
the growth and formation of new businesses that create opportunities and jobs.

To ensure that new and innovative businesses continue to be created by entre-
preneurs not only in Ohio but across the United States, a broad set of Federal pro-
grams should be developed that focus on accelerating technology commercialization,
increasing access to technical assistance, education, mentoring and training for en-
trepreneurs and improving access to risk capital. Unfortunately, current Federal
programs have particular limitations that often times do not achieve job-creation
outcomes. These limited existing programs include the following:

e The SBIR and STTR research-support programs which have a limited focus on
commercialization, especially when the economic outcomes are to occur via the
creation of new firms or the deployment of Federal research into young, less
mature firms.

e Current Small Business Administration’s (SBA) loan programs that are prin-
cipally focused on less innovative, incumbent firms that benefit from secured
loans (which are typically more helpful to maintain jobs versus dramatically
growing new jobs).

e Technical assistance programs provided via the SBA’s Small Business Develop-
ment Center programs which tend to focus on even smaller firms that do not
have the capacity, in general, to generate a significant number of jobs in the
next 5-10 years.

e The current Small Business Investment Company (SBIC) programs which are
focused on providing mezzanine capital to investment firms who invest in estab-
lished firms, the SBA needs to strongly consider new equity-focused programs
that would support non-profit venture development and venture capital funds
that are looking to bring substantial co-investment to new innovative firms that
have the potential to create significant wealth and jobs.

e The Economic Development Administration needs more regional strategic plan-
ning and high-growth innovation-focused resources to support technical assist-
ance programs run by non-profit regional intermediaries who are focused on in-
novation-based, high growth firms and industries.

e The absence of robust State, foundation and private-sector partnerships is pre-
venting and limiting the Federal Government’s ability to accelerate the creation
of new technology-based companies and jobs. Many States have made substan-
tial investments in organizations who are perfectly suited to partner with the
Federal Government agencies and programs yet there exists no strategic, tac-
tical and robust collaboration amongst the practitioners and experts in the
States that focus on assisting innovative, principally technology-based, firms
who have the potential to dramatically grow regional and ultimately our na-
tional economy.

In order to address the shortfalls of the Federal programming outlined above,
Congress should create a $2B, 4-year initiative from currently available funds from
the original ARRA bill in order to create the Federal Innovation, Commer-
cialization and Job Creation Network program where existing proven non-profit
organizations and/or institutions who have been able to demonstrate significant
commercialization and economic outcomes could serve as individual Centers within
the network as well as to collaborate with parts of the country that do not have
established and proven partners already in place to create new Centers. Each of
these organizations would be required to provide matching non-Federal resources
from local, State, or regional public and/or private sector partners. Key attributes
of the new approach would include:

e Federal resources would be immediately matched and aligned to parties that
have a similar vision and prioritization on commercializing disruptive innova-
tion and supporting high-potential innovators and entrepreneurial firms.

e The program will have a special focus on the commercialization of innovation
which has the promise to create a small number of jobs immediately but also
has the potential to create at least 25 new jobs within 36 months.
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e The program would be additive and complimentary to the support and assist-
ance currently provided by NIH, SBIR, SBDC, and SBA programs.

e The program would provide a logic framework to build partnerships to support
significant economic outcomes including increased private sector investment,
revenue and employment growth in the next 4 years.

e We believe that there are at least 40 non-profit organizations in the United
States that could meet the requirements to become a federally supported Cen-
ter. Each partnering non-profit would have to be able to demonstrate a history
of delivering significant economic outcomes (job creation, capital attraction, in-
creased revenues) from its work preceding Federal support.

e Regions of States that do not have existing non-profit organizations or collabo-
rations that could qualify as a Center would be encouraged to build new stra-
tegic plans and collaborations that would have the ability to realize the goals
of the program. Once these initiatives are formed and non-Federal resources are
secured, the Federal Government could consider supporting these organizations.

Mr. Chairman, I believe that the economic outcome of such a program outlined
above would make a dramatic impact on all regions of the country—urban, subur-
ban and rural. By partnering with established, proven organizations that can bring
.sigilif(*icant leverage to the table, anticipated benefits and economic outcomes would
include:

e Leveraging existing infrastructure and expertise.

e Accelerating technology commercialization of Federal, industrial and commu-
nity-based R&D.

e Dramatically strengthen technical resources for high-potential technology entre-
preneurs.

e Create innovation and commercialization infrastructure in areas that currently
are underserved.

e Increase the United States Global competitiveness in high growth entrepre-
neurial innovations.

o Increased private sector investment of at least $4B from private sector investors
across the globe within 4 years in firms created and/or supported from the Fed-
eral Program.

e Creation of at least 260,000 new jobs within 6 years at 1.25x the current na-
tional average annual wage. An additional 1,000,000 U.S. jobs to be created as
a result of the work of the work of the network by 2020.

I greatly appreciate the opportunity to present to this Committee. I look forward
to the opportunity to continuing the dialog on how we can dramatically increase pro-
grams that support commercialization and entrepreneurial progress so that we can
create an increasing number of globally competitive and wealth-creating jobs in the
United States.

PREPARED STATEMENT OF RICK L. WEDDLE

PRESIDENT AND CEO OF THE RESEARCH TRIANGLE PARK,
AND FIRST CHAIRMAN OF THE INTERNATIONAL ECONOMIC DEVELOPMENT COUNCIL

DECEMBER 9, 2009

Chairman Brown, Ranking Member DeMint and Members of the Committee,
thank you for having me here today to testify on behalf of economic development
professionals throughout the country.

My name is Rick Weddle and I serve as President and CEO of The Research Tri-
angle Park (RTP), the nation’s oldest and largest research park. As the home of
more than 170 companies involved in cutting-edge research and development in a
variety of industry sectors, RTP is probably one of the oldest and largest-scale exam-
ples of how public and private policy can have a lasting impact on job creation and
creating long-term economic competitiveness.

I am also speaking as an economic development practitioner with over 30 years’
experience. During my tenure, I have worked with regions and communities in five
States to help reinvent, reposition and redirect themselves. These activities have cu-
?ull)aiclively resulted in the creation of more than 26,000 jobs with a total payroll of

1 billion.

Finally, as the first Chairman of the International Economic Development Council
(IEDC), my comments today represent the viewpoints of the world’s largest organi-
zation serving the economic development profession with more than 4,600 members.
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The diverse membership of IEDC is dedicated to creating more high-quality jobs, de-
veloping more vibrant communities, and generally improving the quality of life in
their regions.

I am here today to share with you my thoughts and the learning of the economic
development community on how to create jobs and reinvigorate our struggling econ-
omy. I have organized my testimony around three questions that should be consid-
ered as we develop new policy that aims to create jobs and rebuild national competi-
tiveness.

What have ?we learned from the Recovery Act that can help inform future de-
cisions?

In February 2009, Congress passed the American Recovery & Reinvestment Act,
which provided $787 billion dollars to tackle the severe recession triggered by the
collapse of the financial sector and real estate market. The Recovery Act was de-
signed in a rush to provide resources to triage the economic crisis, resulting in a
package of tax cuts, formula-based fund transfers and direct grants and loans, most
of which would be channeled through existing programs. The act had grand ambi-
tions to simultaneously meet five goals: 1) to create and retain jobs; 2) to rebuild
infrastructure; 3) to invest in science, health and technology; 4) to assist those most
hurt by the recession; and 5) to stabilize State and local budgets to maintain service
delivery. Overall, the main drive of the stimulus is to boost demand as the catalyst
for economic renewal and job creation.

Given the actual brevity of the Recovery Act’s implementation thus far, any iden-
tification of lessons learned can only be tentative at this point. I have broken the
lessons into what is generating positive results for economic development and where
the challenges remain on the ground.

On the positive side, Recovery Act investments so seem to be achieving the fol-
lowing economic development objectives.

e They are reigniting stalled projects of strategic importance.

In some communities, Recovery Act investments have jumpstarted development
projects that had been stalled due to lack of credit in the private sector and/or insuf-
ficient public funds. In Dayton, Ohio, for example, Community Development Block
Grant stimulus dollars coupled with waste water infrastructure dollars combined on
the ground to restart a multi-use development district, entitled Tech Town, which
had been put on hold due to the lack of public funds. Restarting this project not
only has the capacity to generate short-term jobs through construction, but also rep-
resents a long-term investment in the economic transformation of Dayton, which
has long been struggling to rebuild after the decline of manufacturing. I will return
to this example later in my testimony.

e They are allowing communities to maintain relevant projects that otherwise
might have been cut.

In some cases, Recovery Act dollars have allowed communities to maintain rel-
evant projects and programs that would have been cut in the absence of these in-
vestments. For example, Richmond, California, used Recovery Act money to main-
tain and expand a successful job training program aimed at at-risk young adults
that was slated for closure in response to budget cuts.

o They have enabled business expansion through strategic infrastructure invest-
ments.

Whereas investing in infrastructure upgrades creates short-term jobs, strategi-
cally targeting those investments to enable businesses to expand enhances the over-
all economic development impact of that investment. For example, local economic
development professionals in Youngstown, Ohio, lobbied the State to invest some of
its Recovery Act transportation allocations to relocate a national rail line which di-
vided the property of V&M Star Steel. By moving the rail line, the company was
then able to double its operations and create 400 permanent jobs. Notably, however,
for this to occur required State-local coordination and engagement, which can be a
trouble spot.

o They have incented regional coordination.

The lure of Recovery Act dollars has encouraged communities to establish regional
alliances and coalitions to tackle big, commonly shared problems. The Chicago Met-
ropolitan Planning Council spearheaded a coalition of non-profit business and civic
groups, real estate developers and the metro mayors’ caucus to create a 17-town re-
gion in Southern Chicago to align resources, including Recovery Act dollars, to col-
lectively rebuild. Similar regional initiatives are visible in the San Francisco Bay
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area, where local political and transportation leaders have come together to bid for
Recovery Act high-speed rail funding.

o They have leveraged resources to increase the size and scope of investments.

Recovery Act dollars also have served to attract additional public, private and
community resources. For example, the California Emerging Technology Fund com-
mitted to use a portion of its seed funds to match and leverage Recovery Act funds
to meet broadband, digital literacy and other goals.

e They have increased the dollars available for basic research, a building block of
competitiveness in an innovation-based economy.

Basic research is the primary source of the new knowledge that ultimately drives
the innovation process. Economists estimate that up to half of U.S. economic growth
over the past five decades is due to advances in technology. A study of recent U.S.
patents found that nearly two-thirds of the papers cited in these patents were pub-
lished by researchers at organizations supported by Federal funds, and these link-
ages have been growing at an accelerating pace. The major Federal R&D funding
agencies all received significant funding through the Recovery Act, the first real in-
crease in Federal research funding in 5 years.

o They have invested in long-term transformation and economic diversification.

The recession exposed many weakness in the U.S. economy, such as the severe
problems in the automotive sector, revealing the need for investments in long-term
economic transformation. Some Recovery Act dollars are enabling this level of trans-
formation. One such example is the Economic Development Administration’s alloca-
tion of Recovery Act dollars to the University of Arizona to support the startup
phase of its Bio-Science Park, which will be located in a distressed urban neighbor-
hood. This is a critical investment in the innovation infrastructure this country
needs to remain competitive in the short- and long-term. I will return to this case
later in my testimony.

o Where the Recovery Act has added flexibility to existing programs, it has added
value.

When the Recovery Act has added greater flexibility to existing programs, we
have seen positive results. The Richland, California, program discussed earlier was
funded by the Workforce Investment Act’s Youth Activities fund, whose spending
criteria had been broadened by Recovery Act legislation to include 18- to 24-year-
olds in youth activities. Equally, the new SBA provisions have been working well,
allowing some financing to enter the market.

o They have resulted in job creation and retention and will continue to do so.

While there have been a lot of questions recently about the reliability of the job
creation figures surrounding Recovery Act investments, it is clear that when awards
have been made, jobs have been created and retained. Some new programs, such
as Recovery Zone Bonds, have proven to be quite effective and have received public
and private sector praise. Moreover, the Recovery Act’s stabilization of State and
local budgets has helped retain a significant number of jobs that otherwise may
have been lost. The bigger issue is public perception, which I will return to when
we look at the Recovery Act’s challenges.

On the same day as President Obama’s Jobs Summit, the International Economic
Development Council (the association representing the economic development com-
munity), RTP and DCI International issued a survey to over 4,000 economic devel-
opment professionals across the country to find out if Recovery Act dollars had cre-
ated jobs in their regions. A 10-percent response rate, representing over 400 commu-
nities nationwide, returned the following results: 34 percent noted that jobs were
created in their region from the Recovery Act, 31 percent responded no jobs have
resulted from Recovery Act dollars, and 25 percent noted that job creation has not
yet been determined.

While the Recovery Act has positive lessons to offer, it also faces challenges and
limitations. Moving forward, these lessons need to be considered if the government
is to create jobs and strengthen the economy.

e There are significant misperceptions about the Recovery Act.

Information gaps about what the Recovery Act is designed to do, when the money
will be available, how much money will be available and what it can and cannot
do abound, resulting in significant misperceptions by the public. The bulk of the Re-
covery Act is not designed to create jobs, but to stabilize the economy. The dollars
available to create jobs are to be disbursed over a 2-year period, so it functions, in
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effect, as a slow trickle of funds—as opposed to a great blast, which is what the pub-
lic was expecting. In addition, some States have not drawn down all the available
funding, delaying that potential impact and leading to further misperceptions about
the Recovery Act’s effectiveness. Finally, some of the newer programs, such as
health information technology, were never mandated to be disbursed earlier, but
were given time to enable the programs to develop. Given the complexity of the pro-
gram, insufficient time has been devoted to educating the public as to its potential
and its limitations.

o Speed has been emphasized at a high cost.

While speed has not always been achieved, speed is still used as an indicator of
success, which may have consequently prioritized deadlines over transparency,
strategy and new business development. To meet the need for speed, communities
may put forth projects which are shovel-ready, but not part of a larger plan that
targets longer-term sustainable growth. While such projects may create short-term
jobs, one-off, disconnected investments will not have the same transformative im-
pact on a community as projects that strategically align grants, strategy and re-
sources toward a bigger goal. Finally, the need for speed meant that contracts were
allocated to existing, often larger companies, thus missing an opportunity to invest
in startups, minority- and female-owned, and other very small businesses that may
be emerging as some currently unemployed individuals look to create their own en-
terprises.

e An overall lack of public alignment has hindered implementation.

A lack of administrative capacity at the Federal, State and local levels has created
challenges to the implementation of the Recovery Act. At the Federal level, many
agencies found themselves with significantly more money than they had adminis-
tered before, plus the need to create new regulations, all in a very tight timeframe
with insufficient staff. On State and municipal levels, budget deficits often left in-
sufficient staffing resources available to apply for or monitor Recovery Act funds,
which have more stringent reporting requirements than regular Federal dollars. Un-
fortunately, the States and localities already struggling with budget shortfalls be-
fore the Recovery Act passed were also the least positioned to put together a stra-
tegic approach to accessing and using stimulus dollars.

o The definition of distress can be too inflexible.

When the Recovery Act was passed, economic conditions were different than they
are today. For example, a number of States—such as West Virginia, Wisconsin and
Oklahoma—experienced their worst unemployment declines since the passage of the
Recovery Act. Unfortunately, the act’s criteria for some programs, such as Recovery
Zone Economic Development Bonds, relied on 2007-2008 data for determining allo-
cation levels; thus, those States that were hardest hit afterward have access to
fewer resources, even though they have equal challenges today as those that were
hit by the recession earlier.

o Federal funding silos have been maintained.

Most of the Recovery Act investments were channeled through existing agencies
and existing programs, often at different levels of governments, making it difficult
to integrate the funding streams at the local level into strategic efforts that can re-
vitalize distressed places and nurture significant job creation. While some commu-
nities and regions did manage to access multiple funding sources, different and
often more complicated reporting requirements adds complexity and significant ca-
pacity challenges to measuring the outcomes. Moreover, since States are major re-
cipients and allocators of the funding, it keeps them in charge, and their decisions
may not be in aligned with local needs.

o Insufficient funding has been directed to economic development organizations.

Despite the focus on job creation, most Recovery Act dollars were not allocated
to economic development organizations, which work daily in the trenches to create
and retain jobs. Economic development is often countercyclical, with States and lo-
calities able to allocate more money to it during prosperous times and forced to
make cuts during economic downturns. Yet it is precisely in a challenging economy
when economic development investments are most required. It is tantamount to cut-
ting back the police force while crime is rising.

e Reporting requirements may deter small business engagement.

The Recovery Act’s heavy focus on reporting both challenges public sector capacity
and influences the ability of the private sector to use funds. For example, the report-
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ing requirements apply even to contractors receiving under $25,000 of the total con-
tract value. Because the reporting requirements call for staff time to oversee compli-
ance, smaller contractors seem hesitant to bid on stimulus-funded projects. This is
particularly troublesome, as small businesses are ripe targets for job creation.

e Measuring job creation is complicated and unreliable.

In public perception, the success of the Recovery Act is measured by its ability
to create jobs and to do so quickly. Yet not only is it extremely difficult to measure
job creation from public investment generally, its real impact can only be measured
over time, often significant time.

What’s working around the country that is creating jobs and transforming
the economy?

Please allow me to start with the story of The Research Triangle Park. Fifty years
ago, the leaders of North Carolina recognized that our State and the Triangle re-
gion, in particular, were not poised to be at the forefront of the post-war, science
and technology-based era. As such, they made a big bet and established a place
where educators, researchers, and businesses could come together as collaborative
partners to change the economic composition of the region and State, thereby in-
creasing the opportunities for the citizens of North Carolina. The vision was to at-
tract research companies from around the Nation to locate in a parcel of land sur-
rounded by the State’s research universities-the University of North Carolina at
Chapel Hill, Duke University, and North Carolina State University. The resulting
“Research Triangle Park” would be a place where companies could take advantage
of the region’s intellectual assets and that provided a ready physical infrastructure
for corporate R&D activities.

In the fifty years since, the mix of long-term investment in education and a com-
mitment to building a conducive environment for innovation and technology-based
economic development has paid off. RTP has grown to be a globally known center
of innovation. Currently, there are more than 170 companies and research and de-
velopment facilities in RTP, with more than 42,000 employees with combined an-
nual salaries of over $2.7 billion. The average salary in the Park is $56,000 annu-
ally, nearly 45 percent more than regional and national averages. Companies rep-
resented in RTP include IBM, GlaxoSmithKline, Cisco Systems, BASF and Credit
Suisse. In addition, a number of U.S. Federal agencies have a presence in the Park,
including the U.S. Environmental Protection Agency, the National Institute of Envi-
ronmental Health Sciences, and the U.S. Forestry Service.

While RTP is an essential model for understanding what works out in the field,
there are other equally important models that we can learn from. When asked in
the survey and through other feedback mechanisms which programs they have seen
have had the most impact to date, economic development practitioners listed fund-
ing for infrastructure projects, a focus on small business and fostering entrepreneur-
ship, and freeing financing and extending credit as the most effective programs.
These results remind us that private companies create jobs. Thus, the quickest, most
effective way to create jobs is to provide companies with the capital they need to
find new markets, expand production and ultimately hire new staff. Below are sev-
eral different examples of how jobs were created at private companies with assist-
ance or funding from economic development groups or government.

Our first set of cases centers on the importance of non-profit financial inter-
mediaries for extending both debt and equity credit to enable small business expan-
sion.

Kentucky “ezone” helps create jobs by providing funding and support to
entrepreneurs: From July 2008 through June 2009, the Northern Kentucky ezone
(a division of Northern Kentucky Tri-County Economic Development Corporation)
created 189 jobs through its work with entrepreneurs in the region. The ezone as-
sisted 29 new high-tech companies in Northern Kentucky and assisted in generating
$14 million in investment for client companies from venture and angel funds. Addi-
tionally, $2.1 million in investments in ezone client companies came from Kentucky
Science and Technology Corporation and other public funds.

SBA loan program helps manufacturing company create/retain 50 jobs:
San Diego-based CDC Small Business Finance is an SBA 504 lender. In 2009, it
helped Campbell Certified, Inc., a structural/architectural steel fabrication company
in San Diego County, obtain an SBA 504 loan that enabled it to buy a $1.7 million
facility, expand operations, and create/ retain a combined 50 jobs.

The second set of useful practices focuses on effective measures for helping small
businesses export and integrate into the global economy, which enables them to
enter new markets, expand and grow jobs.
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Attracting foreign direct investment and helping export-ready compa-
nies: Economic developers in Portland, Ore., are helping clean tech and green build-
ing companies access emerging foreign markets by launching regular communication
with State foreign representatives to develop specific company targets abroad and
for investment in Portland. They also launched an International Roadshow to bring
all of the foreign representatives of the State back to Portland for a week to meet
with qualified export-ready companies from the city, and help them find partners
in these global markets that will generate significant export sales and increase jobs
for Portland companies.

Loan guarantee enables the creation of new jobs at Illinois company: In
June 2009, the Export-Import Bank of the United States announced that it would
provide a long-term loan guarantee to back American Plastics Technologies Inc.’s ex-
port sale of equipment to make intravenous solutions, injectable medicines and bot-
tled water to Nigeria. The loan guarantee supports the creation of 40 jobs. Sixteen
U.S. suppliers from across the country, eight of them small businesses, are partici-
pants in the APT export. (While this is not a local example, it illustrates the value
of loan guarantees to expand export markets.)

The next set of cases highlights entrepreneurship, innovation and commercializa-
tion. These are all activities that expand regional economies by creating new jobs,
new companies, and in some cases new industries. Economic developers foster this
growth by connecting entrepreneurs, technologies and fledgling companies with
funding and resources that can help bring new products to market.

Oklahoma non-profit helps expand the technology-based economy of the
State: i2E, Inc. provides Oklahoma companies with comprehensive commercializa-
tion services, proof-of-concept funding and seed/startup funding. Over its 10-year ex-
istence, it has assisted 425 commercialization clients and helped clients to attract
$345 million of private capital. In a recent economic impact survey, responding cli-
ents reported creating 998 jobs at an annual average wage almost double the State
average.

Business incubator provides comprehensive services to emerging science
companies: The San Jose BioCenter gives emerging science and technology compa-
nies access to world-class facilities and support typically only available to larger
firms. Since opening in August 2004, the incubator has assisted 60 clients and grad-
uated 14 companies. Six of the 14 BioCenter graduates have purchased or leased
entire buildings and now employ between 30 and 400 people in the Bay Area.

Program fosters business startups in rural Iowa: MyEntreNet uses web
technology to provide online networking and resources to entrepreneurs who are
otherwise isolated by distance. Through the service, they connect with other entre-
preneurs, technical support, training and information on obtaining funding. In 2008,
321 jobs were created with the help of MyEntreNet and related business incubation
services.

It also makes sense to target business assistance to strengthen core industries
that create good jobs. Targeting manufacturing as well as energy, health and others
not only creates jobs quickly, but does so in a way that builds competitive advantage
for longer-term economic gain.

Richmond, Va., business retention program identifies and assists expand-
ing businesses: From July 2008 to June 2009, the Greater Richmond Partnership’s
business retention program was able to find and build on good news in the business
community. Outreach efforts helped to identify 111 expanding businesses and 167
firms with plans to add staff in the coming 12-month period. These firms intend to
create more than 1,600 new jobs and make capital investments in excess of $88 mil-
lion. The program is working with these businesses to ensure that they have access
to the resources and information they need to realize their plans.

Economic developers help wind-power company create manufacturing
jobs: Mariah Power, a Reno, Nev.-based company, decided to manufacture its tur-
bines in Manistee, Mich., due to a unique partnership with a local manufacturer,
a highly skilled workforce, and extensive assistance and funding from local and
State economic development groups. A former auto parts manufacturing facility run
by MasTech Manufacturing was retrofitted to produce the turbines after nearly clos-
ing operations due to the crisis in the automotive industry. A $400,000 Community
Development Block Grant, provided by Manistee County in partnership with the
State, enabled the upgrade of equipment needed to produce the turbines, and the
company also received venture financing. The company has created 60 manufac-
turing jobs in Manistee over the past year and plans to add another 120 jobs in
2010.

Economic development groups in Michigan collaborate to grow green
jobs: In Saginaw County, Mich., Saginaw Future, Inc., Michigan Economic Develop-
ment Corporation, and the Saginaw County Chamber of Commerce collaborated to
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facilitate a $1 billion investment from Hemlock Semiconductor (which makes
polycrystalline silicon, a key component of solar panel construction), in order to help
establish a new industry cluster, create jobs and spur an economic resurgence. The
groups worked together to address company concerns, provide tax credits, job train-
ing assistance and other incentives. Saginaw Future and its partners also are in-
vesting in workforce development and research and development initiatives.

In addition to assisting businesses, another valuable way to create jobs quickly
is through real estate investments, particularly in large, strategically designed
projects. These create short-term construction jobs but also boost long-term competi-
tiveness and economic diversification, leading to permanent, high-wage jobs. The
focus here should be on commercial property, another market that is in decline, and
innovation infrastructure, to enable long-term economic revitalization and competi-
tiveness.

Redevelopment of a former auto manufacturing site for mixed-uses and
high-tech companies continues in Dayton: Tech Town is a 30-acre, mixed-use
district under development on a former GM manufacturing site. Located close to
Wright Patterson Air Force Base and within a Historically Underutilized Business
(HUB) Zone, the goal is for the district to become a place where business, academia
and government work together strategically to take technologies developed at
Wright-Patt and other regional R&D facilities and apply them to commercial uses.
Stimulus CDBG funds are helping keep the project moving, which has the goal of
diversifying and strengthening the region’s economy.

Tech park construction jumpstarted to foster the growth of companies
related to the University of Arizona-Tucson: The University of Arizona-Tucson
received $4.7 million grant in Economic Development Administration stimulus funds
for phase-one infrastructure improvements at the Arizona Bioscience Park. The bio-
sciences facility is designed to be part of a larger, mixed-used development that in-
cludes a hotel and conference center, retail and residential development. It also is
intended, in conjunction with the university’s existing Science and Technology Park
and business incubator, to support the growth of high-growth, high-tech companies
in the region based on university assets. Funding was awarded in late August; con-
struction is expected to begin soon.

Cleveland Flats East Bank project moves forward despite credit woes:
Cleveland Flats, designed to be a model sustainable, walkable, mixed-use commu-
nity on former brownfields sites, has gained new life with new sources of funding,
including a $30 million HUD 108 loan and $25 million in Recovery Zone Bonds for
infrastructure. The Recovery Zone infrastructure funding allows tax increment fi-
nancing revenues to be converted from infrastructure to direct project subsidy and
a repayment source for the HUD 108 loan. With private financing scarce and expen-
sive, this creative financing covers the project gap so it can proceed.

What new thinking should Congress consider when crafting a new jobs
package?

Let me share some suggestions for short-term job creation. I will first take a few
moments to discuss some of the key principles that I believe should guide our
thoughts as next steps and additional programs are identified. These are:

Build on and use what we have in innovative ways
Provide resources to those who are the most agile and flexible
Further support R&D capacity—both basic and industry-led

Prioritize action—in regard to short-term impact, but also in terms of the pol-
icy’s ability to nurture innovation over the long-term

e Focus on changing private-sector behavior

With these principles as guidelines, I would like to summarize some policy prior-
ities and strategies to achieve them.

o Incent the hiring of Americans now.

Globalization is a reality which has benefited many U.S. companies, yet the off-
shoring of U.S. jobs is a gargantuan obstacle to economic development efforts. As
we move forward, we need to place a direct emphasis on hiring and retaining Amer-
ican workers. The new green economy promises manufacturing jobs for renewable
energy machinery such as wind turbines and solar panels. We need to ensure that
these manufacturing jobs are here in the United States, and not in China or else-
where. Any job creation package should encourage companies to hire American
workers, a goal which can be accomplished through a combination of incentives and
a review of U.S. trade relationships.
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There are several tools and strategies we could use to achieve this goal.

e First, we can offer incentives directly to companies if they are willing to bring
work from an offshore location to a U.S. location marked by high unemploy-
ment. According to the Information and Technology Innovation Foundation
(ITIF), which issued this idea, a forgivable loan (it becomes a grant if the com-
pany creates and retains the jobs), administered by the EDA, would be a par-
ticularly efficient method not only for creating jobs, but for doing so in areas
where the need is greatest.

e Second, we can evolve the current Invest in America program, housed in the
Department of Commerce, into an internationally competitive marketing arm of
the U.S. Government, similar to the agencies found in most of the nations we
compete with globally for foreign direct investment (FDI). This initiative would
require a $50 million initial investment, complemented by another $50 million
that could be made available as matching funds to States and regions specifi-
cally for international marketing purposes to attract FDI.

e Third, evaluate and align trade and exchange rate policy with job creation
goals. Many trade and exchange rate policies seem to have been working
against our national job creation goals. We need to think about whether or not
we should: keep defending the dollar; more stringently enforce trade regulations
and intellectual property protection; and reexamine some of our bilateral trade
relationships to ensure that they support job creation, rather than hinder it.
Specifically, we should ensure that we are not subsidizing competition by estab-
lishing lucrative trade agreements with countries that lack parity in terms of
environmental and worker protections. We cannot demand that every country
we trade with have the exact same labor and environmental laws that we do,
but trade agreements should be made with the cognizance that the absence of
such laws in other countries substantially lowers the cost of business without
upholding the standards we as a nation believe are essential.

o Target and reach small businesses and entrepreneurs.

Federal policy also needs to more fully recognize the importance of entrepreneurs
and small business as job creators. Businesses of all sizes are still facing issues with
access to capital and means to finance new deals. A small firm that receives an in-
flux of cash will be more likely to hire additional workers to get the job done than
a larger firm with greater existing capacity. Thus, getting resources to small busi-
nesses and emerging entrepreneurs needs to be a government priority. Finding ways
to make it easier for small businesses, including very small businesses, to access fi-
nancing, contracts, export markets and other resources for growth is the single most
useful tactic the government can adopt to create jobs quickly.

There are many approaches we can take to achieve this goal.

o First, we should emphasize non-traditional financing entities—such as certified
development corporations, community development financial institutions and re-
volving loan funds—instead of relying on banks to provide working capital for
small businesses. One way to support non-traditional financial institutions is by
allowing them to offer SBA 7(a) programs. Another effective strategy is to ex-
tend the New Markets Tax Credits (NMTC) through 2014 with annual adjust-
ments for inflation, and increase funding to existing programs that are already
working in this area, such as SBA 7(a) and 504 programs.

e Second, issue Federal tax credits to stimulate seed and venture investments to
support entrepreneurs and small companies. Quick infusions of capital can also
help to create jobs quickly.

e Third, build on successes that are moving capital into the private sector. In par-
ticular, the reduction/elimination of fees on the 504 and 7(a) loan programs has
been very successful at bringing more lenders in the program and getting work-
ing capital into the hands of small businesses. In addition, Recovery Zone Facil-
ity Bonds have also worked to help private companies access financing.

e Include counts of early stage and startup companies in job creation measures.
This expands our understanding of how and where jobs are being created in the
economy, and may also allow us to identify emerging industries.

e Provide additional funding at all levels of government—local, State and Fed-
eral—specifically to help small businesses export abroad.

e Accelerate innovation through R&D and commercialization.

There is no doubt that the Federal Government’s investments in research and de-
velopment (R&D) are a critical tool for stimulating innovation and building long-
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term U.S. competitiveness. To create jobs more quickly, we need to find ways to tar-
get and accelerate innovation by encouraging more R&D and commercialization.
There are multiple ways to achieve this goal.

e Invest in innovation infrastructure such as research parks, incubators and oth-
ers means, as they marry short-term job creation goals with the need to build
strong regional innovation eco-systems. One idea is to create a direct loan pro-
gram or loan guarantee program to invest in such infrastructure.

e Spur partnerships between universities and the private sector by establishing
Federal research grants. Place incentives in current agency programs for public-
private innovation partnerships.

e Offer a bonus R&D tax credit in 2010 and 2011 which companies can choose
to take against their non-corporate income. This recommendation, also put forth
by ITIF, would help companies maintain their research during challenging eco-
nomic times, allowing them to retain and possibly grow science jobs while in-
vesting in the company’s long-term competitiveness.

e Another ITIF recommendation that deserves consideration is to allow informa-
tion technology investments to be expensed in 2010. This would help not only
to boost a company’s competitiveness through productivity gains, but also en-
able them to buy safer, more energy-efficient equipment.

¢ Finally, finding new ways to work with universities, Federal labs, hospitals, the
SBIR/STTR program and large companies (with patents they are not using) to
accelerate commercialization is a critical area where new thinking and the iden-
tification of best practice models is particularly imperative.

e Provide support for competitive businesses and industries.

We need bold new thinking on how to create jobs in a way that also supports our
long-term competitiveness, and that means ensuring that some investment is di-
rected to keeping critical industries strong and supporting high-growth industries
and companies. There are several tools and strategies to accomplish this.

e Harness existing Federal infrastructure such as the EDA University program
or the Manufacturing Extension Partnership (MEP) networks to reach out to
competitive, innovative companies and help them weather the storm, then ex-
pand. These programs work locally with companies and provide an important
link between Federal goals and the private sector.

e Increase funding for the MEP. Encourage MEP to intensify its focus on sup-
porting sustainability initiatives and pulling innovative technologies from uni-
versities, Federal laboratories, and other research institutions for adoption by
manufacturing firms.

e The Federal Government might consider providing additional resources to State
programs to support fast-growth, innovative companies, as ITIF also rec-
ommends.

o Allow flexibility with Workforce Investment Act (WIA) funding awarded to
States to support responsiveness to regional and State needs, especially for in-
cumbent training. This strengthens the competitiveness of existing businesses
and allows them to retain critical jobs. Part of a jobs bill needs to include meth-
ods to retain existing jobs as well.

e The Federal Government should make a concerted effort to find new ways of
supporting and rebuilding our manufacturing industry. In our December 3 sur-
vey of the economic development community, manufacturing was identified by
the highest number of respondents (39 percent) as the industry that has been
hardest hit by the economic crisis.

e Work more aggressively with the economic development community and more
fully engage us in the jobs dialog and as funding recipients. This group of dedi-
cated professionals, of which I am proud to be a part, works daily on the front
line in their States, regions and communities to create and retain jobs, build
companies, and develop innovative eco-systems that keep regional economies
running. They know what potential projects could benefit most from an infusion
of cash, which company is set to grow and what infrastructure would have the
most strategic economic impact. They are first responders to the economic crisis
and need to be a more integral component of any jobs bill then they have been
in the past.

e Develop strategic principles for the allocation of infrastructure dollars that di-
rectly support job creation in competitive and emerging industries, and support
local economic transformation.
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o Include issues of flexibility, capacity and speed in the design of any short-term
Job creation policy.

Any jobs bill emerging from Congress also needs to address some of the limita-
tions in the first Recovery Act. In particular, the following strategies will offer im-
provements.

e Set realistic expectations for any jobs package and ensure they are understood
by the public. Public confusion and discontent with the Recovery Act is due in
part to unrealistic expectations as to what it can really accomplish.

e Build greater flexibility into program design and the definition of distress.
Where flexibility was available, Federal programs had a greater scope and im-
pact. There may be additional areas where efficiencies and flexibility can be
found. For example, the Federal Government can streamline or waive environ-
mental reviews of building projects if States have similar or more rigorous proc-
esses.

e Work with agencies that already have a track record in achieving job-related
outcomes, such as the Economic Development Administration and the CDFI
Fund.

e Leverage funds across Federal agencies in a targeted manner and consider cen-
tralizing the overall management of the program to align their impact.

Thank you for the opportunity to testify today. I would be happy to answer any
questions the Committee may have.

SUPPLEMENTAL REPORT OF RICK WEDDLE

FUNDING FOR INVEST IN AMERICA TO ATTRACT INVESTMENT, CREATE JOBS AND STIM-
ULATE GROWTH INDUSTRIES: A COMPARATIVE REVIEW OF THE STRUCTURE, FUND-
ING AND PROGRAM Focus OF COMPETITOR NATION INVESTMENT PROMOTION
AGENCIES

Overview and Introduction

The information compiled below is a supplemental report generated upon the re-
quest of Chairman Brown, following my testimony on creating jobs in the recession
to the Senate Banking Committee’s Subcommittee on Economic Policy on December
9, 2009. As the Committee will recall, I worked with the International Economic De-
velopment Council (IEDC), of which I am a former Chairman, to compile the anal-
ysis presented in my original testimony. For this document, I again called on IEDC
to pull together this research on Foreign Direct Investment (FDI) and other coun-
tries’ approach to it. As noted during my original testimony, the United States is
the only developed economy without a major FDI attraction function. Specifically,
this report addresses the following recommendation from my original testimony on
the Federal role in revitalizing our economy:

We can evolve the current Invest in America program, housed in the De-
partment of Commerce, into an internationally competitive marketing arm
of the U.S. Government, similar to the agencies found in most of the na-
tions we compete with globally for foreign direct investment (FDI). This ini-
tiative would require a $50 million initial investment, complemented by an-
other $50 million that could be made available as matching funds to States
and regions specifically for international marketing purposes to attract
FDI.t

In support of this notion of increased funding for the Invest in America program
as a tool to attract investment, create jobs and stimulate growth industries, I have
compiled a comparative review of the structure, funding and program focus of com-
petitor nation investment promotion agencies to benchmark our efforts stand and
frame recommendations for short-term action.

This report is structured as follows:

1) Why National-Level Inward Investment Promotion? A brief overview of
the rationale for pro-active efforts at the national level to promote inward for-
eign investment.

1Rick L. Weddle, In Testimony Before the Subcommittee on Economic Policy, December 9,
2009, 2 pm hearing: “Weathering the Storm: Creating Jobs in the Recession.”
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2) How Does the United States Compare? A data-driven argument for the
timing and job creation impacts of a well-funded national investment pro-
motion program.

3) Country Comparisons of National Investment Promotion Agencies.
Profiles of the national inward investment promotion agencies the United
Kingdom, Ireland, France, Spain, Brazil, Canada, the Netherlands and Fin-
land. For purposes of comparison, a summary of the current scope of Invest
in America is also included.

4) Conclusions/Further Recommendations. A summary of findings and spe-
cific suggestions for ramping up Invest in America.

Why National-Level Inward Investment Promotion?

e Foreign investment brings outside capital & job creation, drives exports, and is
also linked to positive externalities like knowledge transfer and competition-
sparked increases in the productivity of domestic businesses.

e The balanced budget requirements and persisting shortfalls facing individual
U.S. States may constrain their ability to independently attract foreign direct
investment (FDI).

e Time is of the essence in capturing the highest-value outbound investment from
rapidly growing emerging markets.
According to empirical research, as markets globalize, “the most productive
firms become multinationals earlier, while firms that are relatively less produc-
tive enter host economies later,”? as international market entry becomes more
feasible.

e More players for a finite pool of global investments translates into more com-
petition. According to the World Bank:
Today’s shrinking economic environment makes effective promotion of foreign
investment an especially competitive activity for countries. The current global
economic slowdown and associated financial instability are expected to signifi-
cantly reduce flows of FDI in 2009 and beyond. The extent of FDI decline will
ultimately depend on the depth and duration of the economic slowdown. How-
ever, companies are already reluctant to make medium-term investments—
many projects have been postponed or even canceled, and some estimates sug-
gest that FDI flows could fall by as much as 30—40 percent in 2009.

As the pool of FDI shrinks, there will be more competition for fewer projects.
The ability of [Investment Promotions Intermediaries] to influence investment
decisions with timely and relevant country and sector information and facilita-
tion efforts will be more crucial than ever.3

How Does the United States Compare?

e While in dollar values the United States remains the top recipient of inward
FDI flows (see Figure 1), as total global flows of FDI increase and more nations
compete for finite investment opportunities, the United States share of overall
global investment has begun to shrink (see Figure 2).

2Silvio Contessi and Ariel Weinberger, Foreign Direct Investment, Productivity, and Country
Growth: An Overview, Federal Reserve Bank of St. Louis Review, MARCH/APRIL 2009, p 74.

3World Bank Group Advisory Services, Investment Climate, Global Investment Promotion
Benchmarking 2009 Summary Report, P 11.
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Dollar Value of Inward FDI by country in millions, 2005-2008

Rank | Country 2005 2006 2007 2008

1 United 104 773 237 136 271176 316112
2 France 84 951 78 154 157 973 117 510
3 China 72 406 72715 83521 108 312
4 United Kingdom 176 006 156 186 183 386 96 939
5 Russian Federation | 12 886 29701 55073 70320
13 Spain 25020 36 949 28 179 65 539
7 Hong Kong, China 33618 45 054 54 365 63 003
8 Belgi 34 370 58 893 110773 59 680
9 South Asia 14 352 27 758 33 982 50 669
10 Australia -32 080 27 864 44 330 46 774
11 Brazil 15 066 18 822 34 585 45 058
12 C. d 25 692 59 761 108 414 44 712

Total Global Flows 973 329 1461074 | 1978838 | 1697353

Figure 1. Source: UNCTAD, inward FDI flows, by host region and economy, 1970 - 2008
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Figure 2. Source: UNCTAD, inward FDI flows, by host region and economy, 1970 — 2008

e The United States lags behind other nations in terms of growth rate of inward
FDI. The five countries with the largest average year over year percent increase
in FDI from 2006-08 were the Netherlands, Brazil, Russia, Spain and Saudi
Arabia. The United States ranked 13th during this same period while India and
China ranked 6th and 9th respectively.
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Growth Rate of Global FDI Flows Captured by the United States

“Average Year-over-
Rank | Country Year increase 2006-08
1 Netherlands 793%
2 Brazil 157%
3 _Russlan Federation 157%
4 Spain 154%
5 Saudi Arabia 145%
6 India 144%
E; Sweden_ 139%
8 France 138%
9 Australia 132%
10 China 122%
11 Belgium 121%
12 _Hong Kong 118%
13 United States 115%
14 Canada 111%
15 Mexico 111%
16 Caribbean 98%
17 Switzerland 98%
i8 Poland 94%
19 Singapeore 93%
20 | United Kingdom 85%

Figure 3. Source: UNCTAD, Inward FDI flows, by host region and economy, 1970 — 2008

e Mergers & Acquisitions (M&A) of existing U.S. firms, assets and divisions ac-
count for the vast majority (see Figure 4) of incoming FDI, eclipsing Greenfield
activity. However, Greenfield FDI vastly outpaces M&A in terms of job creation.
Investment promotion to increase the amount of Greenfield FDI would have
strong impacts on job creation.

Mergers & Acquisitions as a Percentage of Inward Investment
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Figure 4. Source: Bureau of Economic Analysis

Country Comparisons of National Investment Promotion Agencies

Below, the national inward investment promotion agencies of 8 countries are
profiled: the United Kingdom, Ireland, France, Spain, Brazil, Canada, the Nether-
lands and Finland. These countries were selected as they represent competitor na-
tions for total global flows of FDI and/or nations with faster year on year growth
rates of incoming FDI than the United States. Each is instructional in terms of ap-
proaches to investment promotion, and each reflects a stronger financial commit-
ment to the effort. For purposes of comparison, I begin with an overview of the cur-
rent scope of the Invest in America program.

Invest in America

While in the past, the sheer size of our economy did not necessitate a focus on
international investment promotion, in reaction to the pressures of globalization, the
United States is starting to play catch-up in the race to target FDI. The Department
of Commerce’s March 2007 roll out of the Invest in America Initiative reflects this
new drive to capture FDI through a coordinated national effort.
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The Invest in America Program is housed within the United States and Foreign
Commercial Service (USFCS) Office of the International Trade Administration. At
present the program has an estimated annual budget of under $1 Million and a di-
rect staff of 3 full-time employees. Invest in America also delivers its services
through Federal Government staff at existing international USFCS posts in target
FDI source markets.

In terms of investment promotion services, the office:

e Conducts investor outreach and education

e Performs Ombudsman assistance and foreign investor after-care when ap-
proached

e Engages with national and sub-national partners to enhance the investment
policy environment

e Trains USFCS staff on dealing with foreign investor prospects

At present, Invest in America is not equipped to promote the United States as
a destination for investment on a broad scale through branding and public relations,
an activity conducted by all the IPAs profiled below. Invest in America also does
not perform lead generation or deal facilitation (such as match-making and site se-
lection assistance) as these are efforts already performed by State and sub-State en-
tities.

Given the rationale for pro-active national investment promotion efforts as out-
lined above, Invest in America is a solid and established platform from which to
capture a growing percentage of global FDI flows and increase the number of in-
ward Greenfield activities. The following profiles of other similar agencies provide
guidance on the expansion of Invest in America to support U.S. competitiveness in
the long-term and job creation and economic revitalization in the short-term.

United Kingdom

The United Kingdom’s national-level investment promotion activities are housed
within U.K. Trade & Investment (UKTI). UKTT’s parent agencies are the Foreign
& Common Wealth Office (FCO) and the Department of Business, Innovation and
Skills.# Within the UKTI, Investment Promotion activities are led by the Directorate
of Investment, which spearheads efforts to market the U.K. economy internationally
and partners with Regional Development Agencies (RDAs) to supplement their FDI
attraction, retention and expansion efforts. The aim of UKTI’s inward investment
promotion efforts is to help the United Kingdom “benefit from different forms of for-
eign direct investment not just in terms of the creation of jobs, and the injection
of capital, but also through the competition and ‘knowledge spillover’ effects that in-
ward investors have on the rest of the economy.”5

UKTT’s total operating budget per annum is listed as £256 million ($416 million).
A portion for programming (£89 million/$144.7 million) is allocated directly from
Parliament, the remaining funds are transfers for administration and staffing from
the parent agencies, the predominant portion £135 million pounds (219 million
USD)—comes from the FCO and includes the London HQ budget. For the current
budget year, £15.4 million ($25 million) of UKTI’s programming budget went di-
rectly toward inward investment efforts, including marketing the United Kingdom
abroad, production of publicity materials and advertising. In addition, 17.2 million
poude ($27.9 million) flowed to FDI attraction in the form of assistance grants to
RDAs.

UKTI has 2,500 staff and advisers including those overseas, based out of embas-
sies, high commissions, consulates and tradeoffices. To agency aims to merge deliv-
ery of both trade and investment promotion services across its overseas operations
and maintains staff in 150 foreign offices including 22 in the Asia-Pacific region, 12
in Canada and the United States, 17 across Europe, 2 in Latin America and the
Caribbean, 1 in the Middle East and 1 in Sub-Saharan Africa.

’Iihg Ilgward Investment Services provided through the Directorate of Investment
include:

e Promoting the United Kingdom’s assets to prospective investors and using re-
gional and local analysis to advise onsite selection. Recruitment efforts focus on
six target industry sectors.

4The parent agencies have gone through a series of changes: through November 2007, UKTI
fell under the Trade and Industry Committee and through June 2009 the Department for Busi-
ness, Enterprise and Regulatory Reform.

5UK House of Commons Trade and Industry Committee, UKTI’s 5-year strategy: Government
Response to the Committee’s Sixth Report of Session 2006-07, July 2007, p. 3.

6 Source: UKTI Autumn Performance Report, December 2007, p. 13-14.
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e Connecting businesses to key contact networks, such as industry leaders, cham-
bers of commerce, universities and other centers of research excellence.

e Facilitating collaborative technology partnerships between United Kingdom and
foreign businesses.

o Assisting overseas entrepreneurs to develop a U.K. platform.

o Building relationships and providing after-care services to key high-value inves-
tors to facilitate their continued growth/retention in the United Kingdom.

e Serving as a source of international investment policy and regulatory expertise.

Ireland

Industrial Development Agency (IDA) Ireland is the primary national entity with
responsibility for the attraction and development of foreign investment in Ireland.
In terms of structure, IDA Ireland is an autonomous statutory Agency which oper-
ates under guidance from the Ministry for Enterprise, Trade and Employment. This
government ministry is the primary source of funds to the agency and is empowered
to issue general policy directives and receive reports on activities. IDA Ireland is
governed by a small Board (approx. 15 members) composed of private sector leaders
representing the target sectors, as well as IDA Ireland’s Executive Director and the
Assistant Secretary of the Department of Enterprise, Trade and Employment. The
Board is responsible for setting the broad policies of the organization and for over-
seeing its operation.

IDA’s annual budget is €186 Million ($266.7 Million), broken down as follows:

e €9 Million in grant assistance ($12.9 Million)
e €37 Million for administration & general expenses ($53 Million)

e €11 Million for programming (marketing, consulting, promotions and adver-
tising) ($15.7 Million)

e €46 Million for Industrial Building Charges ($65.9 Million)

IDA Ireland operates 10 regional offices in Ireland and 17 offices outside of Ire-
land. These are in Boston, New York, Atlanta, Chicago, Mountain View, Irvine, Sao
Paulo, London, Paris, Frankfurt, Mumbai, Moscow, Shanghai, Taipei, Sydney, Tokyo
and Seoul. Worldwide, the agency has a staff of 260, the overwhelming predomi-
nance of which (202) are based in Ireland, with 33 staff in America, 11 in Europe
and 14 in Asia.

IDA Ireland’s services are directed at prospective investor companies, promoting
the country’s suitability as a location for new investment or expansion projects by
providing information on doing business in Ireland and insight on the dynamics of
individual regions. Investment recruitment efforts focus on 5 high-value sectors (Life
Sciences, Software and Services, International Financial Services, Information Com-
munication Technologies, Cleantech) and attracting Research, Development & Inno-
vation (RD&I) projects. Core functions include:

e Compiling and distributes detailed sector-based intelligence.

o Connecting businesses to local service providers, local public sector contacts and
institutes of education. These can include introductions to companies already
operating in Ireland and introductions to relevant university departments,
training colleges, or third part service providers such as tax specialists, estate
agents, banks and recruitment firms.

o Working on a continual basis with foreign investors facilitated by IDA to retain
and support them.

As indicated in the budget breakdown above, IDA Ireland also has funds for direct
assistance grants to companies locating in Ireland, to support capital development
and job creation surrounding an investment. Matching grants are also available
through IDA for existing foreign companies that are undertaking major training ini-
tiatives.

France

The Invest in France Agency (IFA) was created in May 2001 and is overseen joint-
ly by the Minister of Economy, Finance and Industry and the Minister for Regional
Development. These parent agencies collaborate to define IFA’s strategic priories,
objectives, and indicators, and are responsible for determining IFA’s annual budget.
Approximately 99 percent of IFA’s funding comes in the form of allocations of gov-
ernment funding through these parent agencies. The remainder comes from regional
partners (sub-national IP entities) to support their participation in prospect-develop-
ment events arranged by IFA.
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For 2009, IFA’s budget was approximately €22.2 Million ($31.8 Million); €200,000
of this comes from transfers from regional partners. For 2010, an additional €5 mil-
lion has been added to the agency’s budget for a new communications campaign.
IFA’s budget breaks down as follows:

e 70 percent for human resources
e 20 percent for operation costs

e 10 percent for communication (with this share increasing in 2010 to reflect the
new campaign)

Staff wise, in 2007 IFA had 60 employees at their central Paris office and 79 staff
distributed across 21 foreign offices. Among these, most are stand alone offices with
multiple staff, though a few are housed within embassies, consulates and/or com-
mercial service posts. In 2008, IFA’s combined worldwide staff grew to 160. Of these
21 foreign offices, 7 are located in Europe (Benelux, Germany, Italy, Russia, Scan-
dinavia, Spain, and United Kingdom), 7 in Asia (China, India, Japan, Korea, Singa-
pore, and Taiwan), 2 in the Middle East (Israel and United Arab Emirates) and 5
in North America.

Invest in France staff provide the following services:

e Investment facilitation through every step of the process of opening operations
in France. This support includes information about legal regulations, analysis
of eligibility for public financial support, & connections with local authorities
and industry clusters.

o Site selection
e Ombudsman assistance

o After-care to investor companies
Spain

Invest in Spain was created in 2005 as an independent agency housed within the
Ministry of Industry, Tourism, and Trade to enable the public sector to provide a
better response to the challenges posed by the growing integration of international
markets and the resulting increase in competition to attract the best investment
projects. Invest in Spain’s budget for 2008 was €7.55M ($10.8M). In 2008, €7.2M
($10.3M), or 95 percent of the agency’s total budget, was supplied from transfers
from the General State Budget. The remaining 5 percent, or €350,000 ($500,000),
came from income generated through sponsorship and agreements.

Invest in Spain has 43 designated staff in its domestic HQ in Madrid, its only
direct office, and draws on a network of investment officers working in Economic
and Commercial Offices in Spanish Embassies across the world. In addition, the
agency contracts for representation directly with in-country investment and site se-
lection consultancies in eleven target countries: Canada, the United States, Mexico,
Brazil, France, Germany, the United Kingdom, the Netherlands, Sweden, Japan and
India. With these two networks combined, the total representation of Invest in
Spain spans 95 offices worldwide.

The agency provides investment facilitation services at no charge directly to pro-
spective businesses, as well as delivering after-care to existing foreign investors to
maintain their presence and encourage reinvestment. In addition, Invest in Spain
works with other entities which attract investment at the regional and local level
to establish channels for cooperation.

Specific functions performed include:

e Promoting Spain as a destination for investment and providing information on
doing business in the country

e Lead generation

e Connecting potential investors to relevant business networks, chambers and
other private service providers

e Providing technical support in the form of partner and location searches and
talent recruitment

Brazil

Apex-Brasil is Brazil’s trade and investment promotion agency. It took its current
form in 2003, becoming an autonomous public agency under the Ministry of Devel-
%%I?ent, Industry, and Foreign Trade to further promote and coordinate trade and

For 2010, the total budget for Apex-Brasil as a whole will be R$286 Million
($160.9 Million). According to figures released in 2008, inward investment pro-
motion was allocated R$50M ($28.1M) from within the total Apex-Brasil budget.
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This was aimed at supporting 29 planned events to be performed in 13 target coun-
tries, along with the provision of an estimated 226 actions of business intelligence,
such as sector studies, market studies, and investment opportunity studies.” Accord-
ing to conversations with Apex-Brasil investment staff, this number was later ad-
justed downwards an undisclosed amount to reflect the onset of global recession.

Apex-Brasil employs 300 people across both its trade and investment promotion
(IP) departments. The IP department has 17 dedicated employees in the head-
quarters in Brasilia, and shares staff members in Apex-Brasil’s offices in Havana,
Miami, Moscow, Brussels, Beijing, Warsaw, and Dubai, merging both trade and in-
vestment promotion functions from these locations. In addition, Apex-Brasil has liai-
sons in Brazilian embassies in other locations abroad.

In terms of services, Apex-Brasil:

e Performs lead generation in target sectors, focusing on “companies and projects
that offer technological innovations and new business models, strengthen indus-
trial supply chains, have a direct impact on national job creation and improve
the volume and diversity of Brazilian exports.”®

e Provides investment facilitation and assistance with doing busienss in Brazil.

e Acts as a liaison between prospective investors and key local and regulatory
bodies.

As part of Apex-Brasil’s strategy to ramp up inward-FDI, in 2009 the agency initi-
ated a partnership with the World Bank Group to deliver training and technical as-
sistance to improve the capacity of the Brazilian States to attract investment. In
this arena, Apex-Brasil’s focus is to decrease the fragmentation among the range
Federal and State entities working to attract investment, with the long-term goal
of facilitating a more integrated approach to FDI attraction.

The Netherlands

The national inward investment promotion entity for the Netherlands is an oper-
ational unit of the Dutch Ministry of Economic Affairs called Netherlands Foreign
Investment Agency (NFIA). NFIA works directly with businesses to attract new lo-
cations and facilitate expansion projects. Funding for NFIA flows through the Min-
istry of Economic Affairs; currently the annual budget is €11.5 Million ($16.5 Mil-
lion). According to agency officials, NFIA plans to use these funds in 2010 to attract
projects worth €500 Million ($718.6 Million) in FDI and create 2,500 new direct jobs.

NFIA has one national office, its headquarters in The Hague. In addition, NFIA
has 19 local offices spread among the United Kingdom, Turkey, the United Arab
Emirates, the United States, Japan, Korea, China, Taiwan, India, Singapore and
Malaysia. NFIA directly employs 100 people worldwide, including 30 in The Hague.
Beyond these direct staff, the agency partners with embassies, consulates and other
entities that represent the Dutch government abroad to deliver its services and mes-
sage. NFIA also maintains a broad network of domestic partners, including munici-
palities, provinces, regional development agencies, ports and airports, research cen-
ters, and technical institutions.

The agency provides the following assistance to prospective investors at no cost:

e Promoting the advantages of the Dutch business environment, particularly as
a launch pad for Europe

e Guidance on doing business in the Netherlands, including labor issues, permit-
ting, tax structures and available incentives

e Site selection and match-making assistance

e Work to enhance the investment policy environment

As organizational priorities set forth by the parent agency in 2006,° NFIA has
broadened their services to:

e Include a stronger focus on encouraging expansions from existing foreign com-
panies.

e Gaining knowledge-based activities, such as R&D.

o Establishing additional offices in emerging market countries, such as India and
China.

7Press Release, December 18, 2008. Apex-Brasil increases resources provided to investment
and exports promotion in 2009. source: http:/ /www.apexbrasil.com.br/portal apex/publicacao/
engine.wsp?tmp.area=149&tmp.texto=4965.

8 ApexBrasil: Brasilian Trade and Investment Promotion Agency, 2009, Who We Are, p.2.

9 Finnish Ministry of Economic Affairs, August 2006, Action for Acquisition, p. 3—4.
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Canada

The Invest in Canada Bureau is one of the three initiatives inside the Department
of Foreign Affairs and International Trade (DFAIT). Its current incarnation dates
back to 1998, when it was created to attract FDI to Canada. Invest in Canada now
meets this goal by undertaking four main functions: working to improve the invest-
ment climate, marketing Canada as an investment location of choice, offering serv-
ices to foreign investors and coordinating aftercare functions once companies have
made an investment.

The total planned budget for DFAIT in 2009-2010 is $214.6 Million CAD ($201.8
USD), with the largest portion ($161.8M CAD/$151.7USD) going toward operating
Canada’s international platforms. $4.5M CAD ($4.2M USD) of the DFAIT budget is
dedicated to programming for the Invest in Canada program; staffing and adminis-
tration expenditures are not included in this figure, but are integrated within
DFAIT’s annual budget.

At its headquarters, Invest in Canada has 51 employees working in investment
promotion. DFAIT has 13 regional offices throughout the Nation and abroad, it has
missions and posts totaling 156, with 50 offices located in the Americans, 42 in Asia
and Oceania, 34 in Europe, 15 in the Middle East and North Africa, and 15 offices
in Sub-Saharan Africa. These offices outside of Ottawa provide a range of DFAIT
functions including the delivery of the investment promotion program in the field.

It should be noted that the Invest in Canada Bureau also works with provincial/
territorial governments and municipalities in foreign investment attraction efforts.
For example, it awards funding to Canadian communities of up to 50 percent of the
costs of improving their investment attraction activities.

Finland

Invest in Finland was founded in 1992 as an independent agency housed within
the Ministry of Employment and the Economy (MEE), which provides its funding.
Invest in Finland has an annual budget of €3.1M ($4.44M).

Invest in Finland employs 18 people at its headquarters in Helsinki, its only office
in the nation. The agency also has an independent office in Sweden and shared of-
fices with the Finnish Export Association in four other target countries. In addition,
Invest in Finland works in partnership with entities in more than 50 countries, in-
cluding consultancies, chambers of commerce, and economic development organiza-
tions, to gather information, generate leads and serve potential investors. Invest in
Finland draws on international business development professionals with experience
in target industry sectors to serve as in-country consultants.

Service-wise, Invest in Finland:

e Performs match-making services, linking investors with Finnish research uni-
versities and institutions, with a target of attracting companies interested in
R&D activities.

e Provides investment facilitation to business free of charge. These services cover
every stage of setting up a business in Finland, ranging from initial data collec-
tion and opportunity analysis to networking and the actual business launch.

o Assists with partner search to support inward Mergers & Acquisitions. Accord-
ing to the European Council of American Chambers of Commerce, “This covers
the whole process of identifying possible businesses and delivering background
information, to organizing meetings and giving advice on a wide range of prac-
tical issues.”10

10 hitp:/ /www.european-american-business.com /2009/1 37.php.
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Summary Overview—RNational IPA Budget Comparisons

Investment Promotion
Agency

Annual Operating Budget

UK Trade & Investment

IDA Ireland

Invest in France
Invest in Spain

Apex-Brasil - IP Dept

525 Million for programming
527.9 Million for matching grants
$266.7 Million total:

$65.9 Million for building costs
$52 Million for administration
515.7 Million for programming
$12.9 Million in grant assistance

$36.8 Million

$10.8 Million

528.1 Million for programming

Netherlands Foreign
Investment Agency

Invest in Canada

Invest in Finland

Invest in America

516.5 Million
54.2 Million for programming
Does not include staffing and

administration

S4.44 Million

=51 Million

Conclusions/Further Recommendations

As illustrated by the organizational summaries above, the developed countries
which capture the lion’s share of inward FDI invest strongly in their IPAs, making
the Invest in America (ITA) office underfunded in comparison to its peers. With addi-
tional funding, ITA would be able to better supplement and complement the efforts
of State and sub-State entities, especially in the form of matching grants in the face
of public sector budget constraints and travel freezes. With additional staff and
leverageable funding, IIA is well placed to attract foreign investment in high-growth
sectors which will ultimately spin off into increased productivity and sustainable
jobs at a time when the United States urgently needs to stimulate growth in the
industries of the future. Drawing on the various models presented above, combined
with an understanding of the unique political and structural environment in which
Invest in America operates, I recommend that the Committee consider $100 million
in additional funding to IIA, $50 million of which would serve as matching grants
to support State and sub-State efforts. The remaining $50 million would do well to
expand Invest in America operations by funding dedicated inward investment pro-
motion officers in major foreign markets, expanding in-country investor outreach ef-
forts particularly via cultivating relationships with significant investors, providing
expanded ombudsman services to potential investors, and establishing a dedicated
after-care team to work with existing priority investors to maintain and expand
their presence in the United States.

About IEDC—IEDC is the world’s largest non-profit membership organization serving the eco-
nomic development profession. From public to private, rural to urban, and local to international,
our members represent the entire range of economic development experience. IEDC is dedicated
to helping economic developers do their job more effectively and raising the profile of the profes-
sion. Building strong, sustainable communities is an endeavor requiring innovative strategies,
tools, and techniques, and IEDC research, programs and services have been developed to meet
this need.



		Superintendent of Documents
	2023-02-09T09:41:18-0500
	Government Publishing Office, Washington, DC 20401
	Government Publishing Office
	Government Publishing Office attests that this document has not been altered since it was disseminated by Government Publishing Office




