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PRESIDENT’S FISCAL YEAR 2010
BUDGET OVERVIEW

TUESDAY, MARCH 3, 2009

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The Committee met, pursuant to notice, at 12:35 p.m., in room
1100, Longworth House Office Building, Hon. Charles B. Rangel
(Chairman of the Committee) presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-5522
February 24, 2009
FC-2

Chairman Rangel Announces a Hearing on the
President’s Fiscal Year 2010 Budget Overview with
U.S. Department of the Treasury
Secretary Timothy F. Geithner

House Ways and Means Committee Chairman Charles B. Rangel today an-
nounced the Committee will hold a hearing on the overview of President Obama’s
budget proposals for fiscal year 2010. The hearing will take place on Tuesday,
March 3, in the main Committee hearing room, 1100 Longworth House Of-
fice Building, beginning at 12:30 p.m.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be limited to the invited witness, the Honorable Timothy F. Geithner,
Secretary of the Treasury. However, any individual or organization not scheduled
for an oral appearance may submit a written statement for consideration by the
Committee and for inclusion in the printed record of the hearing.

FOCUS OF THE HEARING:

On February 26, 2009, President Barack Obama will submit an overview of his
fiscal year 2010 budget to Congress. The budget overview will detail his tax pro-
posals for the coming year, as well as provide an overview of the budget for the
Treasury Department and other activities of the Federal Government. The Treasury
plays a key role in many areas of the Committee’s jurisdiction, including taxes and
customs.

In announcing the hearing, Chairman Rangel said, “I believe the Administra-
tion has gotten off to a promising start. I enjoyed working with Secretary
Geithner on the economic recovery package and look forward to hearing
him present an overview of the President’s budget. This year’s budget
comes at a time of great concern about the economy and presents us with
an opportunity to work together to move our fiscal policy in new directions
fa.nd' ls.eeli, bipartisan solutions to the economic challenges facing American

amilies.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
hitp:/lwaysandmeans.house.gov, select “111th Congress” from the menu entitled,
“Committee Hearings” (http://lwaysandmeans.house.gov/Hearings.asp?congress=19).
Select the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Once you have followed the on-
line instructions, complete all informational forms and click “submit” on the final
page. ATTACH your submission as a Word or WordPerfect document, in compliance
with the formatting requirements listed below, by close of business Tuesday,
March 17, 2009. Finally, please note that due to the change in House mail policy,
the U.S. Capitol Police will refuse sealed-package deliveries to all House Office
Buildings. For questions, or if you encounter technical problems, please call (202)
225-1721.



FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item not in compliance with these guidelines will not be printed, but will be
maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at Attp://waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226-
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chairman RANGEL. The Committee on Ways and Means will
come to order.

This is a crisis in our country. A historic role for the Congress
and our Committee, and we are fortunate to have someone that has
dedicated his life to his country. We welcome the Secretary to come
here and to share with us the direction which he and our President
would like to take. We can’t promise you unanimity, but we can
promise you civility as we all are concerned, Republican and Demo-
crat, majority and minority, with the welfare of our great Nation.

Because of the restriction on your schedule, I will ask formally
what I requested of the minority Ranking Member of the Com-
mittee, whether we would consider reducing the normal amount of
time for each Member to 3 minutes so that everyone would have
the best chance that we can to ask their questions.

Mr. CAMP. Yes, Mr. Chairman, I think that would certainly help
give us all a chance to have an opportunity to question. So, thank
you.

Chairman RANGEL. Thank you. Well, we have a major problem,
of course, with our economy. The fact that we inherited it doesn’t
n}llean that we don’t have the responsibility to work our way out of
this.

It is clear that we are going to be asking some severe sacrifice
from our constituents, but at the end of the day, we would know
that we will be making major investments in the health of our
country, the education of our country, the building of our infra-
structure. We will try to make certain that we do this with a budg-
et that America can understand, that certainly would include the
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cost of national defense, the AMT, which we know is not going to
go away, the reimbursement of doctors, the realistic view of funds
that may be necessary as it relates to disasters.

This means some painful decisions have to be made, and some
have already been made. So we look very closely—we look to work
very closely with you, Mr. Secretary, because you are going to have
to give us the confidence to be able to go get the votes and have
the confidence of the American people.

So, at this point in time, I would like to yield to the ranking mi-
nority Member and thank him for the cooperation that he has ex-
tended in recognizing that a lot of these decisions would have to
be political, but we will try to make it as easy as possible for you
to negotiate through the legislation and the budget that you will
be recommending to us. At this time, I yield to Mr. Camp.

Mr. CAMP. Well, thank you very much, Mr. Chairman. Welcome,
Mr. Secretary. Mr. Secretary, the President’s budget increases
taxes on every American and does so during a recession. Let me
also point out that what the President gives in some tax relief, he
more than takes away in his new energy taxes.

As the President has said, and you can read on the screens, and
I quote, “under his plan of cap and trade system, electricity rates
would necessarily skyrocket. Coal power plants, natural gas, you
name it, whatever the plants, where, whatever the industry was,
they would have to retrofit their operations. That will cost money.
They will pass that money on to consumers.”

The $0.20 an hour you might get under Make Work Pay would
barely cover the added $1.60 a gallon that EPA says that gas could
cost, let alone the potential for an 80 percent jump in electricity
rates. Of course, both of these pale in comparison to the potential
jobs losses which the National Association of Manufacturers esti-
mates to be in the range of 3 to 4 million. That hit would be abso-
lutely devastating to my home State of Michigan.

I am equally concerned that this new tax would have the per-
verse effect of harming our shift to cleaner renewable fuels right
here in America. To manufacture the energy technologies of tomor-
row, we need to utilize the abundant and low cost energy sources
of today. Take, for example, Hemlock Semiconductor and Dow Cor-
ning, both with facilities in my district. One makes the raw mate-
rials while the other manufactures the initial portion of the next
generation of solar panels.

As you can well imagine, I and many in the region are supportive
of and excited about this new growing venture. However critical to
their growth and the region’s economic recovery would be massive
sources of energy and clean coal would provide that source of en-
ergy.

Now, Mr. Secretary, my concern turns to the viability of such
projects under your new energy tax proposals. If these projects are
to be saddled with new regulations and new costs, which the Presi-
dent rightly noted would be passed on to consumers, how do they
get off the ground? How do we grow our economy without new en-
ergy sources?

As much as we may wish we could, you can’t power a plant with
solar alone. You can’t fly a commercial airliner with wind alone.



5

You certainly cannot expect American families to prosper under
massive new energy costs.

There is much in this budget I hope we have the chance to dis-
cuss. Taking a pass on Social Security reform, higher taxes on the
American energy producers, higher taxes on small businesses,
higher taxes on investments. But I am most interested in hearing
your explanation as to how dramatically increasing the cost of en-
ergy in this country, A, helps families, and, B, helps create jobs.

This and many of your other proposals have failed to ignite con-
fidence in the market. In fact, since the President’s election, the
stock market has declined a staggering 28 percent, $3 trillion.
Frankly, Mr. Secretary, that drop has decimated the savings, in-
vestments, and retirements of millions of Americans.

I sincerely hope we will hear today how you hope to reverse that
direction and get our economy moving against so that Americans
can go back to work. With that, I yield back the balance of my
time. Thank you, Mr. Chairman.

Chairman RANGEL. Mr. Levin is recognized. Well, I assume
that the Administration’s position still was the reduction of taxes
for 95 percent of the tax base. I assume he still wanted climate
control. So, I don’t know whether there is any real differences. You
may respond.

Secretary GEITHNER. Should I proceed with my opening state-
ment?

Chairman RANGEL. Yes, the Secretary is recognized.

STATEMENT OF HON. TIMOTHY F. GEITHNER, SECRETARY,
UNITED STATES DEPARTMENT OF THE TREASURY

Secretary GEITHNER. Thank you, Mr. Chairman, Ranking
Member Camp and Members of the Committee. Thank you for giv-
ing me the chance to appear before you today to discuss the Admin-
istration’s fiscal year 2010 budget. It is an honor to appear before
you. I look forward to working with you. We have much to do for
our country and we are going to need to work together to make
that happen.

I have submitted a more detailed statement for the record. I just
want to summarize my statement with a few opening remarks.

Mr. Chairman, we start—we start this debate about the budget,
we start this Administration and this Congress with a deepening
recession, an intensifying housing crisis, and a financial system
under stress. Since the recession began, 3.6 million Americans have
lost their jobs and millions more have lost or are at risk of losing
their homes. Consumers are struggling to obtain loans to purchase
the financing of a car or a home or higher education and many
businesses across the country are finding it harder to get credit.

This crisis, and the policies that preceded it, have helped cause
a dramatic deterioration in our fiscal position. As a country we
start—again, we start—with a $1.3 trillion deficit. The largest def-
icit as a share of GDP the Nation has faced since the Second World
War. As a country today, we face extraordinary challenges and
these challenges require extraordinary action.

In passing the American Recovery and Reinvestment Act, the
Congress has put in place a very powerful mix of programs to get
Americans back to work and to stimulate private investment. The
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combined effect of these investments and tax measures will be to
save or create between 3 and 4 million jobs and to increase GDP
in real terms by 3.2 percentage points relative to what would have
occurred in the absence of had program.

This legislation—and this is critical—also lays the foundation for
very important, long overdue investments that will make our econ-
omy more productive in the future.

Now, alongside the Recovery Act, the Administration is moving
to repair our financial system so that it can provide the credit nec-
essary for businesses across the country to expand and for families
to finance the purchase of a home or a new car. The deepening re-
cession is putting greater pressure on banks, and in response many
banks are pulling back on credit. So, right now, critical parts of our
financial system are working against recovery. This is a dangerous
dynamic, and to arrest it, we need to make sure that our banks
have the resources necessary to provide credit to our economy and
we need to act to make sure that we get credit markets working
again. Where we provide assistance, we need to do so with condi-
tions designed to help the taxpayer and to make sure that that as-
sistance is going to improve and increase the amount of lending
above levels that would otherwise happen.

Finally, the President has launched a broad plan to help address
the housing crisis. We are moving quickly with a comprehensive set
of programs to help keep mortgage interest rates low, to help mil-
lions of Americans refinance, and to help make mortgages more af-
fordable again for millions of Americans.

Now, these actions are absolutely essential to lay the foundation
for recovery. But President’s budget builds on this foundation to set
us on a path toward long term sustainable growth. The budget
breaks from the past by honestly and transparency presenting the
reality of existing policies. By making tough choices, it presents a
fiscally responsible path to cutting our deficit in half in 4 years. At
the same time, it lays out innovative policies to provide middle
class tax relief, to reduce health care costs, to promote a clean en-
ergy economy, and to invest in education for all Americans.

The first step in addressing our fiscal problems is to be honest
and candid with the American people about them. This budget is
straightforward with the American people about the challenges we
face. We include in the budget the likely future cost of foreign
wars, about natural disasters, the cost of fixing the AMT each year,
reimbursement for Medicare physicians, and the potential need—
the potential need for more resources to address this financial cri-
sis. We offer a 10-year rather than a 5-year budget presentation.

This proposal lays out some carefully designed but very substan-
tial changes to policy to address our most critical long-term chal-
lenges in the areas of health care, energy, and education. We make
these commitments within a framework that puts us on a path to
fiscal responsibility and fiscal sustainability.

The soaring cost of health care presents a crippling burden for
families and businesses and our long-term fiscal path. Our budget
begins the process of major reform by lowering cost, improving
quality, and expanding access. Just to give one example, the hos-
pital quality improvement program proposes to pay for performance
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and reimburse hospitals for the quality services they provide rather
than merely the quantity of services they provide.

There is no path to addressing our long-term entitlement chal-
lenge, our long-term fiscal problems, that does not begin with
major health care reform. Any effort to simply reduce the growth
of Medicare and Medicaid without holding down the growth of the
overall system would lead to a two-tiered health care system in
which the poor and elderly receive lower quality care than private
patients. We need health care reform that moves to affordable cov-
erage to all, increasing quality and prevention, and reducing cost
inefficiencies. This is a moral imperative, an economic imperative,
and a fiscal imperative for the country.

Now, this budget also puts forth a significant commitment to re-
duce our dependence on uncertain supplies of foreign oil and car-
bon intensive energy, a dependence that threatens our economy,
our environment, and our national security interests. Investments
in energy efficiency and renewable energy will create new Amer-
ican jobs and industries and lay the way to a new green economy.

If we are truly committed to an economic policy that will make
our Nation both more prosperous and more just, we cannot short-
change our commitment on education. It defies our basic values
and our economic common sense to deny any child the quality pre-
school, the quality teachers, and the quality higher education they
need to compete in this 21st century global economy.

Mr. Chairman, these are causes you have fought for your entire
public life and they are issues that our budget champions as well.
The budget calls for more resources for early childhood education,
new incentives for teacher performance, and a significant increase
in the Pell grant, together with the President’s American Oppor-
tunity Tax Credit, which provides up to $10,000 of tax relief for a
single student going to 4 years of college.

On the tax side, this budget targets tax relief at middle class
families that have lost ground during the last 8 years. We reward
work through Making Work Pay tax credit for 95 percent of work-
ing Americans and the expansion of the Earned Income Tax Credit.
An expanded savers credit, an automatic IRA and 401(k) provi-
sions, help promote savings and rebuild wealth. Other tax cuts are
also pro growth, including a zero capital gains tax provision for
small businesses, a permanent expansion of the R&E tax credit,
and most of all these changes are paid for with other savings in
the budget to ensure fiscal responsibility.

This budget also seeks to close the tax gap by tackling tax shel-
ters and other efforts to abuse our tax laws, including on the inter-
national front. Over the next several months, the President will
propose a series of legislative and enforcement actions to reduce
tax avoidance.

I want to emphasize that we propose no new revenue increases
in our budget—none—until we are safely into recovery in 2011. At
that point, when the consensus of private forecasters projects sig-
nificantly positive growth rates for the economy, the budget re-
stores tax rates to the pre-2001 tax rates for families making more
than a quarter of a million dollars.

Even with the critical long-term investments in health care, en-
ergy and education, proposed in the budget, overall, nondefense
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discretionary spending in this budget will fall to levels well below
its long-term average as a share of the economy. The overall
amount of government outlays as a share of the economy rise only
slightly above the long run average once you account for the inter-
est cost associated with our inherited deficits and the impact of the
aging of the baby boom generation on entitlement costs, and of
course, the health care costs that are burdening the economy as a
whole.

The President and the entire Administration share a commit-
ment to fiscal responsibility, and we look forward to working with
you, Mr. Chairman, and your colleagues to confront the dramati-
cally difficult fiscal challenges that lie ahead. We must remain
committed to a fiscally responsible path over the longer term. In-
vesting in health care, energy, education, and a fairer Tax Code
will help generate a stronger economy over the longer term, but we
have to make those investments in a framework that brings us
back to the point where we are living within our means as a Na-
tion.

A critical part of laying the foundation for economic recovery is
a clear commitment now that, when recovery is firmly established,
we bring the deficits down to the point where they are sustainable.
The budget does this by making the tough choices to reduce the
deficit down sharply to the point where our overall debt is no
longer growing as a share of the economy.

If we do not do this, then we face the risk that government bor-
rowing will crowd out private borrowing, causing higher invest-
ments and weaker growth. When I last served in the Treasury De-
partment in the nineties, fiscal responsibility helped create a vir-
tuous cycle of greater confidence, strong private investments,
strong productivity gains, higher overall growth and income gains
for the broader American economy.

Now, the problems that confront our Nation are daunting, but we
are a strong and resilient country. We have faced these challenges
in the past and we will confront them effectively. This will not be
easy but we have a great responsibility to the American people to
work together to confront these challenges.

Thank you. I would be happy to answer your questions.

Chairman RANGEL. Thank you, Mr. Secretary.

[The prepared statement of Secretary Geithner follows:]
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o improve conditions in cer housing market.

The Administration's affordabilsty plan will help all Americans buy and refinance their houses
b eneouraging kow mangage interest ries. [n addigion, ivwill offer 1o help 2 10 3 mllios
Fomnewners o refinanes, A it will help ancther 3 0 4 wllion Boemeowners who are ol risk of
Torrge sy through no Bt of their ewn e convert theer unalTordahle morkgages into affondable
OfES.

These dhrew plans fomm oear immodiate and integrabed response o the maton's coonamic and
financial challenges. All three are carefully linked 1o our 20140 Budgei.

The Badget: & Flan fer Fisenl Sustnimability and Investmends for Shared Prosperity

The Presidem”s Budget carries forward and expands upon cur inmmediate resporse to the aome
problems confronging Amenca.

It also marries these effons o an honest plan for how o proesed after recovery hes taken held
and the Fineseial syseeim has stabilized. B laye out bow o achieve loag-term defleit reduction by
meversing Che shamt-lenm incnsases thal ans o miczssany B achicve rxoaery and stabaliny -
mcreases thal will ave io be substantially reduced in erder to get the nation back infe fiscal
shape. And it provides a Bluepring for the invesimenis m health care, education and energy that
are soeritical i sur long-temn fubare.



12

EMBARGOED UNTIL DELIVERY
As Prepared for Delivery

Feckper Flomezty

The: Prosident™s Budgel begins by offering an honest assess=mont af the demensians of tho
protdems facing the couniry in the intermedime and long-term.

The Presidem”™s Budget ends the practice of only recognizing the cosis for overseas contingency
operations - such as the wars in Iroq eed Afghanisian - for os e s one yeer o & time and
irstead pokem bedges tha thene is muli-yesr eost thal masa be refecied in the Budget,

It akes into acesunt the posaibilay of @ nared disesier sach g5 Hamicane Kacnea, insseml of
assiprdng thal the sy wll be Tree oF such disistens and the a8 of hedping Aanienanmd pul
their Fives and communitios hack ogether.

It ends the practice of assumsng an mercase in revenues from the Allermative Minimum Tax
(AMTYL. The AMT has been “pabched™ yvear after year, but for the first time our Budget reflects
the cost of doing so.

It ockmcdedges thal, as expensive i it already hes been, our effan o stahiliee the fisancial
syatem might cost mane, It establishes o plecehalder oo belp ensure we cin cover sy addizional
lirtaandial Al iy cosls

1 shioslid meorke: Beres thal the exisence of the 5250 billion placcholfer Tor Gnimeial stabadity s the
Pressdent’s Budget does not represent a specific reguest. Bather, as events warrant, the President
will waork nath Congress 1o detenwine the appropmaie size and shape of such effons, and ax mane
information becomes available the Adeninistration will estimate potemial oost.

Finally, the Presidenis Budget gives o faller view of the governmeni®s finances by looking om
teit vesrs, rather than the five vesrs which has been the praciice with hudgess in recent years,

.Etl.l'l.ll'].ﬂlr_I it (R LT, TRUTTR T ) Fiaesn! h.l.l.ulm.r*n'fl"r

We have set am ambatious, but econaomically crucial gnal for bringing owr deficiss down
dramatically onee the recovery (s firmly established and finsscial stalulity has renened

We progect that the deficit lior the cusrent Tseal year, ineluding the recovery and stability plans,
sl b B1.75 arillsom, or 123% of GOP, OFthat, 51,3 1rillion, or 9.27% of GO, wis abesdy m
plaee whin we pssumed office.

The: President is determined to ot this 5023 trillion deficil by of least haldl = four yoars. This
wold brimg the deficii down 1o 2333 ballion by fiscal year 2015, More imporiandly, it would
redice the deficit oo abowr 3%, of GilAF,

By hringing the deficit down s the range of 3% of GOP, we can keep our ratsonal debt - the
aggregate wtal of our past defichs - from growing faster thn the economy (Eelf and keep the
st of our Sebi relative b the seommy Froon maing W ans the end of our bem sear baadpet
wimdo.

Falure bo medooe deficits 1o this level would resolt i highor imterest rates as govemment
bcarowing crowids cut private investmenl., keading o slower growth and bower living standards
T Aumiericars,
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Koy Bevenne Pravisions e de Preskden s Badget

(ur revenue provisions are designed wo encourage growih and recovery, improve the faimess of
the e eode and sagpaon the Presidest s ericical priovivies in s fiscally responsibsde panner

Chur revovery plam redices the sverall e burden on the American ecomoerny 1o help get e
eeandmmy bik om rack,

The President”s Bucpet takes up whare the recovery plam kaves ofT, culting laves Tor 95% of
working Americans by making permanent the kMaking Work Pay tax credit of up to 400 for
individsls and $300 for familics, The Hudget provides scklinomnal tax relief by expanding the
carmgd o L cridil Tor hisvor-ineom: Buvalics sl extendmg the Armericis Opporumily
Tax Credit that provides ap to 52,500 tomard higher education. All of these are in the reoovery
plan that Congress enacied last month, b only in iemporary form. The Budgei olse expands the
Saver’a Credin as par of thee President”s comivatment 1o kelp Americans rebulld their savengs,

The President”s Baelipet inchidss 1an proassions 0 heldp small Businessses, I meogmacs thal iy
small husimessas are operated a3 sole proprictanshipa or throoph partnerships and other fow-
through entities, and leaves the individual income ax rates o which these small businesses are
taned unchasged im 200 and 3000, By exiending the cument rase stnaciure Tor fumilics caming
Tees Tham SE30MH after 2000, i ersancs thal 57%% of amall businesses will rigeive additional L
relief at that time or see their rates remain unchanged.

Maoreover. the Pressdent's Budpet will provide small business owners with a new 2om capital
gains mie an new investments. in thedr businesses, which should help them plan for expansson
and gugocesEm,

Tn phdivsion, e Do gt willl Belp prosode morg ineemlives lor immovation gl ineneass stabaliny m
the tax code by making the Research and Experimeniation tax credfl pemeanenl.

By 201 1, when the cconmmy is projected to bave recovered, it will be imponant for the matson 1o
peart in place policies that restore fscal responsibility. For this reason, our Budget ineludes
reveni changes that beeame effective m thal sme. Thoss makisg ke than S250L M0 will ool
seu lanes incrvasse, The meangmal ralis for the top 2% ol moomse camiers will retum toowhene they
wene during the powerful eoonomic expansion of the 19940s,

The Bradget also seeks wo restore faimess 1o the mx code. For example, the Badget proposes o
tan che compensation paid o hedge fund mansgers, privete equity panmers sed others in the same
way hal wei tan the wapes pasd 1o ordingry Americans workem, By closisg this “carréed inlinest”
previmion, the lax code will provide squal B treatmensd for wapes repardbess of whether an
individsal works ns & seacher or 2 bedge fnd masager.

Ther Bsdget addresses the serious issue of the “tox gap,” the d&ifferenoe between whit inxpayers
Tegally oowg el the arvount that ey pay, Hislding oo the recenily enacted proposals oinenziss:
mfcrmaison reporing. the Budget includes a mew proposal i require adiditional information
repanting for rentnl propenty expense payvments. We will make odditional infonmation reporting
prepesals when the full Budge i released.
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The Busdget alwo seeks 1o close the tax gap™ by tackling tax shehers and other efforts 10 sbuse
oot 1ax lows, includisg inemational wx evasion effons.

The Busdget addresses the use of offshore siructunes and scooums by LS. corporations mnd
mlividuzle b avosd and gvide ULS teoaes, Chver the next several moaths, the President will
pripparsa: o series of lepislative and enform:ment messunes o nsduce such LS, B evasion aed
ayoidanoe.

Some prapasals will focus on the rules inour tax code ths put thase wha et and creaie johs
inthe Limited States ol & disscdvantage. We will propese rules 1o both refoms U5, comporstinons”
alrbiny s deler Foneign eamengs o deter hiph imeome indivedoaks and corporalsims o wsing
s havens 1o mvoid laxation,

Path to Prosperity: Invesimewis in Health Care, Education and Enerpy

Thar Prisidin™s Basdget will put the nation bock an a sestainabde fiscal path that is so impaorias
for long-term growth. Bui the Budget is aboul much more thas deficii reduction. [m i, the
President reverses our govemment’s komg neghect of eritical investments in health care, education
and energy i cader B impeoy e The econoniy™s perormance sl 1A the standand of living of this
penerlicm af Americans and of fatune genorations.

Irreexiing fw Heaith Care

Withour & plam o nefamm and bring doum costs throughoul cur entine bealth care systom, budgo
deficits will sian climbing again as the costs of Medicare and Medicaid mcrease with rising
cveradl health system cosis. And we will not have inken o single step cowand the time when every
Amrican — mo sanker their income — recetves the qualiny, affandable health cane they deserve,

I pecenl years, most progorsals for how e posersient should cops wih it dsing health care
costs by centered on trving 1o hold the growth of Medicare and Medicasd costs hebow that of
the overall system. Ban there is wide agreement smang experis that this is pod 2 kong-term
solutios for comzining health care spending,

Any effon w slow the growth of Medizone"s smd Medicnil s oosts requires showing down the
coets af the overall system and tha, i v, & helpad by subsiamially expanding secess 1o cine
T o mtherwise waould resull im economically dissarting cost shifls, whene those whis ane coversd
end up paying higher prices 1o pick wp the medical inbs of those who are not.

That's why this President is commatied 10 schieving a goal that has eluded presidenis sincoe
Frankkin Defans Boosevelt, which i 1o redorm Amencn's healt care system o make i less
coetly, more comprefensave aml Girer

W alrendy Bave mighe o diown-payiment on this el by meluding aver 520 ballion Tor health
infimmalion technology, cmpartive effectivenoss and provention in sur recovery plan and by
extending and expanding the Children’s Health Insurance Program for eleven million chibdren.

Tha President”s Busdget will greatly advance that effort by settieg assde a reserve fund of more
than 2530 billeon cver ten years (e help finance reforms. The fed will be Ananced on 2 reughly
5050 hasis froen nevw revenues froen those Amencans wha can best alTord this cicriliee el
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beealth system savings associated with, among other things, reducing drug prices by speeding
access 1o affondahle generics.

Trwastingy i Edlaeation

Witk the Presidem’s new isnvestments, we risk kaving o gemeration of workers unagaipped
compete in the 21" ceniry 3 global econciy. I coder w0 ensane thal our warkers &ne preparcd s
compaiy and that the eoonomy can conbime bo grow, wo must meress the number of Amaricins
whar have the appartunity and shility to eam a college degroe.

This is particularly imponant because of the projected showdonn in the growth of cur labor Foree
cver the coming decndes. And it is particulady imporiam Sor thase inour socety - such as those
frm menory sl lower-income Tamilies - wha bave irmbitionally b lewer mies of college

SR

In ths light, the higher cducm proncisions m the President’s econdamic reeovery plan ane
esszniial to our kang-term ecomomic sirategy because during persoads of economic siress, the
students who gre most likely 1 drop out or never stiend college are those for whom cost is the
brijrpesd hirticr,

The Fresident™s Hudger oncludes sbeatitinl sirides towands ensuring that a college education is
affondable for all Americans. The Amencen Opporbamily Tax Crodil will provide up to 52,50 &
wear of mx refief for a stedent gaing 1o college. The combination of the partially refundable
mature of the credit and a sizeable incrense in the masimum Pell Girant to 835001 & vear embodies
P Presadeiil’s conmmtment I ¢nsuring vourg people a1 all income levels san obitain a eolloge
deproe,

Al the <amw time. the President’s Budpet ensares thal mone young sdulls will bo ready for
colbege by siarting them on the right track in early childhocd.

The President’s commitmend 1o guality early childhood education neflecis the belief of expens
ranging from child peychologists o the Minneapolis Federnl Reserve snd hobel Prize-winning
oo n Jasnes Heckenan that these progranm are amcesg the Bighest-gayisg investments o
only for children, bul for the coonomy a a whode. Tha is why the President’s Badget inchide=s
measures w0 help simes improve their cardy education programs, alomg with funding o expand
Head Sion and double the pswher of chdldren i Farly Head Swan

Trvasting e Roofueing dwevien s Depernchenss o Foreii £

Witk the Presidem’s new isvestmenss, the nation will remain dependent on encemnain supplics
ol Foreige ol and caban-miarive nergy — 4 dependence thar thisalers auf eeanamy, s
envirvnmaent amnd our national securilby.

Thar Presidient™s enerpy investments meflect cur effors b e brosd-bassd maskan imcentives v
miove us as efficiently and as quickly ns possible towards o clean energy cconmmy, while also
priwviding relied 1o those whis ray bear o temponary ineneese i eapenses during that s don.

The recovery plan mchades $43 ballion in invesimenis i clean energy 1echnodogies for programs
like creilmg a arvar clesmeily gnd, impraving energy clliciency, and wvesning i greei ol
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As the President has made elear, we will work nith Congress 1o develop an economy-wide
emissions pedection program 1o bring emissions down epprosimately 14% from 2005 levels by
M0 and approcdmately B35 from 20068 levels by 20800 This program should inchede o 1P
aAim of Garbem permsts — ersurmg thal the biggest pollaers don’ profin e e basis of pas)
pollution — and shosakl use a cap-and-trade sysiem that has worked offectively inthe past as a
mechamism o combant ecid min.

The: funds raised through this asction could be used 1o invest an additional £15 billion a year in
cleam energy vechnologies. B would olso go bomands covering the cost of making the Making
Waork Pay tan eredil perranent, providieg 95 pereent of Amersean Gmilics with my neisef, 11
Ehere are any sddilioeal revenues, thess: coukl po back 1o the American poople, with a focos on
compensating vulmerabde commundties, businesses and famibies. The govemment wall sei the
axample by, apnong other things, retroditting its buildings in order 1o improse their overall
efffeiency and save wapayers billioees of dollems

In all of the President’s Budget proposals, as in our recovery, sinhilicy and afferdabilioy plass, we
il make goosd om he impernses sel by e President we eperate in the bright Fght of day o
that taxpayers cam know bow their momey is being spent amd can holid ws acoommtable.

Tha: prablems thil conlront this mstion ane daunting. Bal we ame g sirong asd mesourci lal oty
Faced with great challenges in the past. we have shown the will w0 overcome adversity and canve

o path hack to prosperity. We will do so ngain

A& budgel is about mare than columns of numbers and trend lines scross o page. This Budpes
eimbdies our valies, our aspirstions, and our will b overecens the cumem onsis and usher ina

W IRETETIY
1 Ik Torward e working closely with s m this great endeaver,
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Chairman RANGEL. I am very anxious to find out at this hear-
ing and subsequent hearings as to what the differences will be as
we approach this very serious economic crisis. I don’t know wheth-
er an alternative has been presented to you by the minority. I am
under the impression that most all economists agree that we have
to do something to stimulate the economy. No one can challenge
the fact that we are taking the education of America—the access
to education to a historic high. That no one can challenge the fact
that a healthy America through universal health insurance means
a more productive America. When we find those who know best
about our National security, we will have tremendous savings
there.

Everyone says that you should not increase taxes during a time
of recession, so we move into 95 percent of taxpayers who would
have it reduced.

Climate control. I don’t think the President has made a commit-
ment as to how we are going to distribute the equity in terms of
the cost that it is going to take, but I know that is something that
we all have to be working together on.

Of course, the whole concept of a green society and new jobs and
new scientific research projects is something that is going to make
this a better and stronger country.

Recognizing that there will be pain felt by other people, could
you kind of just share with me what appears to be the biggest com-
plaint that is made by those people who are not completely sup-
portive of the direction in which the President is taking us? Be-
cause with most of the complaints that people have at a time of
thitt has to be done, you don’t find unanimity in terms of the end
goal.

So, could you share with us what we would have to overcome in
order to reach the President’s goal?

Secretary GEITHNER. Mr. Chairman, I think that what the
economy requires, what the American people demand, is that we
move as aggressively as we can to get growth back on track. That
at the same time, we lay the foundation for these critical invest-
ments in improving education outcomes, laying the foundation for
a greener economy, and addressing the health care crisis in the
country, which is again presenting a crippling burden on American
business.

You know, as a country, we spend almost twice what other major
economies spend on health care and we do so in ways that still
does not deliver the kind of high quality health care to the average
American that our people deserve.

These things are critically important to our economic future. I
don’t believe that we have any alternative as a country except to
make those investments and to do so as carefully and quickly as
we can.

That is not enough. We also have to demonstrate to the Amer-
ican people, given the size of the deficits that we start with and
we inherited, that we are going to work with the Congress to put
our country back on a fiscally sustainable path. We have laid out
a very ambitious set of targets that once recovery is firmly estab-
lished, we are going to bring those deficits down and that is very
important to do. You have seen the benefits of what those policies
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did in the nineties and you can understand and imagine the cost
for our country if we do not do that.

The alternative would be we would face higher interest rate costs
and a greater burden on growth going forward. So, I believe this
is the right package for the country. It is critically important to do
and challenging to do, hard to do, and we have to do it together
with the Congress. But I am confident, Mr. Chairman, that this is
the right path for the country.

Chairman RANGEL. Thank you. Mr. Camp.

Mr. CAMP. Well, thank you, Mr. Chairman.

Mr. Secretary, President Obama stood before the Congress and
said that his budget won’t raise taxes on anyone who makes less
than $250,000 a year, but the budget before us assumes large
amounts of money from cap and trade, or as we learned last week
in this Committee, tax and trade. That means higher prices for
Americans for food, for gas, for electricity and in a State like Michi-
gan, for home heating, pretty much anything that they buy.

Won’t that hit more than the top 2 percent of taxpayers? My
question is what Americans won’t end up paying more for virtually
every item, they purchase because of this higher tax on energy?

Secretary GEITHNER. Congressman, thank you for raising those
questions and I want a chance to respond, and also to what you
said in your opening statement, because this is very important. The
overwhelming priority for the country today—and this is what the
Recovery Act does—is to get people back to work and stimulate pri-
vate investment. The Recovery Act does that by reducing in a very
substantial way, the overall tax burden on the American economy
as we go through this recession. That is good economic policy. It
is necessary economic policy. There is broad-based support for
doing that. During this period, while we are still going through a
recession before recovery comes, we do not raise any taxes.

Now, in the budget, the President proposes to make permanent
tax reductions that would benefit 95 percent of working Americans
and the overwhelming majority of small businessowners, people
who receive small business income. It also includes very, very sub-
stantial benefits in terms of reducing health care costs that will be
very important to businesses across the country improving long
term growth rates.

Now, it is also important that we move to reduce our dependence
on foreign oil and that requires that we do things to change the in-
centives our country faces and how we use energy. The resources
generated by that program, that cap and trade program, will be di-
rected to paying for this commitment to Make Work Pay to provide
additional support to facilitate the transition to cleaner energy
sources. If there are additional resources we will compensate to off-
set the cost for people who might be most affected by that.

Now, if people don’t change how they use energy, then they will
face higher costs for energy. But there is no way to try to get us
on a path to energy independence and address the critical problems
without changing the incentives that are

Mr. CAMP. I appreciate that and time is so short, and I am al-
most out of it. The concern is, I think you mentioned that this
Make Work Pay tax relief would offset the costs. The problem is,
a lot of people don’t get Make Work Pay. If you are unemployed,
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you don’t qualify. If you are a student you don’t qualify. If you are
a retiree or a family earning more than $190,000 a year, you don’t
qualify. The problem is $0.20 an hour will not offset the higher
costs of energy in this proposal.

I realize my time has expired. I am very concerned about the
proposal and its impact on charities that limits the itemized deduc-
tion. We are in a recession and taxing the top 2 percent, which is
what you are trying to do by limiting this deduction, actually hurts
those most in need. Those who rely on philanthropy, on food banks,
the Red Cross, on Salvation Army. So, I would ask that you reex-
amine that proposal. Thank you.

Secretary GEITHNER. Mr. Chairman, can I respond briefly on
those two points? They are very important issues raised and I
would like to clarify in this case. Let me start with the charitable
contribution that you referred to.

What the President is proposing is beginning in 2011 as part of
an effort to make sure that we do health care reform in a fiscally
responsible way, that we would reduce the tax deductibility of char-
itable contributions for—and this would only affect 1.2 percent of
taxpaying Americans, and those Americans account for a modest
fraction of charitable contributions, and we are only restoring those
rates to the level that prevailed at the end of the Reagan Adminis-
tration.

The combined effect of this change in the President’s budget will
be substantially beneficial, not just the sake of local governments,
but to businesses across the country and to universities and to non-
profits. Very important to look in that context.

The typical American only gets to deduct 15 percent. We are re-
ducing that rate to 28 percent. We think that is fair. Again, this
is as part of a comprehensive health care program that we want
to work with the Congress to design that we are paying for a fis-
cally responsible way.

Mr. CAMP. Far more than the top 2 percent rely on those char-
ities for their help and support.

Secretary GEITHNER. But this provisions only affects a very
small fraction of Americans, 1.2 percent is the estimate given us
by independent——

Mr. CAMP. The phaseout of the deduction, yes. But the actual
contribution to the charity which will be hurt by that tax proposal
will affect those at the lowest end of the economic ladder.

Secretary GEITHNER. Only if they change their behavior in re-
sponse to this provision. The evidence is mixed as to whether they
would do that. The biggest impact we could have on charitable con-
tributions is by getting this economy back on track and addressing
the long-term challenges.

Just one more thing, Mr. Chairman, back to where Mr. Camp
began on cap and trade. The President’s proposal is to take these
resources and use them to finance making permanent a tax reduc-
tion that will benefit 95 percent of working Americans. That is the
critical fact. Additional resources will go to help facilitate this tran-
sition to clean energy. If there are additional resources raised, they
will be directed to those people who are most affected by the poten-
tial increase in their costs. But you can’t address the problems of
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climate change or dependence on foreign oil without changing the
incentives people face for how they use energy.

Chairman RANGEL. The Chair recognizes Mr. Levin from the
troubled City of Detroit.

Mr. LEVIN. Thank you. Mr. Secretary, let me ask you two ques-
tions that I would like you to answer based on your years, really
a couple of decades with experience with economic fiscal and mone-
tary issues. One relates to carried interest. You comment on this
in your testimony. You say by closing this carried interest provi-
sion, the Tax Code will provide equal tax treatment for wages re-
gardless of whether or not an individual works as teacher or as a
fund manager.

Secondly, if you would comment on the enormity of the economic
challenge that you have faced coming into the Treasury Depart-
ment.

Secretary GEITHNER. Thank you Congressman. On the first
issue, the President’s budget proposes to treat income that Mem-
bers of partnerships get in payment for services provided to the
partnership the same way they are treating ordinary income. We
propose to do that for all partnerships. That is a fair thing to do.
I think the American people understand why that is fair and it re-
stores a basic imbalance in our current system in a way that helps
us meet in a fiscally responsible way these deep long-term chal-
lenges we face. So, I think it is good policy and we very much hope
that will become law.

We began, as I said, with a recession that is deeper and broader
globally than we have seen in generations. What has happened in
the United States today, which you see in the loss of jobs and busi-
nesses struggling across the country, you are seeing really around
the world. This crisis is powerful in part because it comes after a
long period in which you had a huge boom in credit, people taking
risks they didn’t understand, people borrowing more than they
could afford, governments borrowing beyond their means, and that
was unsustainable. We are seeing the other side as an adjustment
to that long period of excess growth and leverage.

That was a product of many failures in policy and oversight. We
are going to have to bring about very comprehensive reform of our
financial system, here and around the world, to prevent this from
ever happening again. But you need to look at everything we are
doing through the prism of the magnitude of the economic chal-
lenge we start with. Because if as a country we don’t move aggres-
sively to get people back to work and provide support for demand
in growth, then we are going to be living with a longer deeper re-
cession that will cause much more damage to the American people.

The President’s judgment, based on the lesson of watching coun-
tries deal with crisis in the past, that unless we move aggressively,
the cost of the crisis will be much more damaging. So, the choice
we are making, and it is the fiscally responsible choice, not the just
the economically sensible choice, is to provide substantial support
for demand, fix the economy, fix the financial system, get credit
flowing again. Because to not do so would live us with a longer
deeper recession with much greater cost to the American people.

It makes everything we are trying to do much harder, but we
have no choice as a country but to try to work through this. We
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want to make sure that the American people understand that we
are going to keep after this, we are going to keep at it until we can
fix it, until we lay a foundation for not just recovery, but an econ-
omy that is going to be stronger in the future.

Chairman RANGEL. Thank you. The Chair recognizes Mr.
Herger from California.

Mr. HERGER. Thank you, Mr. Chairman. Mr. Secretary, I have
been examining this document and I must confess I am very trou-
bled by what I see. While I would like nothing more than to work
with you and the President to put our country back on the path
to fiscal responsibility, when I look at this budget, I see a net tax
increase of about $1.4 trillion, a tax increase that will full espe-
cially hard on job-creating small businesses and charitable organi-
zations. But in spite of this tax increase, this budget also manages
to increase the debt held by the public by $7 trillion over the next
10 years. That comes out to some $60,000 per household. It is as
if we had bought every family in America a brandnew luxury car
fully loaded, but completely unpaid for. It seems to me that this
kind of overspending is exactly what got us into this financial
mess.

My question is where is this money going to come from? Does the
global economy have the capacity to absorb this much additional
government debt and is China going to be able to keep buying our
debt at this rate?

Secretary GEITHNER. Thank you, Congressman. Let me start
out by pointing out that the deficit that we start with, which is a
product of the policies of the last many years and is the product
of this deepening recession, leaves us with a $1.2 trillion deficit.
Now to fix this crisis, to address it, to arrest the decline in the
economy as a whole, Congress has decided already to provide sub-
stantial stimulus to the economy and provide substantial resources
to fix the inherited problems in the financial system.

Those are what produced this temporary increase in the deficit.
That is absolutely necessary to solve this crisis. There is no alter-
native. As Congress has already realized, it has to act quickly to
address the recession, mitigate the recession with substantial sup-
port from the government.

Now what this budget does is commit to bring those deficits
down to a level that is sustainable, in a way that is fiscally respon-
siblei in a ways that does not pose undue burdens on the American
people.

It is very important to point out that 93 percent—97 percent of
small businesses have incomes below $250,000. The tax provisions
in this budget will reduce taxes on 95 percent of working Ameri-
cans. The only parts of the economy that see an increase in the
marginal tax rates are those at the very highest end and there we
are just restoring to the levels that prevailed in 2001 and only after
recovery is firmly established.

This is a remarkably fiscally responsible budget. I don’t think
you have seen a budget this fiscally responsible in a very long time.

If we were not able to do this, to commit to get us down, then
as a country, we would face the prospect of higher interest rate
cost, lower investment, lower growth in the future. That you are
absolutely right. We have no choice as a country that as we try to
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address the recession that we make people confident, both here and
around the world, that we will have the will and the ability to
bring these deficits down.

But this is a very pro-growth budget. It is very favorable to small
businesses across the country. It is very favorable to the average
working American. It makes very important investments in things
that we have not been investing in over the last decade and at
great substantial cost to our economy.

The alternative path for us which is to sit back, hope this crisis
burns itself out, would mean a much deeper recession with much
greater damage to American businesses and families, with much
greater fiscal damage to our economies leaving us with much great-
er deficits in the future. The judgment we are making—and it is
absolutely the right judgment—is that as a country, given where
we started, we have no choice but to move aggressively on these
fronts. We are trying to do so in a way that is as fiscally careful
and responsible and is going to leave our economy stronger, not
weaker, in the future.

Mr. HERGER. Mr. Secretary, I respectfully disagree with you.
But my question is where is this money going to come from? Is
China going to be able to continue with a bad economy to continue
investing in us as they have in the past?

Secretary GEITHNER. Congressman, the best way to for us to
sustain confidence in our country is to act to solve these immediate
problems we inherited and to try to get the economy back on the
path to sustainable growth going forward.

Now, that is a necessary condition. It is not sufficient. As we do
it, we also have to commit to bring these deficits down in the fu-
ture. If we do those things together, we are going to be able to sus-
tain confidence in the American economy and the American finan-
cial system. The alternative path as I said—for us to stand back
and hope this resolves itself—would leave us with a deeper reces-
sion, higher deficits, higher debt, and much greater risk of long-
term cost to our economy and the capacity to grow as a country.

Mr. HERGER. I don’t think anybody is recommending that we do
nothing.

Chairman RANGEL. Mr. McDermott.

Mr. MCDERMOTT. Mr. Secretary, as I look at you, you remind
me of a dilemma of a battlefield medic who finds a patient in the
field bleeding from a variety of sources. He starts a transfusion,
$700 billion, into the problem, but it continues to bleed. What I
don’t understand is what is preventing you from taking him back
to the hospital, nationalizing the banks as the Swedish did, and
deal with some things like shared appreciation mortgages.

That issue has been laying there for 25 years with uncertain tax
consequences. Banks could use it to work out loans with various
people who have gotten in trouble whose loans are under water.
But the tax consequences have been on the no-ruling list for 25
years so they don’t know how to do it.

So, I am asking you why don’t you use the more powerful instru-
ments of the Federal Government to force the lending? I mean, we
can continue to give money to banks but it if they say, well, I
haven’t got enough capital yet, then they are not going to lend. So,
I would like to hear you talk about that.
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Secretary GEITHNER. Thank you. You are absolutely right that
fixing the financial system so that credit flows again is really im-
portant for our economy. If we don’t do that then the big, powerful
impact of the Recovery Act is going to be limited and we will be
living with a deeper more protracted recession. It is very important
that we do this and do it aggressively in a way that will improve
the amount credit available to the economy, and that is what we
are doing.

We are doing it through two very important strategies. The first
is to try to make sure that banks who need capital are going to
have access to capital.

Mr. MCDERMOTT. But who decides when they have enough to
lend?

Secretary GEITHNER. That is a combination of judgments that
are complicated to make. But the key thing is to make sure they
have enough so they can lend. Now, when we do that we don’t do
it for the benefit of the banks. We are not doing to because we
want to give assistance to the banks. We are doing it because the
people who depend on banks, small businesses and families across
the country, need access to credit in order to expand and grow and
finance their dreams.

Mr. MCDERMOTT. Or keep the doors open.

Secretary GEITHNER. Exactly. Exactly. But you have to do it in
part by making sure that banks have enough capital to lend. Our
country, we have a remarkably diverse financial system. We have
9,000 banks, large parts of our financial system were not part of
the problem and they are going to be part of the solution and they
will be expanding and growing in this context. But parts of the sys-
tem are going to need some temporary assistance on tough condi-
tions. We are going to provide that assistance in ways that provide
greater transparency and accountability to the American people, on
tough conditions designed to make sure that that assistance in-
creases lending and doesn’t go to benefit shareholders or to senior
executives, and that leaves these institutions stronger, not weaker.
We are going to do that in ways that we think have the best bene-
fits to the economy as a whole at the least cost to the American
taxpayer.

But that is not enough. We announced today a very important
program to provide direct support to help get the credit markets
working again for small businesses, for student loan markets, for
auto financing markets. In our system, banks are important, but
typically, 40 percent of lending comes through the securitization
markets and those markets are not functioning well. So, we are
going around banks also by doing something only that government
can do, which is on appropriate terms to protect the taxpayer try
to get those credit markets opening up again.

Now, on the housing context quickly, the President’s plan on
housing is a very powerful package of measures to help keep inter-
ests rates low, mortgage rates low for everyone; to make sure that
people can refinance—take advantage of those lower rates; and to
help lower mortgage payments through a combination of interest
and principal reductions for citizens who can afford to stay in their
home if they are allowed to restructure.
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That I believe brings together the best ideas in the country to
solve this crisis. You are referring to a very interesting idea, which
may be a necessary part of any long-term reform to the mortgage
market. I would be happy to come and talk to you and your staff
about that specific provision. But I think the President’s plan is a
very powerful plan.

Mr. MCDERMOTT. Thank you.

Chairman RANGEL. The Chair recognizes Mr. Johnson of Texas.

Mr. JOHNSON. Thank you, Mr. Chairman. Mr. Secretary, the
President’s proposed a new mandate on every business in America
that employers will be mandated to set up 401(k) accounts or auto-
matic IRAs. The Pension Protection Act permitted employers to do
that and I was a big supporter of that provision. However, it was
a far cry from mandating that every small business in America cre-
ate account for their employees, take money out of their paychecks,
and then put the money into a stock market that is in decline.

I can only imagine how angry they will be when they find out
their employer has taken money out of their paychecks and they
have lost money. This new mandate is being proposed at a time
when many employers have existing 401(k) plans and are no longer
making matching contributions because they can’t afford to.

Finally, page 37 of the budget document mentions that this new
mandate on employers lays the groundwork for future establish-
ment of a system of automatic workplace pensions on top of and
clearly outside of Social Security.

So, you are planning another mandate on employers and employ-
ees on top of the 12.4 percent that Americans are already man-
dated to set aside in the Social Security program, when that pro-
gram now is not able to fund the promises made. These are new
taxes and a further reduction in take-home pay. A citizen tax, a
new citizen tax. Could you address that problem?

Secretary GEITHNER. Thank you, Congressman. Let me start
out by saying how important it is that all Americans have the op-
portunity to save for retirement in the way that you would typi-
cally have if you worked for most of the majority of companies
across the country.

Mr. JOHNSON. But you don’t mandate it.

Secretary GEITHNER. But the administrative costs in compli-
ance are modest. We think it is good economic policy. We think it
is fair because it gives the average working American a benefit
that many typical Americans have. We think it is a responsible
thing to do at this time.

Now, it is very important that we look for ways to responsibly
use the Tax Cost Code to encourage savings and investment. That
is a important challenge. We think this is consistent with that.
That is an objective that many people share across the aisle. I
think a broad cross section of economists believe this is good eco-
nomic policy in this context. The specific burden of administratively
complying with this we think is a relatively modest burden.

Mr. JOHNSON. Well, it should be voluntary. You force people to
put money into a stock market that is flopping around——

Secretary GEITHNER. This doesn’t force people to put money in
the stock market. It gives them the opportunity to save for retire-
ment in the same way that many Americans have the opportunity
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to do. Where that money is invested is a choice they make and they

can make in the context of the advice of their investment profes-

1s{ional. It the doesn’t require them to put money in the stock mar-
et.

Mr. JOHNSON. Thank you, Mr. Chairman.

Chairman RANGEL. The Chair recognizes that the 2 minutes is
very awkward, but I want to let the minority and majority know
that the Secretary has agreed to meet with us in more informal
type of setting where the Members would have the opportunity to
ask intelligent questions and get adequate responses. In connection
with that, since the Secretary has a sharp limitation on his time
today, we will also—with the consent of Mr. Camp—have the
Democrats double up because of the differences in numbers of peo-
ple that are here today.

So, the Chair will recognize Mr. Lewis of Georgia.

Mr. LEWIS. Thank you very much, Mr. Chairman. Thank you
very much Mr. Secretary for being here today.

Mr. Secretary, the tax policies of the last Administration led to
extreme income inequality. I am very proud to see that you and the
President with this budget are trying to restore some equity and
balance to our Tax Code. It is making the Tax Code more fair. By
repealing the tax breaks for the wealthiest among us we will now
be able to target tax relief for the working family. Was this your
intent?

Secretary GEITHNER. Absolutely. A critical objective of the
President is to bring more fairness and balance to our Tax Code.
That is why the budget proposes reducing the overall tax burden
on 95 percent of working Americans and a range of other benefits
for people that are at the lowest end and face the most challenging
lives in our country.

It is an important objective and we think it is critical to improv-
ing overall confidence in the policies of our country and allowing
us to try to address these long term increases and inequalities that
gave been so damaging to confidence in frankly the American

ream.

Mr. LEWIS. Mr. Secretary, can you tell us if you really know,
why does the President believes that this is so important? Does he
really feel that this is important?

Secretary GEITHNER. Yes. I would say—and of course, you have
heard this from him directly—that this is a deep moral imperative
to make our society more just. But it is very good economic policy
too. Because it will mean that there is, again, a fair, more equi-
tably shared tax burden on the vast majority of Americans and will
allow us to help us pay for, in a fiscally responsible way, these very
important improvements in education reform, to reduce health care
costs, and put us on the path of energy independence. It is that mix
of policies that we believe will make our Nation stronger, not just
more just.

Mr. LEWIS. Mr. Secretary, long before these economic difficul-
ties, so many of citizens had been left out and left far behind. Is
there some way even during these difficult times to help to inter-
vene for those who have been on the edge for a long time?

Secretary GEITHNER. Absolutely, and you have seen in the Re-
covery Act that the Congress passed and you helped shape—and
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you did important work early on to shape this bill—a very, very,
substantial set of benefits targeted to those Americans who face the
most challenging immediate future. Both in the tax provisions,
both in what you see in terms of direct aid. There are very, very
substantial benefits in there. Those are sustained for a period that
we believe will extend beyond the point of the recession.

So, this is a very powerful package of support not just for the
economy as a whole and the American people, but targeted to those
people who are most at risk. In fact, they are most likely to benefit
fr(()lm the tax changes and financial incentives that the budget pro-
vides.

Mr. LEWIS. Thank you very much, Mr. Secretary.

Chairman RANGEL. Thank you. In order to bring some balance
to this, the Chairman recognizes Mr. Neal of Massachusetts.

Mr. NEAL. Thank you very much, Mr. Chairman. Mr. Secretary.
Mr. Secretary, compliments on the Auto-IRA. It is a good concept.
It is my bill. I am working with the Administration. It was based
on that proposal, and a reminder: That legislation has been en-
dorsed by the Heritage Foundation.

To talk about bipartisanship, a Massachusetts Democrat and the
Heritage Foundation, it is a winner.

Mr. Secretary, a decade ago I submitted legislation, a series of
bills, in fact, on the use of derivatives, calling for greater trans-
parency, more regulation, greater clarity. They have, I think all
would agree, put us in a very disadvantaged position as it relates
to our economy, AIG being the case in point.

I held a hearing last year for my Subcommittee, asked the Treas-
ury for some guidance on how to go forward, particularly on credit
default swaps, and despite that request for comments dating back
to 2004, I haven’t had any additional information.

At a minimum, we need some clarity on the proper tax treatment
of those instruments, and I would encourage you to make that a
priority item in tax policy as you move forward. I think, had we
been more aggressive on that front in the past, that we certainly
wouldn’t be looking at the problems that AIG has today.

I would, maybe, have a quick response from you, because I do
have another question I want to raise as well.

Secretary GEITHNER. You were prescient then and I think you
are absolutely right today. I think that, as part of what we do to
put in place comprehensive financial reform, we are going to have
to make sure there is strong, sophisticated, tough oversight over all
parts of the financial system that pose this kind of systemic risk
to the economy.

We did not have that going into this crisis. It made the crisis
much worse. It is a critical thing.

We also need to make sure we are bringing a level of oversight
to these markets, including derivatives that are so critical to mar-
ket functioning. I have spent a huge part of my recent professional
life trying to improve the basic infrastructure that supports those
markets to make them safer and more stable. But we have more
to do in this front—look forward to working with you on this area.

Finally, one more thing is that we also need to make sure we
have better capacity for dealing with and preventing—not just pre-
venting, but dealing with potential failures of these large, complex
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financial institutions—better to prevent them from ever happening
in the beginning, but we need to, as a country, make sure we have
better tools to manage these things.

These will be the critical components of the financial reform
agenda we bring to the Congress.

Mr. NEAL. Mr. Secretary, domestic reinsurance: I filed legisla-
tion time and again to deny deductions for excessive offshore rein-
surance, that is, reinsurance that exceeds the industry norm. It is
similar to earnings stripping, already in the Code.

Now, this legislation has broad support from the domestic rein-
surance industry. They feel that by keeping an American address,
they are at a distinct disadvantage in terms of competition. This
issue from time to time has raised its head around here, and I hope
the Administration is true to the budgetary outline that you have
offered to do something about cracking down on international tax
avoidance.

Secretary GEITHNER. You are absolutely right. There is a whole
range of areas where we are going to have to do a better job at ad-
dressing international tax avoidance. You saw in the budget a com-
mitment to come to the Congress with a comprehensive set of pro-
posals.

We are going to need to work with other countries, too, which the
President is committed to do.

Mr. NEAL. Thank you, Mr. Chairman.

Thank you, Mr. Secretary.

Chairman RANGEL. The Chairman recognizes the gentleman
from Texas, Mr. Brady.

Mr. BRADY. Welcome, Mr. Secretary.

I applaud the President’s effort to submit an honest budget and
a fiscally responsible budget, but when you look closely, it doesn’t
appear to fit the bill on either of those cases. At the heart of this
bill are the economic assumptions, what will our economy do over
the next few years? Yet when I look at the assumptions that are
included in the budget, they are unrealistic and overly optimistic
and, I think, hide the true deficits and debts to come. In fact, my
worry is, looking at this, it looks like—and not you—it looks like
someone is cooking the books to hide a $2 trillion deficit for this
year and much higher deficits in the future.

The Congressional Budget Office believes your estimate is dra-
matically low. Chairman of the Fed, Ben Bernanke, his estimate is
much higher than this. Blue chip consensus is much higher.

Is there a—do you know of a single economist who believes that
we will contract only 1 percent this year?

Secretary GEITHNER. Congressman, thank you so much for
raising this point. It is very important.

The Administration’s forecast is within the range of CBO’s
poststimulus forecast; it is within the range of the full range of pri-
vate forecasters out there. Now, it is true that in some ways it does
predict a somewhat more rapid recovery than some private fore-
casters predict. That is because we are committed to and we are
confident that the recovery act and the range of other measures we
are going to take to address this crisis are going to be effective.

Now, the critical thing that matters for the long-term fiscal path
is the long-term assumptions about long-term growth rates. Those
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assumptions are absolutely within and at the closer-to-the-center of
long-term private forecasts.

So, I believe this is a realistic forecast and within the range
of-

Mr. BRADY. Mr. Secretary, Mr. Secretary, if you look at what
Chairman Bernanke said just last week, 2 percent contraction this
year, 2 percent growth next year, you are nowhere near those num-
bers. If you look at CBO’s numbers, neither that. In truth, the
basis of your 5-year deficit are these near numbers, not the out-
lying 8-, 9-, 10-year numbers.

So, there is—again I will come back to, is there an economist we
can look to who says we are only going to contract 1 percent this
year? Because with that basis, I clearly think we are going to a $2
trillion deficit this year alone.

Secretary GEITHNER. Congressman, as I said, the President’s—
the forecast that underpins this budget, which is a carefully de-
signed forecast, designed to be realistic, is within the range of
ChBO’s estimates and the range of private forecast estimates out
there.

Now, you are right that what our economy is going through is
a deepening recession. That is where we started from. Our central
obligation to the American people is to try to make sure we are
moving quickly to help arrest that process. As I said, because these
deficits are large that we are starting with, we are also going to
have to make sure we convince them that we are going to have the
will and the ability to bring these deficits down over time.

But this is a realistic forecast. We will have the chance to reflect
on it when we do our normal—through the normal calendar fore-
casts. We will be very careful to make sure that we are looking at
this with a cold, hard set of eyes. Again, we are within the range
of not just CBO’s ranges, but the private forecasters out there.

Mr. BRADY. I beg to differ. It is nowhere close.

In April, when Director Orszag brings back the fleshed-out budg-
et, will he have more accurate economic numbers?

Secretary GEITHNER. Congressman, we will make sure that the
forecast that underpins our budget reflects a realistic assessment
of the risks and challenges ahead for the economy as a whole. I be-
lieve this forecast does that.

Mr. BRADY. Thank you, Mr. Secretary.

Chairman RANGEL. The Chair recognizes the gentleman from
Tennessee, Mr. Tanner.

Mr. TANNER. Thank you very much, Mr. Chairman.

Thank you, Mr. Secretary, for being here. Following up on Mr.
Neal’s line of questioning, many of us on the Committee feel that
a reduction in the corporate tax rate would be good public policy.
The Chairman has introduced a bill to that effect. I was wondering
if the Administration had plans to flesh out—that we tried to close
some loopholes in the last Congress and were unsuccessful—I un-
derstand that what Mr. Neal was talking about, the offshore busi-
ness. This, I think, would be somewhere we could go and get some
broad bipartisan support.

So, thank you, sir.

Secretary GEITHNER. Congressman, we are hopeful that we will
find the basis, working with you and your colleagues, to try to
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bring a broad reform to the corporate tax system. We want to con-
sult with you on how best to do that.

I think it is an important link to look at, and I think there are
opportunities there.

Chairman RANGEL. The Chair recognizes the gentleman from
Texas, Mr. Doggett, for 3 minutes.

Mr. DOGGETT. Thank you very much.

Just following up on these same questions, I think, as the Presi-
dent’s budget recognizes, we cannot expect the American people to
help us dig out of the giant hole the Republicans have gotten us
into unless there is more tax fairness. You have a number of spe-
cific proposals that are helpful as you finalize the budget.

I would just ask you to take a close look at the Stop Tax Haven
Abuse Act that Senator Carl Levin and I and a number of Members
of this Committee have refiled—Senator Obama was a cosponsor
last year—and even in addition to that legislation, that you look
closely at those that are coming and asking for a government bail-
out, like Morgan Stanley, which has 158 subsidiaries in the Cay-
mans, Citigroup with 90, and Bank of America with 59, to explain
why it is equitable for them to be able to avoid taxes at the same
time they are asking for so much tax money.

Secretary GEITHNER. Thank you.

Mr. DOGGETT. The second issue I would like to raise with you
quickly, Mr. Secretary, is a concept that was truly alien to the last
8 years of the Bush Administration, and that is the concept of ac-
countability.

When I am talking to my constituents down in Texas about what
has been going on here these last few months, and what I know
are complex and difficult challenges you face, they see AIG writing
contracts to insure mortgage-backed securities which are done in a
way to avoid any regulation. Just like Bernie Madoff, who bought
no stocks for his Ponzi investor victims, AIG set up few, if any, re-
serves, as you know, on its quasi-insurance policies.

I think the principal difference that many of my constituents see
between some of these companies that come here asking for a bail-
out and Bernie Madoff is that Bernie Madoff isn’t asking for a bail-
out, at least not yet.

In the period since this crisis developed, I have yet to learn of
one single Federal employee who was disciplined or dismissed be-
cause of dereliction of regulatory duties. When we look at what
happened in the timeframe between the first AIG bailout and at
least last Friday, unlike some of the conditions that were imposed
on the auto manufacturers, there is no indication that there is any
effort to get different management. One gets the message that the
only way to get out of this crisis is to rely on some of the scam art-
ists who got us into it.

Don’t the American taxpayers have good reason to demand some
accountability in the private sector and from Federal employees
concerning this crisis?

Secretary GEITHNER. They do, and you are absolutely right.

Let me just start by saying that we fully support the legislation
you referred to, championed by your colleagues, on offshore tax cen-
ters, and we look forward to working with you

Mr. DOGGETT. Thank you very much.




30

Secretary GEITHNER [continuing]. As part of a broader effort to
address international tax evasion, close the tax gap.

Let me just say a few things about AIG. AIG is a huge, complex,
global insurance company attached to a very complicated invest-
ment bank hedge fund that was allowed to buildup without any
adult supervision, with inadequate capital against the risks they
were taking, posing putting your government in a terribly difficult
position. Your government made the judgment back in the fall that
there was no way that you could allow default to happen without
catastrophic damage to the American people. That judgment, I am
sure, was the right judgment at the time.

Today we are in a situation where the world is dramatically
worse. You are seeing pressures across broad parts of the economy
in the financial system. Those pressures are facing AIG, too. But
we are still in the position where, given the nature of the entity,
given the nature of the broad environment and legal tools we have,
given the risks AIG poses to the economy, the most effective thing
to do is to try to make sure that that firm can be restructured over
a period of time and—so that we get through this. To let it—to
allow a disorderly unwinding to happen right now in this context
would cause enormous damage.

Now, that initial intervention back in September came with very
substantial conditions. Management was changed right then. There
have been substantial changes in the composition of the board, and
the government has a very substantial ownership stake in that in-
stitution. The government, since it came with very tough conditions
designed to force a very comprehensive restructuring—and that is
under way today.

So, I completely understand the concern. I agree with you about
the broad concern. It is very important that people understand the
assistance we provide is going to come with conditions that are de-
signed to make sure that we are protecting the overall economy
and the American people and that we are demanding account-
ability. I completely share your view about the importance of that
objective.

Chairman RANGEL. The Chair recognizes the gentleman from
Georgia, Mr. Linder.

Mr. LINDER. Thank you, Mr. Chairman.

Mr. Secretary, according to today’s paper, it seems that President
Obama has found one more high-level appointee who thought he
was above paying taxes. I believe that it was five people that chose
not to pay taxes; and maybe, to be charitable, the Tax Code is too
difficult to understand.

So, tell us what is in this—you have referred to simplification on
three occasions so far. What are you doing in this proposal to sim-
plify the Tax Code?

Secretary GEITHNER. Fair question, Congressman. Fair ques-
tion.

You know, the President in his campaign proposed a very simple,
innovative way to reduce the problem of compliance for millions of
Americans. This is for the IRS to automatically fill out a tax return
for those Americans. That is an important, good step toward sim-
plification.
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But we think there is a range of other things we are going to
have to do, and we look forward to working with you and your col-
leagues on how best to do that. I think any effort to try to improve
the overall Tax Code will have to have, as part of it, efforts to
make it more simple to comply. There is a range of opportunities
in this Tax Code, as I am sure you understand better than I do,
for trying do that; and we look forward to with working with you
on how best to do that.

Mr. LINDER. Thank you. I look forward to that.

You have made three references in this last hour or so to saying
that the tax increases at the margin will not go into effect until the
economy has turned around. What metrics are you going to use to
tell us in 2011 that the economy has now successfully turned
around? Would you not raise those taxes if the economy had not
turned around?

Secretary GEITHNER. Thank you, Congressman.

I would say again, if you look at the broad-spectrum opinion
among private forecasters today, I really think there is almost uni-
versal agreement that in 2011 our economy will be back on a path
for very substantial growth rates. Everything we are doing right,
now working with the Congress, is designed to improve, to achieve
that outcome.

I just want to emphasize again that if you look at the pattern
of government responses to past crises, there is risk; governments
have made the mistake in the past that they applied the brakes
prematurely, and we are going to be very careful not to do that.

So, what the budget does is, again, makes sure that recovery is
firmly established before we put the deficits back on a path toward
sustainability. That process begins starting in 2011, which is out-
side the timeframe that almost all economists believe we are going
to have recovery in place.

Mr. LINDER. Thank you.

Chairman RANGEL. The Chair recognizes the gentleman from
North Dakota, Mr. Pomeroy, for 3 minutes.

Mr. POMEROY. Mr. Secretary, thank you for your testimony.
Thank you for your role in preparing this budget, which at last ac-
counts for what all of us knew were accruing liabilities of the Fed-
eral Government, but not reflected in the budget. It was time for
those budget games for the American people to end, and I believe
you ended it with the budget submission of the Administration.

There is considerable discussion about the new taxes that might
accrue on the wealthiest in this country. I would like you to tell
us something of what have been the economic trends relative to ac-
cumulation of wealth, the relative distribution of income in this
country leading up to this budget reflected through, perhaps, the
years since the turn of the millennium.

Secretary GEITHNER. Thank you, Congressman.

Again, if you look back, we have this long-term rising trend in
inequality, and over the last decade in particular you see the larg-
est income gains going to the small fraction of the most affluent
Americans. So, that is an inexorable long-term trend. You can see
it in all the numbers.

As you said, what the President is proposing to do is bring more
fairness and balance to the overall Tax Code. The vast majority, 95
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percent of working Americans, will see a reduction over time in the
taxes applied to them.

Mr. POMEROY. How did that group fare relative to wage earn-
ings during, for example, the years of this decade?

Secretary GEITHNER. You are absolutely right, the income
gains for those richest Americans rose at a dramatically more rapid
rate than they did for the average American.

Mr. POMEROY. I believe a statistic that I have heard—on aver-
age, so it is not entirely revealing—but 7 percent annually on vast
income, while the middle class, over the cumulative years, $1,000
all together. Does that sound roughly——

Secretary GEITHNER. That may be roughly right, sounds rough
orders of magnitude.

Mr. POMEROY. Do you believe that we can sustain an economic
recovery with the stalling out of the middle class and the con-
centration of wealth at the very top of this country?

Secretary GEITHNER. I don’t believe so. I think our country will
be stronger if we are giving all Americans a greater chance to par-
ticipate in our economy, make sure they have access to education
so they can do so, make sure they have the type of assistance they
need to get through hard times. That will make our economy not
just more just, but more productive in the future.

Mr. POMEROY. I have looked at some of those tables, and I
haven’t seen distribution imbalances like that until the years lead-
ing right up to the Great Depression. I am personally convinced
there is not a coincidental relationship about the economic tailspin
we had then now and the economic tailspin we have now.

A final point, Mr. Secretary: I sent a letter to Treasury—you
don’t have to respond to this; I just want to call it to your attention
now that I have you here—pensions are suffering some deep trou-
ble. There is a call made by Treasury that made their funding cri-
sis worse at this moment. It can be administratively addressed. I
believe the circumstances would, in fairness, drive Treasury to that
action. I will be telephoning you to discuss this further.

Secretary GEITHNER. Thank you for your letter. I have read
your letter and understand your concern, and we are looking very
carefully at how we can—whether we can address that problem.

Mr. POMEROQY. Thank you, Mr. Secretary.

Yield back.

Chairman RANGEL. Thank you.

The Chair recognizes Mike Thompson from California.

Mr. THOMPSON. Thank you, Mr. Chairman.

Mr. Secretary, thank you for being here. I just have three quick
points I would like to leave you with. One, car dealerships through-
out the country are suffering, and it looks though—as though the
GMAC, which was a recipient of TARP funds, is doing everything
they can to make sure a lot of these guys fail. I think that would
do irreparable damage to communities across the country, and
would really like you to look into that.

Second, we briefly chatted about this, the last Administration,
the Alcohol and Tobacco Tax and Trade Bureau promulgated some
rules that would do lasting damage to the wine industry, and I
would like to make sure that those two rules are permanently dis-
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posed of, and I would like to have an opportunity to talk to you
about that.

Then, lastly, this Committee did great work to ensure that we
put on the front burner renewable energy in the stimulus bill. If
all works as planned, a lot of businesses and a lot of homeowners
are going to be installing solar panels and doing some great things
to move us to a renewable-based economy and society.

We also put in a provision providing for a green manufacturing
tax credit for the people that manufacture the components that
people are going to be installing, and that is going to keep those
manufacturing jobs right here; the worst thing in the world that
could happen is, everybody goes solar and all the equipment is
built in China or Germany.

I would like to urge you to quickly promulgate rules—and I think
you have to work with the Department of Energy on that—but get
those things wrapped up so we can make sure that not only we
move to a renewable future, but the equipment is manufactured
right here in this country, making more jobs and improving our
economic situation.

I yield back the balance of my time.

Secretary GEITHNER. Thank you.

Chairman RANGEL. The Chair recognizes the gentlelady from
Florida, Congresswoman Brown-Waite.

Ms. BROWN-WAITE. Thank you very much, Mr. Chairman.

Mr. Secretary, I have mixed emotions about your being here. It
seems every time that a statement is issued by you the stock mar-
kﬁt plummets. I am sure that is not something that you feel good
about.

What exactly do you think is going to help the public’s confidence
in the economy, in the business model that has made our country
so great? You know, when you look, the Dow was at 9,034 January
2nd; yesterday it went down to 6,763. Americans are frightened.
They truly are frightened, whether it is their 401(k) or their com-
pany’s pension plan or perhaps some investments that they have.

My constituents—and I don’t have a wealthy constituency, sir; I
need to tell you that right at the outset—but my constituents are
frightened of where is the bottom and why is government throwing
so much money at what some would consider zombie banks? I
would like you to also address that.

Secretary GEITHNER. Thank you very much. It is very impor-
tant to start by recognizing that what is happening in our economy
and around the world is causing a lot of damage. It has a lot of
force momentum to it still. As you saw on the fourth quarter GDP
numbers, our economy declined by 6.2 percent in that quarter.
What you saw here you are seeing around the world.

This is a—there is just no way around it, this is a serious eco-
nomic crisis, something we haven’t seen, really, in generations.
That is being reflected in greater pressure on the financial system,
and you see the effects of that really across the country.

The obligation we all share is to make sure that our government
does as much as we can to try to put support to get Americans
back to work, to help stimulate private investment, and help get
credit flowing again. There is no alternative except for us to move
together to try do that as forcefully and aggressively as possible.
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Part of that requires that we make sure banks are strong enough
that they can provide credit, and that is what our plan is going to
do.

We will do that with the necessary force and speed because,
again, the alternative is for us to live with a situation where the
financial system continues to be more defensive over time. That
will leave, again, businesses and families without the credit they
need to do what they need do.

Ms. BROWN-WAITE. Sir, have we unwittingly invested hun-
dreds of billions of dollars to create zombie banks? When will
Americans know exactly if that is what we have?

Secretary GEITHNER. Right.

Congresswoman, again, we have a very diverse financial system.
There is a lot of strength in our banking system. There are pockets
of the system that ultimately are going to have to be shrunk and
closed and shut down. That is happening now through the estab-
lished mechanisms the FDIC created.

But it is very important that Americans have confidence that our
major institutions are able to provide the critical role they provide
in providing credit. No economy works without credit. No economy
can function without a well functioning financial system. That re-
quires, in a crisis like this, that the government provides condi-
tional assistance where it is needed so, again, that credit can flow.

Very important to point out that the alternative to doing that
would be a deeper recession and a deeper crisis. If you look very
carefully at the lessons of past crises, what happens is they get
deeper, they last longer, they cause higher, long-term deficits; they
cause more damage, they are more expensive to the taxpayer when
governments don’t move quickly to try to provide that assistance.

Now, of course, we want the assistance to leave a stronger sys-
tem, not a weaker system. We want it to come with conditions to
protect the taxpayer, to ensure accountability to make sure the as-
sistance is going to improve credit. That is what our program is de-
signed to do.

Ms. BROWN-WAITE. I yield back the balance of my time.

Chairman RANGEL. The Chair recognizes the gentleman from
Oregon, Mr. Blumenauer.

Mr. BLUMENAUER. Thank you, Mr. Chairman.

Mr. Secretary, I am pleased you are here. I am pleased that you
didn’t respond to questions about public perceptions by contrasting
the confidence the public has in Congress, particularly some of us
in Congress, versus the Administration. I admire your self-re-
straint as I admire your professionalism.

I have a request and a question. My request focuses on the trou-
bled Transportation Trust Fund, which is locked into a downward
spiral. We have had to transfer money the last 2 fiscal years, and
the projection going forward does not even come close to sustaining
the current funding level.

At this current time, we are watching a vast coalition that is
forming around the country that includes organized labor, the U.S.
Chamber of Commerce, AGC, local governments, State govern-
ments, professional organizations, all who agree that we must put
resources into transportation and would actually support revenue
increases, which, as you know, have not been increased since 1993.
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Now, I appreciate the Administration is in the process of formu-
lating its approach, you are staffing up. But I wonder if you would
work with us on this Committee as we move forward for perhaps
a hearing or a work session that talks about the choices and oppor-
tunities to return to long-term stability with transportation. Would
that be possible?

Secretary GEITHNER. Yes. Happy to work with you, and look
forward to a chance to hear your concerns and suggestions on this
issue.

Mr. BLUMENAUER. Thank you, sir.

I was disappointed, but not surprised to hear some of my friends
on the other side of the aisle start the hearing today focusing on
some small pieces of a very large mosaic that you and the Adminis-
tration are bringing forward. It is the same mindset that prevented
any reform recently, because any adjustment that wasn’t a cut for
everybody was somehow a major tax increase.

I am wondering if you might be able to make some observations
and again help us look at the big picture. My friend is concerned
about people in Michigan who are paying a tax now in terms of
higher gas prices this last year, the effects of global warming,
drought, flood, forest fires, global instability; and you have a pack-
age that would help with health care, energy, tax cuts. Can you
speak about the big picture that would be reflected by the approach
that you are offering up?

Secretary GEITHNER. Thank you, Congressman.

I think it is very important again to look at the combined effect
of the entire package of programs that are in the budget. You are
absolutely right; I think it is tempting to look at a piece of it and
see, well, that is going to disadvantage some particular business.
But you need to look at the impact of that in the context of every-
thing else that is there.

So, you see again in the stimulus package, in the recovery act,
just very, very substantial support not just to State and local gov-
ernments, not just downpayments on long-term investments in en-
ergy efficiency, clean energy, in education, but support at levels you
just haven’t seen in decades.

But beyond that, if you look at the budget itself—again, by tak-
ing on the challenge of health care costs, we are confronting di-
rectly what is probably the most crippling burden on American
businesses. In that area too, as well as the full range of measures
that have helped reduce taxes on small businesses, on working
Americans, it is a very powerful package of incentives.

These things will have tangible benefits quickly, not just over the
long term. But I think you make a good point, you want to look
at the net effect of everything.

Mr. BLUMENAUER. I see my time has expired, but I wonder,
Mr. Secretary, if you could work with us to develop pictures of how
this affects the average farmer, the average small business, the 97
percent of which make below the $250,000 threshold, so we could
look at the interactions with your help.

Secretary GEITHNER. I welcome that suggestion, and I think it
is an important way to illustrate the overall effects.

Mr. BLUMENAUER. Thank you very much, sir.

Thank you, Mr. Chairman.
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Chairman RANGEL. The Chair recognizes the gentleman from
Washington for 3 minutes, Mr. Reichert.

Mr. REICHERT. Okay. You skipped Mr. Davis, but I will be
happy to go, sir.

Chairman RANGEL. What is it? I am sorry, according to the list,
you came before the gavel.

Mr. DAVIS OF KENTUCKY. Okay. I was in before the gavel
also.

Chairman RANGEL. It may be a question of just seniority; is it
not?

Mr. REICHERT. I will yield to Mr. Davis for now.

Chairman RANGEL. Mr. Davis, you are recognized. Unfortu-
nately, we will correct the error here. Mr. Davis is recognized for
3 minutes.

Mr. DAVIS OF KENTUCKY. Thank you, Mr. Chairman.

We talk about large mosaics, the devil is always in the details.
I appreciate my friend from Oregon making the comment earlier.
I am going to come back with a practical question on the impact
to create the environment to stimulate private investment means
that you have got to be able to manage that in a way with a vola-
tile economy. I want to come to one of the devils in the details, as
one of the only manufacturing professionals who is in the Congress
right now. It has to do with your proposal to repeal last in, first
out accounting.

We talk a lot about helping manufacturing, but I see this as
something that would be quite devastating, particularly to capital-
intensive businesses. LIFO mistakenly has been called a loophole
or an exotic tax shelter. In fact, it is a conventional and well-estab-
lished accounting practice designed to minimize artificial inflation
gains, to maintain and reflect accurate replacement costs; and it
has been expressly permitted in the Tax Code since 1936, in the
height of the Great Depression.

It is important to many industries. Specifically, in Kentucky, this
proposal is alarming to our bourbon distilleries, to our precision
manufacturing in aerospace industries. In the distillery example,
distilled spirits have to be inventoried for many years before being
sold.

At the same time, in high technology, precision manufacturing
and aerospace, companies like General Electric, many of our small,
specialized machine tool operations are required to carry large in-
ventories for parts for AOG conditions; and my concern is that the
repeal of LIFO would have a devastating impact in requiring an
additional $61 billion in taxes, falling heavily on our manufac-
turing companies that are already challenged. It reduces capital for
investment. It reduces job security and ultimately job creation.

I also think that it creates a problem in the U.S. economy be-
cause we would be doing this regressively, already having the sec-
ond highest business tax in the world. What I would like you to do
is elaborate, if you would, on your proposal to repeal LIFO, and
specifically address the issue of smaller businesses, small manufac-
turing and development firms.

Secretary GEITHNER. Thank you, Congressman, for raising this
issue.
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I think that it is fair to say that there is a lot of difference of
opinion on the overall impact of this stuff. There is a body of tax
professionals who think this is good policy for the country and is,
overall, beneficial for the country. But I understand those concerns,
and absolutely would be happy to spend some time and understand
those concerns more directly.

Mr. DAVIS OF KENTUCKY. Reclaiming my time, Mr. Secretary,
the one thing that I would make a comment, I think some of those
tax professionals have never actually run a factory at a time—par-
ticularly with the monetary policy that we are engaged in.

At some point you and the Chairman of the Fed are going to
have to pull money out of circulation, once inflation begins, and
this, in fact, would create—the very problem that they say would
be good for the country is going to actually depress manufacturing.

Secretary GEITHNER. Just to be quick, yes, I will be happy to
work with you and listen to your concerns on this as we think
about how to design it.

But I just want to emphasize a really important point, which is,
again, we start with a more challenging fiscal environment than we
have faced in generations. We are going to have to put our country
on a path to fiscal sustainability. Obviously, as we do that, we
want to do it in ways that make the country stronger, not weaker.
But we are going to have to make some tough choices, and not ev-
erything is going to be possible.

If you look at the balance of judgments in this budget, it is our
best judgment about how to again put us on a path to fiscal sus-
tainability in a way that makes our country stronger going for-
ward. But you are right, the details matter, and we would welcome
a chance to listen to your concerns in more detail.

Chairman RANGEL. The Chair recognizes Mr. Kind for 3 min-
utes.

Mr. KIND. Thank you, Mr. Chairman.

Mr. Secretary, I want to thank you for your testimony here
today. Obviously, you are dealing with some very large issues fac-
ing our Nation and the globe today. I think a lot of the credibility
that you are going to have to have going forward really starts with
the first budget proposal that you made.

I, for one, am very pleased with the truth-in-accounting approach
you have taken to this budget—you know, accounting for the war
costs, for instance, AMT relief, natural disasters, the sustainable
growth rate for doctors, all of which were huge ticket items that
were never previously budgeted before. This Administration recog-
nizes it and has it included in the budget, and I commend you for
doing it.

Just a quick observation, and I can follow up with you on it, and
then I would like to hear you expand on another issue.

But I heard from a lot of my community and independent bank-
ers and credit unions back home that they are getting hit with a
huge increase in deposit insurance premiums recently, which is af-
fecting their capitalization requirements, cash flow ratios; and I am
wondering if anyone at Treasury has been focused on this aspect
and thinking through it. I could follow up with you.

But on a larger issue, I was wondering if you could speak to the
tax implications proposed under the President’s budget and the im-
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pact it will have on small businessowners throughout the country.
I think—when there is a recovery taking place, I think it is going
to be the small businesses that will literally act as the locomotive
for us. We need to be careful what policies we are setting forth and
the impact they are going to have on small businesses throughout
the country.

So, if you could just take a moment and give us your insight on
what the tax implications will have on small businesses.

Secretary GEITHNER. Thank you, Congressman.

On the first question, yes, we worked very closely with the FDIC.
Of course, they are playing a very important role in our financial
system, providing confidence to depositors. We will be happy to
hear from you more on that particular question.

On the broad provisions in the budget that affect small business,
let me just emphasize a few critical points. Again, the President’s
budget proposes to reduce taxes on 95 percent of working Ameri-
cans. Ninety-seven percent of small businesses have incomes below
$250,000, and would find vast—probably would find their interest
burden reduced under the President’s plan.

The budget also proposes to eliminate the capital gains taxes on
the sale of small business stock held more than 5 years, and it
makes permanent the research and experimentation tax credit.

Now, going beyond that, to look at the overall package, again, by
proposing to work with Congress to bring comprehensive health
care reform to reduce the growth in health care costs, we also will
be providing very substantial benefits to businesses, small and
large, across the country. We are working very closely with the
Small Business Administration to make sure that they are able to
provide greater lending opportunities to small businesses at a time
when the financial crisis is under such stress. We are working to
make sure community banks have access to capital under the gov-
ernment’s programs so they can lend in their communities on a
substantial scale.

We announced today this program of direct lending to help get
the credit markets going again, which are very important to small
business lending. If you look at the package as a whole, this is a
very powerful package of support for businesses, not just large
businesses, but critically target the small businesses.

Mr. KIND. All right. Thank you, Mr. Secretary.

Thank you, Mr. Chairman.

Chairman RANGEL. The Chair recognizes Mr. Pascrell from
New Jersey for 3 minutes.

Mr. PASCRELL. Thank you, Mr. Chairman.

Good afternoon, Mr. Secretary. In New Jersey, the unemploy-
ment rate is not far behind the national average. We pay out in
the State $45 million weekly in unemployment insurance benefits.
These payments continue to increase, contributions decrease. The
surplus is dipping to levels that automatically trigger payroll in-
creases in our businesses.

Our State can’t sustain the trend, Mr. Secretary. It cannot.

The President’s budget includes such proposals as the Financial
Stability Plan you refer to on page 3 of your testimony. What guar-
antees, however, do the American people have that once banks re-
ceive these capital cushions—you referred to them as the necessary
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credit for Americans to once again buy homes, purchase cars, go to
college, et cetera—what guarantees that they will open the credit
markets to the consumer?

My second question: What protections will be set in place so that
our banks have—that they have to, in more than mere good faith,
commit to opening up consumer access to credit?

Two questions. I wish you would address them.

Secretary GEITHNER. Thank you, Congressman.

Let me just start with the conditions on the assistance we pro-
vide to banks. So, first, we will make sure that every dollar we pro-
vide generates at least a dollar in additional lending capacity that
wouldn’t have been possible in the absence of that assistance. We
are going to require them to give us a report for how they plan to
use those resources to expand lending capacity. We are going to re-
quire them to report on what they are actually doing with lending.
We are going to make those reports public.

The broad oversight mechanism existing will look at what they
are actually doing; and the American people will have a chance to
see what is actually happening to lending by the recipients of these
institutions.

Second, very important thing, we are going to make sure that the
assistance we provide does not go to pay dividends unless there is
a specific case for doing so, or to enrich senior executives with com-
pensation packages, lavish compensation packages. We are going to
make sure that—again that alongside what we are doing with
banks, that we are providing direct support to get these credit mar-
kets opening up again.

I think these are necessary things to do. If we do these effectively
and aggressively, then we are going to put our financial system on
the path to repair, and there will be more credit available to sup-
port recovery.

Mr. PASCRELL. Something isn’t happening that should be hap-
pening. This weekend I met with 10 businesspeople from my dis-
trict—all of them solid businesspeople, all of them good numbers,
good business acumen.

They can’t get into the banks. They cannot get to the banks.
There is something wrong. We have had the TARP back in Sep-
tember, we have had a recovery, we have had a budget which is
now before us, a blueprint at least.

I mean, what do they—they need to have confidence that this is
going to open up. I haven’t seen it yet, to be very honest with you.
Ihwar;t you to talk to those 10 business people. What do you tell
them?

Secretary GEITHNER. First of all, what they are seeing is hap-
pening across the country, and it is a measure of the severity of
this crisis. You know in a recession, particularly after a long boom
in credit like this, demand for credit is going to fall. But what we
are worried about and what you are seeing is, it falls below the
point necessary; and that requires that banks have the strength to
be able to lend.

Everything we do, the results in assistance to banks, again, as
I said, is not done for the benefit of banks. It is there so that the
businesses and families that depend on credit are going to have the
ability to borrow, where they are economically viable. Everything
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we do is designed to support that objective. But we are going to
have to do more to do it.

The reason you are seeing this pressure across the country is
that this crisis is so severe and is putting so much pressure on the
system. That is why we are going to have to do more.

Mr. PASCRELL. Thank you, Mr. Secretary.

Thank you, Mr. Chairman.

Chairman RANGEL. Mr. Reichert is recognized for 3 minutes.

Mr. REICHERT. Thank you, Mr. Chairman.

Mr. Secretary, welcome. I will try to get to three quick issues in
my 3 minutes.

One, in your 26-page, 15,414-word budget plan titled
Jumpstarting the Economy, Investing in the Future, free trade is
not mentioned once. Are you not concerned that America is ignor-
ing the importance of opening new markets to trade as a means of
creating American jobs? In Washington State this is especially im-
portant, since one out of every three jobs is connected to trade.

Secretary GEITHNER. Congressman, you are absolutely right
that our future depends on remaining open and playing a critical
role in this expanding global economy. The President is very com-
mitted to trying to make sure we sustain a commitment to the
openness necessary for

Mr. REICHERT. Mr. Secretary, it not mentioned in the budget
once.

Secretary GEITHNER. The budget document is a comprehensive
set of proposals that relate to the budget and lays out a com-
prehensive set of policy priorities. It does not address—you are
right, it does not address all the other challenges of the country in
the economic area.

Mr. REICHERT. Mr. Secretary, just to reclaim my time again,
can we expect the Administration then to bring a vote, push for a
vote, push the House to come to a vote on the agreements with Co-
lombia and Korea—Panama?

Secretary GEITHNER. What you can expect is, the President
and his Administration will work carefully with the Congress to
find a way to move forward on those important agreements, be-
cause it is so important to our country that we sustain a commit-
ment to—not just to keep our markets open, but that we can find
new trade agreements that are going to benefit American busi-
nesses and the American worker.

Mr. REICHERT. I hope to see these votes come to the floor. Our
State needs that business.

I want to go back to the big picture. I think the big picture is
great, but you know, people are worried about how does this impact
me, my family? That is what I want to know, and that is what my
constituents want to know.

I met with a family named Doug and Candy. They owned a busi-
ness for 25 years, 170 employees. They started it out in their ga-
rage. Their brothers, sons, daughters worked for the company.
They just went bankrupt last week. They went to the bank, $310
{nillion TARP recipient. They refused to give Doug and Candy a
oan.

I notice in this budget that there is $250 billion more in bailout
money that is set aside. How can we make sure that Doug and
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Candy and families like that get the money that they are supposed
to get to keep their businesses going? Now, next week, Mr. Doug
and Candy are going to have to file personal bankruptcy and lose
their home.

Secretary GEITHNER. Congressman, this is why it is so impor-
tant that we move to make sure we strengthen our financial sys-
tem so that banks have the resources able to provide credit and so
that we move aggressively to try to get these credit markets work-
ing again, which is what we are doing.

The reason you are seeing this pressure on the system is be-
cause—not just because of the pressures on businesses, but because
of the pressures in banks that puts them in. That is a vicious and
dalngerous cycle, and it requires more action by the government to
solve it.

Mr. REICHERT. I agree with Mr. Pascrell, this is a serious prob-
lem. We need to act now and we need to make sure that these peo-
ple have access to the credit that you say you want to free up.

My last question, sir, according to February 26th article in the
Politico, Speaker Pelosi is quoted as saying that she thinks that the
President’s budget does not raise taxes quickly enough. Specifically,
she is quoted as saying, “Quite frankly, I would have done it fast-
er.”

Mr. Secretary, in light of the current economic climate, do you
agree or disagree with the Speaker’s view that taxes should be
raised immediately?

Secretary GEITHNER. Congressman, I support the President’s
budget in its full package of measures because I think that is the
best way for us to get the economy back on track. I think it is very
important that, as we do that, we still explain to the American peo-
ple how we are going to get our budget back to a sustainable path.
The budget makes very clear, specific commitments to do that, but
again, after we believe recovery will be firmly established.

Mr. REICHERT. Thank you, Mr. Chairman.

Chairman RANGEL. Thank you.

The Chair recognizes the gentleman from Illinois, Congressman
Davis, for 3 minutes.

Mr. DAVIS OF ILLINOIS. Thank you very much, Mr. Chairman.

Mr. Secretary, I am very pleased that the President’s budget in-
vests in higher education, with increases in the Pell grant and
making the American Opportunity Tax Credit permanent. One
area that I hope we can improve with is on the new tax credit, to
make sure that it benefits students who attend community colleges.

Especially for students who attend community colleges, expenses
differ somewhat from those who attend 4-year institutions. Given
the fact that many lower income and minority students attend com-
munity colleges, I hope that we can ensure that our tax structure
values the costs to students who attend these colleges equally with
those who attend 4-year institutions.

My question is, the Administration has sought to respond to the
economic crisis with a balanced package of tax cuts and spending,
along with efforts to address the troubled housing and credit mar-
kets. How do you respond to the theory that we might be better
off with an approach that cuts both taxes and spending at the same
time?
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Secretary GEITHNER. Congressman, on your first point, I think
it is very important that people have the opportunity to use this
tax credit for a community college, not just for a 4-year college; and
am happy to work with you on how best to make sure we achieve
that. But I believe the Administration shares that commitment.

You are absolutely right, Congressman, as a country right now,
for us to be cutting the deficit today would leave the recession
deeper, would create higher future deficits, weaker growth in the
future, and would ultimately lead us to the position we are doing
much more damage to the fabric of the American economy. That
would be the wrong policy for the country.

I don’t know of any economist that advocates today that we move
to cut spending in the face of this deepening recession. That is why
the package that Congress proposes has a mix of investments in in-
frastructure, things that will put people back to work, alongside
the tax incentives it creates to put money in the hands of Ameri-
cans and stimulate private investment.

Mr. DAVIS OF ILLINOIS. Let me thank you very much, and let
me just agree with my colleagues who suggest that anything that
we can do to help assure bankers have enough confidence to make
these loans, especially to small businesspersons, who are crying
that they just cannot get the assistance that they need.

I want to thank you very much. That is the end of my questions.

Chairman RANGEL. The Chair recognizes Mr. Etheridge of Ten-
nessee for 3 minutes—North Carolina.

Mr. ETHERIDGE. Thank you, Mr. Chairman.

Mr. Secretary, thank you for being here. Let me echo my col-
leagues’ thanks to you for—and to the Administration—for your
proposals on education. One that Chairman Rangel and I joined in
was school construction. I was at home over the break, and I can
tell you children don’t really care who pays for those buildings;
they just know what they get, and they really want better ones.
When it comes to giving a child an education, they are not worried
about whether it is public, private, how it gets there.

It makes a difference in our future, and I thank you for that in-
vestment. I think it is critical. As it relates to small business and
lcl)lans, I hear the same thing; and I trust that you are working on
that.

But let me move to another area, just to put it on the record, and
ask that you take a look at it, because as you look at the agricul-
tural sector across this country, it is about $130 billion annually
to the U.S. economy. Across the country it is responsible for about
14 percent of the employment, but in my home State, it is almost
one in five jobs in North Carolina.

Many farmers now are starting to be hard hit, because they real-
ly are small businesses; people talk about small businesses, but for-
get they really are. They are seeing costs increase, their incomes
plummet.

When we talk about farm loans, a lot of folks don’t realize they
are connected to where people live. There has been an unusual
thing hit certain States in the poultry industry, where their con-
tracts were being pulled. They have no income, they are in jeop-
ardy of losing their homes, their land, everything they have. I
would encourage you to take a look as you look at TARP.
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They are not asking really to be bailed out. All they are asking
is to have a bridge loan to get them past 12 months or 18 months,
because this is going to turn around at some point, and they would
like to be there. Because a poultry house costs anywhere from
$250,000 to $300,000; without poultry, they are worth zero.

This is a problem for the lending institution, but it is really a
problem for those farm families. I look forward to working with you
or someone in the Administration to try to help work through this.

I thank you for what you are doing. I know you have got a dif-
ficult job. I want you to know this is one Member—and I won’t
speak for the whole Committee, but I think, Chairman, we want
to help because the country needs us all to be together in this situ-
ation, working together.

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

Secretary GEITHNER. Thank you, Congressman.

Mr. PASCRELL [presiding]. Thank you, Mr. Etheridge.

Mr. Yarmuth from Kentucky.

Mr. YARMUTH. Thank you, Mr. Chairman.

Secretary Geithner, it is nice to see you. I would like to begin by
echoing the comments of Congressman Davis. Bourbon is an ex-
tremely important product in my district and my State; and it is
a product that is required by law to be on the shelf for a long pe-
riod of time. Changes in the LIFO treatment would put them at a
severe competitive disadvantage with the balance of the liquor in-
dustry, which is overseas. So, I think there is a real interest in not
just preserving one industry in Kentucky, but also an American in-
dustry and American jobs.

So, I look forward to working with you and Congressman Davis
and also with Chairman Rangel on that issue.

One of the things that we have talked about a lot today and over
the last few days, since this budget was made public, is the ques-
tion of predictability and estimates and so forth. We understand
that this is a very dangerous process to project economic growth.

So, my question is, as we move forward, we are adopting a budg-
et, even with a 10-year window, essentially for 1 year; so what is
the Administration prepared to do and what kind of metrics would
we look forward to over the next year or two if we adopt this budg-
et largely as it is, to see whether we are making progress? How can
the American people—how will they know whether the budget is
having its intended effect?

Secretary GEITHNER. Well, I think it is important to start by
saying that the transparency provisions and reforms that are built
into the budget will provide a level of transparency to the Amer-
ican people about how this money is being spent that they have
never seen before. That is really important, because they will be
able to see not just what is happening in their communities, but
they will be able to see, as these things are implemented, where
the money is flowing, how effectively it has been used.

We think that will be effective; the American people deserve
that. But we think it will help drive better policies, frankly, be-
cause that level of scrutiny and transparency will help.

But if you look at the economy as a whole, the best measure of
what is happening in the economy, you are going to see what is
happening to unemployment rates, what is happening to income
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gains, what is happening to overall growth, what is happening to
interest rates. Those are the things that are going to drive parts
of the long, sort of basic environment in which we make these basic
fiscal policy choices.

But the best measure of the effectiveness of the policies is going
to be when you start to see the pace of growth decelerate, start to
see a foundation put in place not just in housing, but the parts of
the economy that are most directly affected by this, and then the
beginnings of confidence or recovery coming.

Most economists expect that process to begin in the second half
of this year, but it really depends a lot on how effective we are in
moving the recovery act into place quickly and, as I said, moving
more effectively to try to provide confidence to the banking system
and to help get credit flowing again.

Mr. YARMUTH. All right. Because one of the things that I am
getting when I am home—and it is very frustrating—is that look-
ing particularly back at the [TARP|tarp] and the first stage, it is
one thing to say things would be worse if we don’t do this. It is an-
other thing to—like we haven’t been attacked since 9/11, it is an-
other thing to draw a cause and effect. The American people need
that degree of confidence.

Secretary GEITHNER. Can I just come back on this?

It is a very important point, but mortgage interest rates are sub-
stantially lower today than they were in the fall. Parts of the credit
market are opening up again. Those things are the direct effects of
the actions that have been taken to try to make sure that there is
a stronger level of confidence across the country that we are going
to Iélake sure that our system holds together and is able to provide
credit.

So, that is not enough, but it is a very important beginning, and
we need to keep at it to try to reinforce that progress.

Mr. PASCRELL. Thank you.

Mr. Boustany from Louisiana.

Mr. BOUSTANY. Thank you, Mr. Chairman.

Mr. Secretary, thank you for your testimony today. You know, I
have reviewed the budget, this budget proposal, and I have some
very deep concerns. In fact, today I received a letter from a Lou-
isiana small business leader who is worried that tens of thousands
of Gulf Coast energy jobs will be lost under this plan.

Mr. Secretary, this budget raises energy taxes on every American
and sends jobs overseas. So, can you tell me how many Gulf Coast
energy jobs will your budget kill?

Secretary GEITHNER. Congressman, I can’t answer that ques-
tion, but I would be happy to try to look at any analysis you have
been given and give you a sense from the Administration, what the
impact is going to be.

But I just want to emphasize again that what the budget pro-
poses is that, as we work with the Congress to put in place a cap
and trade system to move us toward energy independence and bet-
ter use of clean energy technologies, that sometime in 2012 we are
going to be putting in place a framework that will change the in-
centives for how people use energy.

Those resources raised by that, if we work this through the Con-
gress, will be put into helping finance these tax cuts that benefit
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95 percent of Americans, that go to help facilitate this transition
to cleaner energy technologies. If there is additional resources, we
will use them for——

Mr. BOUSTANY. But that is the key. We don’t have a transition
strategy. Natural gas has been considered one of the key transition
fuels.

This budget will tax natural gas production; and in fact, if you
look at natural gas that we are using in this country today, one-
third of it is coming from rigs that were drilled within the last 2
years. We are talking about thousands, tens of thousands of jobs,
small companies, small businesses that do the production, the serv-
ice, maritime support and so forth.

Secretary GEITHNER. Well, Congressman, I do think it is im-
portant to point out that in the stimulus program there is very,
very substantial support, as some of your colleagues have pointed
out, for helping facilitate this transition—just like you said—a
very, very substantial amount of support to provide incentives for
investment in more efficient energy technologies, greener energy
technologies.

So, I think there is a lot of effort and care put into the transition.

Mr. BOUSTANY. But what about the Gulf Coast energy jobs
that we have today? This will kill those jobs. The President himself
has said his goal is to save or create jobs. “Save” is a very impor-
tant word here.

Secretary GEITHNER. Congressman, again I think it is very im-
portant to emphasize that, looking ahead, this budget, because we
are inheriting a huge fiscal hole, does require us to make some
tough choices about how we are going to pay for these critical, long-
term priorities of the country. So, we are going to have to work
with the Congress on how best to meet that balance.

But remember where we are starting from. We are starting with
these huge accumulated deficits, a dramatic increase in our overall
debt-to-GDP ratio, a deep economic crisis that is going to require
additional resources to get recovery back. We are going to have to
work with you to determine how we make sure we balance these
priorities, so that we are leaving the country living within our
means, but with a stronger economy in the future.

It is going to be a difficult thing to do. But remember, you are
talking about things that we are going to have to work with the
Congress to design that would come into effect after recovery is es-
tablished.

Mr. BOUSTANY. Thank you.

Mr. Chairman, before I close out, I ask unanimous consent to in-
clude this letter I have from the Louisiana Oil and Gas Association
to be included in the record.

Mr. PASCRELL. Without objection, so ordered.

Mr. BOUSTANY. Thank you.

[The information follows:]
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Mr. PASCRELL. Ms. Sanchez from California.

Ms. SANCHEZ. Thank you, Mr. Chairman.

Thank you, Secretary Geithner, for being with us this afternoon.
I was absent for a part of the hearing, so pardon me if I am asking
questions that have already been answered. But I know that a lot
of criticism has been leveled at this budget because of a fear of fu-
ture debt. That is what we keep hearing: We can’t burden, you
know, future generations.

My question to you is a very specific one. Do we really need to
balance the budget in order to reduce our future debt burden, or
can we reduce our debt burden while still running deficits? Because
some people would have you believe that the two must go hand in
hand.

Secretary GEITHNER. Okay.

Congresswoman, if we—it is important to start again by saying
that the fiscally responsible thing to do and the most important
thing we can do if you are worried about our long-term fiscal path
is to get this economy growing again.

That is why the Recovery Act was so important, and that is why
this budget accounts for the other costs we may face in trying to
fix our financial system. That necessarily results in a temporary
short-term increase in our deficit. That is why it is so important
that we commit to bringing those deficits down. If we don’t do that,
then we are going to have a rising debt-to-GDP ratio over time and
higher interest rates and will crowd out private borrowing and the
recovery will be interrupted and we will see more damage done to
the productive capacity of our economy, higher future deficits.

So, I think that is the balance we are trying to strike, and there
is no alternative we face as a country, but to try to make sure that
people understand that again, when recovery is in place, that we
are going to bring those deficits down to a level that we can sustain
over time. Sustainability, people will disagree on what it is, but the
most important thing is that it means that it is a level where that
debt-to-GDP ratio is no longer growing. You need to commit to
achieve that within a horizon that includes the medium term.

So, we are proposing to do it at the end of 5 years and to make
sure that we sustain that over the next 5 years after that. That is
the critically important thing to do.

Ms. SANCHEZ. So, it would be fair to say that there is sort of
a short-term strategy combined with a long-term strategy to get us
out of this economic black hole that we are in?

Secretary GEITHNER. That is a better way than I said it. You
said it right, but you have to do them together. Because if all you
did was the short-term address the recovery stuff, and you left peo-
ple without the confidence that we were going to try to bring those
thing down, then again, you would face the risk that higher inter-
est rates would choke off recovery. So, you need to do it together,
being careful, again, to reassure people, as I am trying to do today,
that we are not going to be raising taxes on the American economy
until we get through this recession.

Ms. SANCHEZ. Great. I appreciate your answer. I yield back the
balance of my time.

Mr. PASCRELL. Thank you. Now Mr. Heller from Nevada.
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Mr. HELLER. Thank you very much, Mr. Chairman. Mr. Chair-
man, thank you. Mr. Secretary, thank you for being here today.
The last time I was able to ask you questions, I was over in the
Financial Services Committee. So, I don’t want you to think that
I am chasing you around from Committee to Committee. But thank
you very much for being here. I want to go back to a couple of
statements. You said several times in your testimony that the best
way to sustain confidence—and we continue to talk about con-
fidence. I would argue that from what I am seeing in the markets
today, we don’t see a lot of confidence. The previous Administra-
tion, as you are well aware of, put together the bailout package,
supported by this President. Consequently the market dropped
about 2,000 points. We put together a stimulus package put to-
gether by this Administration, and upon passage the market
dropped substantially.

We have seen the same thing in the omnibus package that was
passed, the market decreases. We are seeing the same thing now
during the last joint session with the President when he spoke in
front of us, that based on his remarks, the market struggled.

I am concerned about that, and I guess my question for you, even
with this current budget, we are seeing the markets struggle. Why
do you think that the investment public right now is discounting
this budget and current actions by this Administration?

Secretary GEITHNER. I think it is just important to start with
the underlying reality, which is growth here in the United States
and around the world is still weakening. You are seeing that re-
flected and spreading in term of impact across the economy. That
is fundamentally what is been driving this crisis from the begin-
ning. This was true, if you just go back 18 months ago to the begin-
ning of this crisis. You are seeing that basic dynamic increase and
intensify. This forces us to maybe some choices. What this Presi-
dent is doing, working with the Congress, is putting in place as
powerful a set of policies as we can to get recovery back on track.

There is no choice but to do this. It is going to take time to work.
This crisis took a long time to build up. It is going to take some
time to fix. But again, we are starting with a deepening accel-
erating decline, not just here but globally. You know, in some ways,
it is important to point out that this started here in some ways and
we started a slow more quickly than the rest of the world is. But
the rest of the world, you see, growth decline at an accelerating
rate. You are seeing that affect export demand. So, you are seeing
that ripple across the U.S. economies too.

So, the only thing that I can say is that this is a grave and seri-
ous set of challenges. I think that is broadly recognized now. But
the choice we have is to act. I am very confident for us to choose
not to act, to hope this would work itself out, hope it would burn
itself out, hope that we get through this without making these
tough choices now, would leave us much more vulnerable as a
country. What the President is going to do working with the Con-
gress is to make sure we keep at it until we get recovery back on
track and firmly established.

Mr. HELLER. Thank you, Mr. Chairman.

Chairman RANGEL. The gentlewoman from Nevada, Ms. Berk-
ley.
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Ms. BERKLEY. Thank you, Mr. Chairman. Thank you Mr. Sec-
retary for being here. I appreciate it very much. Let me get started
by telling you what I like about the budget. The transparency is
truly a breath of fresh air. I am very glad that we included the cost
of preventing cuts to doctors who serve Medicare patients. I have
got the fastest-growing senior population in the United States.
Short of me going to medical school so I can go treat them when
I go home on weekends, we are going to be in a world of hurt if
my doctors stop treating Medicare patients. The fact that—includ-
ing the cost of the wars in Iraq and Afghanistan, I think also is
sad but refreshing. I am also glad the budget assumes extension
of current tax cuts targeted at the middle class, including AMT
protection. Thirty-three thousand of my constituents are affected by
the AMT, making work pay tax credit enacted in the stimulus bill
is going to cost money. It is important. Also, 95 percent of Ameri-
cans, but of the people that I represent, are going to pay less taxes
under the President’s plan. The energy provisions for the State of
Nevada are great. We simply must diversify our economy. If we can
do it by helping to go green, that would be great. Nevada has an
abundance of sun, wind, geothermal up north. If we can harness
that through tax credits and other incentives, I think that is ter-
rific.

Now I am not a financial genius, but I know my district really
well. My constituents are some of the hardest hit in the country be-
cause of the current economic crisis. Nevada has the highest mort-
gage foreclosure rate in the country for 2 years in a row. Home val-
ues went down 34 percent in Las Vegas just in this year alone. Un-
employment, while it shows the official numbers are 8-point-some-
thing, I would bet you dollars to doughnuts we are over double dig-
its. One of my major casinos, casino hotels had a 27 percent occu-
pancy rate last week. It was a disaster for us. Our construction in-
dustry is dead in the water. Small businesses are folding at an
alarming rate. My major developers and major businesses can’t get
loans. I would like to emphasize what the others have already said.
It is a disaster. Banks that they have been doing business with for
20 years aren’t loosening up any money for them. So, that is so
bad.

In order for my district to recover, it is necessary to address both
the housing crisis and jump start the economy. We have made
great inroads, but there are two things that I have been trying to
push, and I would like your opinion on them. One of them is 100
percent deductibility of business meals. What I have in my district
is hotels and restaurants, an abundance of restaurants. Small busi-
nesses don’t have big conference rooms. They use the back booth
of restaurants in order to do business. If we could do 100 percent
deductibility that would be a great help for my small businesses
and for my restaurants. The second thing is, a tax credit from busi-
ness travel for people to bring their spouses. We don’t have any
business in Vegas. I would like to caution the Administration and
my colleagues to stop bashing Las Vegas. It is still a great deal and
you are taking business away by talking about, oh, Las Vegas,
don’t travel there if you are a TARP recipient or someplace else.
It is still the best bang for the buck.
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What do you think about those two things? The last thing is, I
would like to echo something that somebody else said. What I got
more than anything this weekend when I went home was that
charitable tax deduction. You explained it very well. But for us, it
is a nonstarter. I wish that it would go back because I would like
to think that people give out of the goodness of their hearts. But
that tax deduction helps a lot to loosen up their heart strings. With
that, what do you have to say about this?

Secretary GEITHNER. I have heard the two specific ideas from
you privately, and I would be happy to reflect on them. Don’t know
if it is possible. I understand why it would be important to a State
like yours.

Ms. BERKLEY. Florida and New York and a whole lot of others.

Secretary GEITHNER. Many, many States across the country.

Ms. BERKLEY. In conclusion, I put a call in to your office on a
totally separate subject. I know you are really busy. Can you have
somebody return the call?

Secretary GEITHNER. Absolutely.

Ms. BERKLEY. Thank you.

Chairman RANGEL. The Chair recognizes Mr. Roskam of Illi-
nois.

Mr. ROSKAM. Thank you, Mr. Chairman. Mr. Secretary, one of
the things that you spoke about had to do with transparency with
the banks. I think there is a lot of wisdom to that. One of the
things that Ms. Berkley just said that she found attractive about
the budget was the transparency element. I think there is near
unanimity that that is a good approach. One of the things that I
heard on the break last week when we were back home was your
own experience—and you dealt with this in the Senate. But it is
going to be coming up—with your own personal tax liability situa-
tion. I had people sort of in business meetings with me referring
to, you know, in a joking fashion, the Geithner rule, hoping that
they would get the same treatment that the Secretary got. Yes, you
pay the taxes. Yes, you pay the interest. But no, you don’t pay the
penalty.

I asked the question—and I am not suggesting that you were as-
sessed a penalty. I asked a question of the Deputy Commissioner
of the Internal Revenue Service last week during an oversight
hearing. She essentially waived off because she was forced to, I be-
lieve because she is not allowed to discuss the matrix of an indi-
vidual decision on an individual taxpayer. So, you sort of got the
sense that she wanted to explain how it was that you were not as-
sessed a penalty, but that she was prohibited from doing so.

In the interest of transparency, are you willing to waive that so
that the Internal Revenue Service can discuss with us publicly
their decisionmaking process on not assessing you a penalty based
on your tax situation?

Secretary GEITHNER. Let me just say a few things in response
to this. I disclosed my full tax records not just to the Administra-
tion vetting team, but also to the Senate Finance Committee at the
earliest stage in this process. They disclosed very comprehensively
the full results of their review of my taxing. You can find what is
in the public record already very detailed documentation of why
the IRS not just first assessed the penalty, but then encouraged me
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and a whole range of other people to apply for a waiver of that pen-
alty and waive that penalty.

I think that there is a bunch of informing in the public domain,
but I will be happy to make sure that you have a chance to hear
more detail about this issue, in general what their overall policy is
in this case, consistent with whatever constraints they operate
with. I would be happy to follow up with you on that.

Mr. ROSKAM. To the extent that you have control over that, and
I am sure you do as an individual taxpayer, in the interest of
transparency, I assume that you are telling the Committee today
that you are willing to waive that and allow the IRS to disclose to
us

Secretary GEITHNER. I will do whatever is appropriate.

Mr. ROSKAM. Let me finish the question. We are deciding what
is appropriate. I am asking you, are you willing to waive that so
that the Internal Revenue Service can have the public conversation
with us about how it applies. I am not trying to drag you through
this again. But when I am asked questions, does the Geithner rule
apply to me, Congressman?

Secretary GEITHNER. Let me just say, there is no Geithner
rule. I would be happy to come talk to you about this in as much
detail as you would like and absolutely willing to talk to my col-
leagues at the IRS and to figure out how to best to help you re-
spond to your concern. But I was fully open and transparent, as
was the Committee on this issue. It is hugely important to me that
that is out in the public record in the fairest—in the complete pos-
sible light. So, I would be happy to try to be responsive. But I need
to talk to them a little bit about what constraints they face on deal-
ing with individual cases.

Mr. ROSKAM. Okay. I realize my time has expired. It was a
complete unwillingness to engage.

Chairman RANGEL. The Chair recognizes the gentleman, Mr.
Crowley from New York.

Mr. CROWLEY. Thank you, Mr. Chair. Welcome to the Com-
mittee, Secretary Geithner, and thank you for your responses thus
far.

It never ceases to amaze me the level of apparent amnesia some
of my colleagues on the other side of the aisle have had about how
we got to this problem in the first place. I thank you for answering
Mr. Heller’s question, in particular. By the line of questioning, you
are almost led to believe that because of the last month and a few
days of the presidency, we have the problems we have today.
Thank you for setting the record straight. This didn’t happen over-
night. This took 8 years in the making of stagnant, at best, growth.
But yesterday, Mr. Secretary, the Treasury and the Federal Re-
serve announced a new fourth plan to rescue troubled financial
services giant AIG. I do agree that AIG’s sustainability is the
linchpin for some of our recovery efforts. It is important for the
Federal Government to work to keep it afloat. However, I must de-
mand for AIG increased accountability and transparency, some-
thing that was not done during the previous Administration. For
example, just last month, AIG paid 343 employees of AIG FP, their
financial products division, that created the financial hole that AIG
is in, and in turn, a multibillion dollar bill for American taxpayers
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of $56 million in bonuses. Are slated to pay an additional $162 mil-
lion in bonuses to 393 participants in the coming weeks.

There is more. Further bonus payments totaling approximately
$230 million are due to 407 participants at AIG’s financial products
division in March 2010. This makes no sense to my constituency.
I am not here to bash compensation. We can go a little overboard
as well. But this company claims to be on the brink of disaster, and
it is handing out bonuses. I would like to work with you in struc-
turing tough commonsense compensation limits at AIG in this new
government loan, which would include voiding these bonuses to
AIG FP employees as well as claw back $56 million in bonuses al-
ready paid to AIG FP employees December 2008 and 2009, some
of whom are not even American citizens but who are living large
on taxpayer funds. Can you please share with us, the Committee,
your thoughts on taking these actions.

Secretary GEITHNER. Congressman, thank you. I just want to
point out that compensation practice across the financial services
industry over the last years and decades just got out of whack with
basic fundamentals and people were paid for risks that were
encaptioned in compensation. Part of what we do to make sure this
crisis doesn’t happen in the future is to change those basic incen-
tives. There is going to be a role for government in doing that.

Now, it is very important that we make sure that we are pro-
viding exceptional assistance to these firms, that that assistance is
going again to achieve the objectives of these programs. Not to re-
ward the kind of executives that got us in this mess. I am deeply
committed to that objective. The President laid out some very com-
prehensive conditions in his proposals last month. Congress passed,
as part of the Recovery Act, a set of additional provisions. We are
now in the process of designing regulations, guidelines to apply
those provisions. We are going to be as careful and responsive as
we can to the concerns you have, so many Americans have about
how these resources have been used.

I just want to say that the judgments made by these boards of
directors and senior executives across parts of the financial system
have just caused a lot of damage to public confidence in the quality
of their judgment and they have a deep responsibility, an obliga-
tion, to make more careful judgments going forward. But we are
not going to be able to depend on them to do it. We are going to
make sure that there are conditions that come with our assistance
to assure that. So, we are going to figure out how to apply these
new provisions in a way that is as carefully designed as possible.

Obviously we want to achieve the objectives of what we did in
AIG. We want them to be able to run their business and restruc-
ture so that we are in a better position going forward. That is why
this is sort of hard to do. But we are going to be very careful in
doing it and very much hear your concerns.

Mr. CROWLEY. Thank you.

Chairman RANGEL. The Chair recognizes the gentleman from
Maryland, Mr. Van Hollen.

Mr. VAN HOLLEN. Thank you Mr. Chair. Thank you, Mr. Sec-
retary, for your testimony. As we move as a nation to reduce our
reliance on foreign oil and our reliance on fossil fuels, we clearly
need to make sure that the clean energy companies get the credit
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and the financing they need to move forward. There are lots of
projects, as you know, that are frozen right now. We got a good
start on some of that in the economic recovery plan. Congressman
Zach Wamp and I wrote to the President early on proposing the
idea of creating a green bank, modelled after OPEC, XM whatever
model you want to look at, for the domestic energy market. We are
pleased that the seed money for that kind of idea was in there,
about $6 billion, primarily there for loan guarantees. We would like
to look at expanding that to some debt financing as we go forward.

But I want to pursue that conversation with you in the days
ahead, especially as we move toward trying to put some kind of cap
on carbon emissions as we move toward, you know, reducing our
reliance on foreign fuel. Again, on that point, I was pleased that
the President’s plan talks about returning most of the money to the
U.S. taxpayer. I think we also need to have a conversation on ex-
actly what form that will take and what mechanism we use to
make sure people understand that they are going to be com-
pensated for some of the increased costs they will face.

The question I have for you relates to making sure we get the
economic recovery plan, the housing foreclosure prevention plan
and your plan to get credit flowing again. How they can all work
together in a synergistic manner. As you and the President have
said, we need to click on all cylinders. Each one of these things
alone will not get us out of this ditch. We need them all going. I
think we are moving forward on economic recovery. I think you
guys have put forward a solid plan on home foreclosure prevention.
I think we are all still working on this third piece, on getting the
credit flowing again.

If you could just talk a little bit more. You said in your earlier
testimony we have to do more. If you could talk a little bit more
about your schedule for completing the stress tests on banks and
getting ourselves out of a defensive posture or reactive posture in
a proactive manner and what your schedule will be and when you
intend I think to unveil more details in term of your proposals.

Secretary GEITHNER. Absolutely right these things have to go
together. Each will be less effective unless they are done together
and we are trying to move as quickly as we can across all of those
fronts. You saw we already announced that the new housing tax
credit will be able to be applied against 2008 income. There is a
whole range of provisions of stimulus we are moving very quickly
on. Tomorrow we announce the more detailed provision of our
housing plan, at least on the affordability front.

So, let me just come back to the financial piece of this. This is
absolutely central, vital. Last week we laid out a timeframe, it is
now in the public domain, for how this health assessment, this as-
sessment of the additional capital buffer, these institutions may
need to withstand a more severe recession. The timeframe which
that assessment is going to be concluded. We want that to happen
as quickly as possible. It is going to take several weeks because you
want them to do it right. But we also announced at that point—
and this is very important—that there is going to be a program of
capital available for those institutions that need some additional
buffer. Some will need some additional capital to get through this.
They are going to have 6 months to go to the markets to raise that
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capital early on if they choose or they can take it up front, the gov-
ernment up front. That will help resolve this basic cloud over the
institutions in a relatively quick period of time.

We also announced this morning the first stage of this new lend-
ing program to help get credit markets flowing again for small
businesses auto financing et cetera. In there, too, there is a
timeline for when these programs start to take effect and get trac-
tion and when we are going to start to expand them to other mar-
kets that are also affected by this. So, we are doing—we are trying
to lay out a path with concrete timelines on each of these fronts
again so that we are moving quickly. You are absolutely right. The
small business that would otherwise benefit substantially from the
type of investments you are seeing in recovery will not be a benefit
unless they can borrow to get credit for that. That is why you need
to move on those fronts together.

Mr. VAN HOLLEN. Thank you. Thank you, Mr. Secretary.

Chairman RANGEL. Thank you. The Chair recognizes Mr.
Nunes.

Mr. NUNES. Thank you, Mr. Chairman. Mr. Secretary, thank
you for coming to the Committee. I want to make sure, at least for
the record—we have had several comments from many of my col-
leagues, but the TARP, the first bailout, the stimulus package, the
last omnibus bill, the President’s Budget, the latest budget, and the
AIG latest bailout was all supported by President Obama and his
Administration and your office, either as President or as a U.S.
Senator.

Secretary GEITHNER. Let me just make sure I understand. You
are saying the stimulus package, absolutely.

Mr. NUNES. Omnibus.

Secretary GEITHNER. Omnibus bill, yeah. So, that is still work-
ing its way.

Mr. NUNES. The current budget.

Secretary GEITHNER. The current budget is designed by the
President’s economic team.

Mr. NUNES. The AIG bailout over the weekend.

Secretary GEITHNER. All of the actions we are taking to try to
stabilize this financial system to make sure that there is credit
flowing again are going to be done with the full support of the
President and the broad financial agencies of the country, including
the Federal Reserve and the FDIC.

Mr. NUNES. I understand. But with the support of the Presi-
dent, as was the first bailout, the first TARP was also supported
by the U.S. Senator at the time and yourself when you were at the
Treasury back in September.

Secretary GEITHNER. I was not the Secretary of the Treasury
then. I was the President of the New York Fed.

Mr. NUNES. I was at a meeting where you came and did ask for
the support of the Congress for that provision if I recall. But let’s
get on to——

Secretary GEITHNER. I just want to point out, this is very im-
portant to do. The action the Congress authorized at that point was
absolutely essential to preventing catastrophic failure of our finan-
cial
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Mr. NUNES. Well understood, Mr. Secretary. But here is the
issue. We have thrown this all at the wall. You stated earlier to
one of the earlier questions that, you know, it is possible that GDP
could be lower than what—even what you are predicting and what
others are predicting.

Secretary GEITHNER. I think I said that our budget presents a
forecast for what the economy is likely to do.

Mr. NUNES. Understood. But here is the concern I think that
a lot of us have, is that right now under your budget or the Presi-
dent’s budget, we are looking at a $12 trillion Federal debt in 5
years. If we are slightly off on GDP or we are slightly off on what
revenue is going to be or we are slightly off on how this economy
responds, I mean, we could be at an unsustainable level of Federal
debt. I think that is the concern you are seeing. It is a legitimate
concern for Members of Congress here from both sides of the aisle
that this level of debt is unsustainable in the long term.

Secretary GEITHNER. Congressman, you are absolutely right.
But just remember where we are starting. We are starting with—
we are starting before anything happens, a $1.2 trillion deficit. We
are starting with a set of costs.

Mr. NUNES. Well, we are starting with about $6 or $7 trillion
in debt and we could be in the 5 years at $12 or $14 trillion.

Secretary GEITHNER. So, it built up over the last 8 years, mag-
nified by the cost of this crisis.

Mr. NUNES. Built up over the last 220 years.

Secretary GEITHNER. True. But with a substantial increase in
that path over the last 8 years. With a crisis we are inheriting that
is going to require very substantial additional action to fix the fi-
nancial system and get the economy back on track. That is what
causes this temporary increase in deficits. Now this program the
President laid out in the budget is a very, very responsible fiscal
program. I don’t—again, I do not believe that you have seen a
budget presented any time in recent history with this level of can-
dor and honesty and ambition to try to bring those deficits down
over a period of time. That is very important for us to do. But re-
member, the bulk of what you are referring to, overwhelming bulk
is the result of—not just the cumulative policies of the last imme-
diate period, but the damage caused by this recession and the cost
that imposes on the economy as a whole.

Mr. NUNES. I understand. I just want to make sure—and I will
close with this, Mr. Secretary: It is not a partisan attack on you
when you hear some of us, including myself, up here saying that
we are very concerned about where we are going to be at with the
level of Federal debt in the next 5 years and whether or not that
is sustainable or not. A lot of that hinges on how successful the
plans that you are putting out there are. So far the market is not
responding well to these plans that have been put out there. That
is our concern. It is a legitimate concern. It is not an attack.

Secretary GEITHNER. Congressman, I completely share your
concern that it is absolutely important that we get this economy
back on the track to growth and that we leave this economy, com-
mit to bring the economy to the point where our deficits are at a
sustainable level at the end of 5 years. That is really important
and that is what this budget does. We need to do both together,
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as you said. You are right that overwhelmingly it is important we
get the economy back on track, even though temporarily that does
increase the deficits we are going to have to live with. But most
of those deficits are driven by the inherited cost of the crisis.

Mr. NUNES. Well, thank you, Mr. Chairman. Thank you for in-
dulging with me extended time. Thank you.

Chairman RANGEL. I recognize the gentleman from New York,
Mr. Higgins.

Mr. HIGGINS. Thank you, Mr. Chairman. Just a comment and
then a question. First of all, what is clear here is that the new Ad-
ministration inherited an unmitigated financial disaster from the
previous Administration. Record deficits, record debt, a doubling of
the national debt, a crumbling of our roads and infrastructure, a
health care system that is in need of serious reform and an edu-
cation system that is also in need of serious reform. I think that
context is important here because an Administration that is 6
weeks old both directly and indirectly is being blamed for the fi-
nancial situation we find ourselves in. You have a budget document
here, not a budget but a proposal that is transparent, that is hon-
est and does not propose off-budget financing of war. I think that
is very, very important. My question, my question is, the 2004 Se-
curities and Exchange Commission net capital rule, which basically
allowed these investment banks to over-leverage 33 to 1, debt to
asset. The agreement as I understood it at the time—and I know
that SEC is a separate agency but still vitally important to this
economy—was that they would allow the additional debt in ex-
change for greater transparency. The investment banks were al-
lowed to accumulate more debt and there was very, very little
transparency. What is the plan of this Administration to ensure
that that never happens again?

Secretary GEITHNER. Very important question. The President
is going to be proposing to the Congress a comprehensive set of fi-
nancial reforms. A core part of those reforms will be to put in place
better design, more conservative capital requirements across the
institutions that play a critical role in our financial system. Those
institutions are now bank holding companies. We need to bring a
tougher more uniform framework over all those institutions. Part
of that is going to require, as I said, more conservative, more care-
fully designed capital requirements. Banks, as you know, live with
a crude leverage ratio as well a risk-based capital ratio and that
was applied on a consolidated basis. We are going to have to
bring—that framework needs to be improved too. But it is a very
important part of the reforms we are going to bring. Those are
things—a bunch of those things we can do with regulation. But we
are going to have to try to reform, streamline consolidate the over-
all architecture of oversight over the system as a whole.

Mr. HIGGINS. I look forward to working with you and I yield
back. Thank you.

Chairman RANGEL. Thank you. The Chair recognizes Mr.
Becerra of California.

Mr. BECERRA. Thank you, Mr. Chairman. Mr. Secretary, I
think you get to close with me, so I hope that these last 3 minutes
won’t be painful. First, congratulations again. It is a pleasure to be
able to work with you and some of your staff. You have got very
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capable people onboard with you. I would like to focus, if I might,
just briefly on this tax gap that we have between the revenues that
we collect that are owed and the revenues that we know that are
owed but are never collected because for any number of reasons we
don’t collect them. Either people try to avoid paying those taxes or
they underpay, et cetera, et cetera. There are some rough estimates
about how much is out there. Some people say over $300 billion an-
nually is not collected as a result of this inability to enforce com-
pletely the laws.

I would add that most of this underpayment by taxpayers who
owe the money or lack of collection on the part of the IRS, which-
ever way you wish to look at it, involves not average Americans
who get a paycheck every month or every week. It is very easy for
us to make sure they are paying their taxes because there is a pay-
roll deduction from their paycheck every time they get paid. So
very few Americans who have a salaried job where they depend on
getting the check were work, are not paying their fair share. Now,
Nina Olson, who is the Taxpayer Advocate within the IRS, has said
that for most taxpayers, this lack of collection of money amounts
to a surcharge of some $2,000 per American taxpayer. In other
words, because we are unable to collect from those who owe it,
Americans who do pay and are responsible are paying perhaps up
to $2,000 more any given year in what they pay in taxes. Other es-
timates have at about 17 percent more in taxes that are covered
by people as a result of having to subsidize those who aren’t paying
their fair share.

In the time that I have remaining, which isn’t much, I would love
to hear your response about how we are going to become more ag-
gressive in doing the right thing. Not going out there and being
hostile toward people but doing the right thing of trying to get peo-
ple to voluntarily pay what they owe to the government, to the peo-
ple of the United States so we can have a functioning government.

Secretary GEITHNER. Thank you, Congressman. I think it is
going to require better reporting. There is an important provision
in the budget that will do that for people who provide services to
rental property. That is a small case. But it is in the same vein
of better reporting on those things, and it is going to require, frank-
ly, better, stronger enforcement resources for the IRS, more care-
fully deployed. We are going to work very closely with the IRS, of
course, and with you and your colleagues on how best to do that.
But I think you said it right. It is fair to try to solve this. We need
to do a better job. We think we can do a better job. We think there
is substantial room to improve in this area, but it is going to re-
quire at least those two things. This is important alongside what
we do on the international tax evasion front as well.

Mr. BECERRA. Well, thank you for the testimony. Mr. Chair-
man, I appreciate the time. I look forward to working with you on
the disclosure issue. Because it is an issue of just having people be
transparent with the way they pay their taxes. So, we look forward
to working with you to get that money collected. Thank you, Mr.
Chairman. Thank you Mr. Secretary.

Secretary GEITHNER. Thank you.

Chairman RANGEL. The Chair recognizes Mr. Ryan for 3 min-
utes.
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Mr. RYAN. Thank you, Mr. Chairman.

Secretary, nice to meet you for the first time. I look forward to
discussions in the future. I have got a number of questions. But
first I just want to say something. You said something that kind
of caught me by surprise, that this budget has the most candor and
most ambition to bring the deficit down. If you just did nothing, if
you just didn’t pass this budget, the deficit would drop faster than
passing this budget. The CBO baseline says that the deficit would
go down by %4 in 4 years alone. I think we could do a little bit bet-
ter. If you actually applied the blue chip consensus forecast and
their projections versus the Administration’s projections, your def-
icit would never even reach the 3 percent of GDP. It would always
be higher than that. We believe that you could be more ambitious
on deficit reduction.

With respect to candor, saying in the baseline that we are going
to have a surge for 10 years in Iraq and then having a draw-down
and counting that as a $1.6 trillion savings is honestly the biggest
budget gimmick I have ever seen. I serve as Ranking Member of
the Budget Committee. I have been reading budgets for most of my
adult life. This is the biggest budget gimmick I have ever seen. I
am not asking for a comment from you.

Secretary GEITHNER. Could I comment, though, on this?

Mr. RYAN. Sure.

Secretary GEITHNER. This is really important.

Mr. RYAN. Do it quickly because I have some real questions on
Treasury I want to ask you.

Secretary GEITHNER. I just want to point out that if you look
at the combined effect and the things we are accounting for and
putting in this budget, we are doing things you have not seen in
a very long time. What is really important is that we honestly ac-
count for the cost of current policies, and most importantly we are
going to bring these down over time.

Mr. RYAN. Agreed. Put in AMT, good move. Good budgeting.
Suggesting we are going to have a surge for 10 years and then a
draw-down to create savings, not a good move, not good accounting.
Let’s disagree on that and let me ask you further because I only
have 3 minutes. In the budget, $210 billion in savings from the cor-
porate tax side of the ledger book. Where does all of that come
from? Obviously you are repealing deferral. I understand that. But
that doesn’t get you anywhere near the $210 billion of savings by
just eliminating deferral. Honestly, where does the rest of this sav-
ings come from? Or the tax increase come from?

Secretary GEITHNER. I have to look more carefully at the num-
ber you are actually using for corporate taxes. But you see, there
is a high level of detail in there about exactly what is going to hap-
pen to tax policy over this period of time. I don’t think that is a
number that is fair to the truth and the policies. But I would be
happy to look at the details.

Mr. RYAN. Yeah. Your line is $210 over 10 years for inter-
national tax reform.

Secretary GEITHNER. You are referring to international tax?

Mr. RYAN. Yeah. So, I know deferral is repealed.

Secretary GEITHNER. As we said, we said in the budget that we
are going to come to Congress with a broad set of provisions to help
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address these international tax evasion things. We did not identify,
you are right, all the specific measures that we are going to adopt
to do that. But we think this is a realistic number, and we take
on the obligation to lay out the details for you, how you could it.
But that is what we said in the budget. We said we are going to
come to you with a set of proposals.

l\gr. RYAN. But beyond repealing deferral, where are you think-
ing?

Secretary GEITHNER. It is very important, as some of your col-
leagues said before you came in, that we work to address the prob-
lem posed by international tax havens. There is a range of other
things we think we can do to get a look at this stuff. But we are
going to come to you and walk you through it.

Mr. RYAN. Just quickly, the TARP. Actually I think this is an
innovative idea, combining the TARP with the TALF and going
after the toxic assets. I am very intrigued with how you are pro-
posing to do this to leverage private sector capital. It sounds like
a pretty intriguing idea. The Wall Street Journal had an article
that kind of gave us a little bit of detail on how you planned on
deploying this. Can you further add to that?

Secretary GEITHNER. We put out a lot of detail this morning
on how the first stage of this thing we called—the Fed calls the
Term Asset-backed Lending Facility. You see a timeframe and de-
tail in there. On this broader proposal we put out to provide gov-
ernment financing alongside private capital in an investment fund
to help provide liquidity and financing for these legacy assets, we
are going to lay out in there relatively quickly, the next couple of
weeks how we—sort of the basic structure of that arrangement so
that people can start to see how it is going to work and decide
whether they want to put money to work in that structure.

Mr. BYAN . But the basic structure is TALF, TARP and private
money?

Secretary GEITHNER. The basic structure in that context is gov-
ernment financing. In this case, it will be through some combina-
tion of the Fed and the FDIC alongside government capital with
private capital in there. That is the sort of common structure we
use in the market and we think that is the best way to protect the
taxpayer but still get liquidity to help get these markets going
again.

Mr. RYAN. I would like to get a more detailed briefing in more
than 3 minutes in the future if you could. Thanks.

Chairman RANGEL. The Chair recognizes the gentleman from
Florida, Mr. Meek.

Mr. MEEK. Thank you, Mr. Chairman. Mr. Secretary, thank you
for coming before the Committee. You heard concerns from States
similar such as mine like Nevada. But I can say in Florida while
we have been hit very hard by home foreclosures, we pay very close
attention to when the Treasury comes out or the White House
comes out with a new proposal on how we bounce back. I think
that when we start looking not only at TARP—and I am glad that
there was some representation of being putting the screws in as it
relate to companies like AIG and others that are making everyone
else look bad, who are receiving these Federal dollars. I think—or
taxpayers dollars. I think it is important for us to pay attention to
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that. It seems like you are on target as it relates to that. I want
to know, States like Florida, there is different recoveries for dif-
ferent States. In the Midwest, you may have an automotive recov-
ery that will help that economy come back.

My State is it is tourism, it is agriculture, it is housing, home
building. Making sure the people are able to keep their homes.
There is a lot of programs out there. There is a lot of assistance
out there that I personally voted for. I just want to know who at
Treasury is going to be that person that is going to catch any
abuse, waste, you know, flexing of the rules that may end up fall-
ing on the desk of the auditor general? Because I think when that
happens, it is a little bit too late. We know we have to have correc-
tions. We know that you will have a minority report to that. But
how do we protect the taxpayers’ dollars in those categories? I was
also pleased to hear you say, especially as it relates to tax reform,
as this Committee looks at it following this recession track, if we
are on the upswing, we can start dealing with some of these tax
issues. If we are not, then we may want to put them on hold. Mr.
Secretary.

Secretary GEITHNER. Thank you, Congressman. On your basic
question about how we ensure that the money is going where it
needs to be, that people who are eligible are getting assistance,
people who aren’t, aren’t. Let me just describe a couple of things.
First of all, we took a very careful look at all the basic reports of
the congressional oversight body, the Treasury Inspector General
and the GAO. One of the first meetings I had at the Treasury was
to get them in a room together and have them brief me on their
recommendations, try to make sure there are strong safeguards in
place. We are adopting those recommendations. Two, we have this
pretty good process of transparency.

So, by making much more clear what the terms of the assistance
are, putting on the Web site, having people report what they are
doing with the assistance, that will help too in that area. Obvi-
ously, the existing oversight boards are all over this. They are look-
ing at it very carefully. So, you see from them independently an as-
sessment of how good we are doing. In the announcements we are
making tomorrow on housing, caring for the housing plan, you are
going to see I think a pretty good level of detail around safeguards
for protections on eligibility and how we are going to enforce those.
But we are very committed to this. You are right, it is very impor-
tant to the integrity of the program.

Mr. MEEK. Mr. Secretary, when we passed TARP—and this is
before your tenure when Paulson was there, we passed TARP and
then the enforcer came in when half of the money was given out.
When will the enforcement person be in place as it relates to the
housing program, who is going to be in charge, not only enforce-
ment but making sure that every, you know, sentence has a period
at the end of it?

Secretary GEITHNER. You are right. It is very important to get
this right. You want to do it at the beginning, not after the money
is out. We will give you as much detail as we can as quickly as we
can about what that safeguard is going to entail. But we are being
very careful and we are going to make sure that people in charge
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of administering this program, which in this case are largely
Fannie and Freddie have very strong protections in place.

Mr. MEEK. Well, we want to make sure that there is a police
officer there at the beginning versus several months into it. I think
that is key and paramount. Thank you.

Chairman RANGEL. The Chair recognizes the gentlewoman from
Pennsylvania, Ms. Schwartz.

Ms. SCHWARTZ. Thank you, Mr. Chairman. Thank you, Mr.
Secretary, for indulging the entire Committee and on being here for
as long as you have. I do want to just start out by saying, having
heard from the other side of the aisle that they have deep concern
about the national debt and the deficit. The fact is that we are con-
cerned about the deficit. I want to make that very, very clear. If
I hadn’t been here for 4 years already where I was only hearing
this for the first time from the other side of the aisle, we might ac-
tually be in a little bit better situation if, in fact, they had cared
about it last year and the year before and the year before that, and
not doubled the national debt in the last 8 years and not left the
deficit that you have inherited and we all have.

So, let me say that I want to acknowledge that this is the way
you have—this honest budget that there are expenditures that
have never been put in before. I think that is really important.
That you also have cut programs that don’t work and that is a hard
thing to do in government. You have looked at that. But what I
wanted to ask you about is what is equally important and that is
the investments we are making in critical areas that are going to
create a greater economic competitiveness for this country. Because
ultimately—and I think all of us would agree with this—ultimately
the way we get out of this economic crisis both for our budget on
the Federal level but for families and businesses is to grow the
economy. The area that I wanted to ask about—and I don’t think
was addressed specifically—is in the area of innovation and tech-
nology. One of the things I was very pleased about seeing is that
the budget makes permanent the extension of the research and de-
velopment tax credit.

I don’t know if that has been mentioned. But I think that it is
so important for us to be building on technology and innovation.
Could you just really briefly talk about—particularly in the small
business area, particularly in energy, in biotech, in health, in the
health area—my district represents all of that. I think that we
have to make sure that the tax provisions that you have put in
really do address that and incentivize that investment in tech-
nology, in innovation, and that those businesses know it, which is
the second part of my question. You have used a lot of different
tools, tax provisions, grants, loans, all sorts of ways to do this.

How is a small entrepreneur to even have some idea of how to
access all of those provisions that are really cut across both the re-
covery and the package on the and the budget? I look forward to
your comments.

Secretary GEITHNER. Excellent question. You are highlighting
a really important thing. It is that kind of commitment to sup-
porting research and development, to providing support for basic
research for innovation and technology is present across the budg-
et. It is not just in the extent of the R&D tax credit. It is across
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the budget. I think it is very important that there be visible detail
in the public domain quickly on exactly how these programs are
going to operate. It is very important that you bring it together so
that people see in one place all the things that might be relevant
to their particular business. The President, as you know, has asked
the Vice President to run a process where he is bringing together
the principal agencies responsible for implementing these programs
and frankly forcing them to work together and make this stuff hap-
pen as quickly as possible. I would be happy to walk you and your
staff through in as much detail as we can all the provisions in this
stuff. ?ut you are right to be highlighting them. They are a critical
part of——

Ms. SCHWARTZ. 1 appreciate that, because I think all of us are
being asked by our communities, our business community in par-
ticular, how do I know this, and we are trying to have it all put
together. It would be really great to have that information in a
very accessible way for our small businesses. Thank you Mr. Sec-
retary.

Secretary GEITHNER. Thank you.

Mr. CAMP. Again, thank you Mr. Secretary for being here. I look
forward to those other meetings in furthering our discussions. It
was tough to make much headway with 3 minutes per person, but
everybody got a chance to have a talk with you.

Secretary GEITHNER. I did hear you. I will always listen and
I will tell you when I disagree. But I will always listen and I will
work with you.

Mr. CAMP. Thank you very much. Thank you, Mr. Chairman.

Chairman RANGEL. Thank you again.

[Whereupon, at 3:17 p.m., the hearing was adjourned.]

[Submission for the Record follows:]

Statement of Liz Claiborne

As a designer and marketer of several retail-based premium fashion brands and
department store-based fashion brands with more than 16,000 employees, Liz Clai-
borne, Inc., applauds the economic stimulus legislation that included business tax
provisions. The support of Congress in helping companies weather the current eco-
nomic conditions while retaining jobs is truly appreciated. However, recent data has
shown that our economy has suffered and continues to suffer at an alarming rate.
Additional action by Congress is necessary in order to preserve jobs and to avoid
a further deterioration of our economy.

Based on limited information recently released concerning the President’s 2010
budget, particularly helpful is the increase in the net operating loss (NOL)
carryback from two years to five years. We strongly support the provision that
would allow businesses (big and small) to carry back losses from two years to five
years. Such a provision would provide the necessary alternative financing that U.S.
businesses needed to weather this unprecedented storm of economic events. We
have no doubt that the American Recovery and Reinvestment Tax Act of 2009 will
put people back to work or help avoid additional workforce reductions however, such
Stimulus will undoubtedly take time to work through the system. Businesses, both
big and small, need the government to take action to bridge the gap between now
and when the economy returns to some sense of normalcy over the next twelve to
eighteen months.

We, and others in our industry, were disappointed that the Stimulus package did
not include the NOL carry back provision for all businesses. We strongly urge you
to reconsider as part of this budget or in a separate act a provision that would allow
companies (big and small) to carry back losses from two to five years starting with
the tax year end 2008.

As stated in the Congressional Research Service (CRS) Report for Congress, “the
intent of the NOL carryback/carryforward provision is to give taxpayers the ability
to smooth out changes in business income, and therefore taxes, over the business
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cycle. Extending the carryback period would enhance the ability of firms to smooth
income by allowing losses to be offset against a longer period of past profits rather
than having them carried forward.” Allowing taxpayers to fully recover current
losses now, as opposed to in the future, will have a positive effect on our economy.
It will allow businesses to meet payroll, retain their workforce, help avoid additional
layoffs and stabilize the business environment. NOL carrybacks are more valuable
than carryforwards due to the time value of money. It is quite evident that the clock
is ticking on many businesses. Most economists agree that an NOL carryback period
must be long enough to allow for adequate income smoothing over a business cycle.
Since World War II the average business cycle has been six years.

The Congressional Research Service (CRS) Report for Congress also went on to
state,

¢ “economists believe that extending the NOL carryback period during an eco-
nomic downturn could stimulate business investment, an important component
of economic growth. Along the same line, an extended NOL carryback period
may increase the stimulus effect of more targeted tax related investment incen-
tives such as bonus depreciation;”

¢ “businesses experiencing large current losses could apply their losses over a
longer profitable period in the past, resulting in a more immediate refund of
taxes paid than would have otherwise been possible. The refund could provide
businesses that are unable to raise capital in the financial markets with enough
extra cash to pursue profitable investment opportunities. The current lack of
available credit stemming from the events in the sub-prime mortgage market
that have spilled over into other segments of the financial markets could be one
{_easltin why it may be difficult for some to secure investment financing,” and
inally

¢ “businesses that lack profitable investment projects may choose to instead use
the cash inflow resulting from a larger NOL carryback refund to cover operating
expenses such as employee wages. As a result extending the carryback period
could have a positive effect on employment.”

With the banks virtually broke and broken, businesses are relying on the govern-
ment’s wisdom to provide alternative financing while the spending portion of the bill
takes effect. Despite testimony on the Hill, banks are simply not allowing for credit
to flow properly to businesses and the traffic from consumers due to lack of con-
sumer confidence has been reduced. The NOL provision can provided needed cash
to businesses, especially retailers, to weather this unprecedented storm of negative
economic events. Businesses were counting on the government to help with a solu-
tion.

We would strongly support the NOL legislation that would allow for a carryback
for five years. We also urge that such provision start with tax year 2008 so that
taxpayers can immediately apply for refunds they need today rather than a refund
that may be received in 2010.

O
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