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MADE IN AMERICA: INNOVATIONS IN JOB
CREATION AND ECONOMIC GROWTH

THURSDAY, MARCH 3, 2011

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
COMMITTEE ON ENERGY AND COMMERCE
Washington, DC.

The subcommittee met, pursuant to call, at 10:06 a.m., in room
2123 of the Rayburn House Office Building, Hon. Mary Bono Mack
(chairwoman of the subcommittee) presiding.

Members present: Representatives Bono Mack, Blackburn, Harp-
er, Cassidy, Guthrie, McKinley, Pompeo, Kinzinger, Barton,
Butterfield, Towns, Rush, Schakowsky and Waxman (ex officio).

Staff present: Gib Mullan, Chief Counsel, Commerce, Manufac-
turing, and Trade; Brian McCullough, Professional Staff Member;
Shannon Weinberg, Counsel; Robert Frisby, Detailee; and Paul
Canogl:ienne, Policy Coordinator, Commerce, Manufacturing, and
Trade.

Mrs. BoNO MACK. The subcommittee will come to order.

Good morning, and welcome to this hearing of the House Sub-
committee on Commerce, Manufacturing, and Trade.

Today, stubbornly high unemployment continues to have a
chokehold on the American economy. In the months ahead, our
subcommittee will be taking a close look at some of the impedi-
ments to progress and the keys to a more prosperous America. The
chair will now recognize herself for an opening statement and offi-
cially come to order.

OPENING STATEMENT OF HON. MARY BONO MACK, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Mrs. BoNO MACK. We have a unique opportunity to make “Made
in America” matter again. If we as a Congress and as a Nation are
truly serious about creating the kind of positive legislative and reg-
ulatory environment needed to create new jobs as well as to bring
back jobs to the United States from abroad, there are some com-
monsense steps that we should take right now. As chairman of this
subcommittee, which has jurisdiction over interstate and foreign
commerce, I am hoping to make job creation one of our top prior-
ities.

After a record 20 straight months of unemployment above 9 per-
cent, it is time to finally free American innovation and ingenuity
long held hostage by a regulatory regime which is as great a threat
to our prosperity as is any foreign regime. Today, U.S. businesses

o))



2

are holding tight onto more than $1.8 trillion in cash reserves. Let
us give them a reason to invest that money in America’s future.
Here are some of the things we should do immediately.

First, let us ensure regulatory fairness. Rules and regulations
imposed by Washington cost Americans more than $1.75 trillion
each year, or about $15,500 per household. Moving forward, we
should complete a top-to-bottom review of all regulations, scrubbing
every outdated and senseless regulatory requirement off the books.
Next, place a moratorium on any job-killing regulations and estab-
lish a more fair and transparent review process. And finally, re-
quire Congressional approval for all major rules and regulations
imposing significant new costs on the economy.

Second, we need to make intellectual-property protection a top
priority. By most estimates, the theft of U.S. intellectual property
costs our economy hundreds of billions of dollars a year but the
real damage, both in terms of lost jobs and stalled progress, is im-
possible to calculate. Most sinister, this is deflating to our Nation’s
entrepreneurial spirit and psyche. Simply put, our Nation’s econ-
omy cannot thrive in a world of no-cost competitors.

Third, let us incentivize and reward innovation. According to a
recent report by the Information Technology and Innovation Foun-
dation, the United States ranked sixth among 40 nations in innova-
tion-based competitiveness but were dead last in progress made
over the past decade—dead last. There are smart ways to use the
U.S. Tax Code and patent laws to reward companies that create
new jobs and keep those jobs here in America.

Fourth, we need to open more foreign markets to U.S. products.
We simply cannot sit on the sidelines while other nations sign free-
trade agreements and gain a foothold in promising new markets.
Long-stalled trade promotion agreements with South Korea, Colom-
bia and Panama should move forward quickly. Years of lost oppor-
tunities have only resulted in thousands of lost jobs. It is time to
quit playing politics with our trade policies.

Fifth, we should embrace vigorous oversight of new laws and
agencies. Aggressive oversight doesn’t have to be a political parlor
game. Rather, we should see these as beneficial opportunities to get
it right. Americans want and deserve our best efforts. Oversight
hearings, which this subcommittee will be holding this year, are a
unique opportunity to see what is working and what is not. And
at the end of the day, we must have the political courage to em-
brace change that is not always popular but necessary.

Finally, let us make in-sourcing in vogue. Frankly, I am tired of
hearing people say the jobs are gone and they are not coming back.
Outsourcing is not a one-way street. By providing a stable and pre-
dictable regulatory framework, by protecting intellectual property,
by incentivizing and rewarding innovation and by opening more
foreign markets to our products, we can not only end the exodus
of jobs overseas but also begin the process of bringing some of those
jobs back home to America.

In fact, it has already started. GE, General Motors, Ford, Boeing,
Delta Airlines, Master Lock and Caterpillar are just a few of the
companies that are embracing in-sourcing. They should be ap-
plauded and other U.S. companies encouraged to follow suit. Dur-
ing the course of this entire week, ABC News has been taking an
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in-depth look at how buying “Made in America” can translate into
millions of new jobs across the United States.

Today, we are at an important crossroads in our Nation’s history.
The way forward is clear: creating new jobs and preserving existing
jobs here at home should be our top priority. It will strengthen our
economy, reduce the deficit, enhance U.S. competitiveness and re-
store pride in "Made in America.” For this subcommittee, there can
be no greater legacy.

[The prepared statement of Mrs. Bono Mack follows:]

PREPARED STATEMENT OF HON. MARY BoNO MACK

We have a unique opportunity to make "Made in America” matter again. If we,
as a Congress and a nation, are truly serious about creating the kind of positive
legislative and regulatory environment needed to create new jobs—as well as to
bring jobs back to the United States from abroad—there are some common-sense
steps that we should take right now. As Chairman of this Subcommittee, which has
jurisdiction over interstate and foreign commerce, I am hoping to make job creation
one of our top priorities.

After a record 20 straight months of unemployment above 9 percent, it’s time to
finally free American innovation and ingenuity—long held hostage by a regulatory
regime which is as great a threat to our prosperity as any foreign regime. Today,
U.S. businesses are holding tight onto more than $1.8 trillion in cash reserves. Let’s
give them a reason to invest that money in America’s future. Here are some things
we should do immediately.

First, let’s ensure regulatory fairness. Rules and regulations imposed by Wash-
ington cost Americans more than $1.75 trillion each year or about $15,500 per
household. Moving forward we should complete a top-to-bottom review of all regula-
tions, scrubbing every outdated and senseless regulatory requirement off the books.
Next.place a moratorium on any job-killing regulations and establish a more fair
and transparent review process. And, finally, require Congressional approval for all
major rules and regulations imposing significant new costs on the economy.

Second, we need to make intellectual property protection a top priority. By most
estimates, the theft of U.S. intellectual property costs our economy hundreds of bil-
lions of dollars a year, but the real damage—both in terms of lost jobs and stalled
progress—is impossible to calculate. Most sinister, this is deflating to our nation’s
entrepreneurial spirit and psyche. Simply put, our nation’s economy cannot thrive
in a world of “no cost” competitors.

Third, let’s incentivize and reward innovation. According to a recent report by the
Information Technology and Innovation Foundation, the United States ranked sixth
among 40 nations in “innovation-based competitiveness.” But we were dead last in
progress made over the past decade. Dead last. There are smart ways to use the
U.S. Tax Code and patent laws to reward companies that create new jobs and keep
those jobs here in America.

Fourth, we need to open more foreign markets to U.S. products. We simply can’t
sit on the sidelines while other nations sign free trade agreements and gain a foot-
hold in promising, new markets. Long-stalled trade promotion agreements with
South Korea, Colombia and Panama should move forward quickly. Years of lost op-
portunities have only resulted in thousands of lost jobs. It’s time to quit playing pol-
itics with our trade policies.

Fifth, we should embrace vigorous oversight of new laws and agencies. Aggressive
oversight doesn’t have to be a political parlor game. Rather, we should see these
as beneficial opportunities to “get it right.” Americans want—and deserve—our best
efforts. Oversight hearings, which this subcommittee will be holding this year, are
a unique opportunity to see what’s working and what’s not. And, at the end of the
day, we must have the political courage to embrace change that’s not always pop-
ular but necessary.

Finally, let’s make “insourcing” in vogue. Frankly, I am tired of hearing people
say, “The jobs are gone, and they are not coming back.” Outsourcing is not a one
way street. By providing a stable and predictable regulatory framework.by pro-
tecting intellectual property. by incentivizing and rewarding innovation. and by
opening more foreign markets to our products—we not only can end the exodus of
jobs overseas, but also begin the process of bringing some of those jobs back home
to America. In fact, it has already started. General Electric, General Motors, Ford,
Boeing, Delta Airlines, Master Lock and Caterpillar are just a few of the companies
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that are embracing “insourcing.” They should be applauded and other U.S. compa-
nies encouraged to follow suit.

In fact, during the course of this entire week, ABC News has been taking an in-
depth look at how buying “Made in America” can translate into millions of new jobs
across the United States.

Today, we are at an important crossroads in our nation’s history. The way forward
is clear: creating new jobs and preserving existing jobs here at home should be our
top priority. It will strengthen our economy, reduce the deficit, enhance U.S.
competiveness and restore pride in “Made in America.” For this subcommittee, there
can be no greater legacy.

Mrs. BoNO MACK. And now I would like to yield back my time
and recognize the gentleman from North Carolina, the ranking
member, Mr. Butterfield, for 5 minutes.

OPENING STATEMENT OF HON. G.K. BUTTERFIELD, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NORTH
CAROLINA

Mr. BUTTERFIELD. Thank you, Madam Chairman. Thank you
very much for convening this very important hearing today, and let
me just say that this conversation is certainly very timely.

Helping unemployed Americans get back to work must be our
agenda of Democrats and Republicans. Millions of Americans are
out of work through no fault of their own. They are unable to pay
their bills, much less save for retirement or their children’s edu-
cation. Some Americans are even forced to choose between feeding
themselves or taking the medicines they deserve. This is unaccept-
able. Given the state of the economy, we must leave no stone
unturned in our search for policies that can promote hiring and
bring jobs to those who need them.

The Recovery Act was a good first step. Some have questioned
the wisdom of this investment. The country’s most respected econo-
mists, however, agree that there would have been significantly
slower growth and higher unemployment if this investment had not
been made. It is working. It is working in my district and I pray
that it is working in your district.

You will hear me say repeatedly while we serve together that I
represent the fourth-poorest district in America. It is mostly a
rural area in eastern North Carolina. Many of my constituents who
are lucky enough to have a computer and Internet connection at
home use dial-up service, and because of relatively low population
density, there is little incentive for companies to build the nec-
essary middle-mile infrastructure to reach these areas. In this day
and age, how is someone in a rural area supposed to start or grow
a successful business or learn high-tech skills in school without ac-
cess to broadband Internet? The NTIA fortunately saw the need
that existed and awarded two stimulus grants for broadband infra-
structure that will bring high-speed Internet capacity to tens of
thousands of my unserved and underserved communities.

The economy is now beginning to create more jobs each month
than it sheds. Certain parts of the economy have returned to profit-
ability but this upturn has not resulted in America’s companies in-
vesting in new hires. I suppose they are waiting for market cer-
tainty and Congressional certainty. While they wait, too many
Americans are still suffering. It is time for us to take the second
step. The Federal Government must engage, not through another
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stimulus but through targeted, strategic investments like rural
North Carolina’s broadband grants that have the potential to cre-
ate jobs in the short term, support long-term national priorities
and provide a competitive business climate for the successful indus-
tries of the future. Investments in three particular areas stand out
as building blocks. Research and development is certainly where
we begin, infrastructure and education, especially STEM education.
I am fully committed to getting our fiscal house in order. I think
we all are. And I believe the President has made clear that he is
as well. But reducing the deficit will come only through a serious
look at the government’s long-term obligations, not through rapid
across-the-board cuts. It is not inconsistent to make tough choices
about necessary cuts at the same time that we identify critical
strategic investments in our country’s future.

And so I look forward to a robust discussion and receiving the
testimony of the Assistant Secretary, whom we welcome today, and
the witnesses on the second panel. The fact remains and it is very
clear, we must create the opportunity for business and industry to
create 7 million jobs to get the economy back where it was before
the recession. It will take innovative approaches to get there. We
will not get there if we continue to be mired in partisan
brinksmanship. The American people are demanding, they are de-
manding bipartisan solutions to these complex American problems,
and that is why I congratulate the chairman for convening this
hearing today. I welcome all of the witnesses and I look forward
to their testimony.

I yield back, Madam Chairman.

Mrs. BoNO MACK. Thank you.

Chairman Upton, he yielded his 5 minutes for his opening state-
ment to me in accordance with committee rules, and as his des-
ignee, I would like to recognize Ms. Blackburn, the vice chairman
of the subcommittee, for 2 minutes.

Mrs. BLACKBURN. Thank you, Madam Chairman. I thank you for
that well-stated opening statement that sets the playing field for
this hearing.

The other night, I was watching a documentary on Ronald
Reagan. We have all been looking at the centennial of his birth,
and I was reminded of a statement that he said during the 1980
campaign, and it was that a recession is when your neighbor loses
his job, a depression is when you lose your job and recovery is
when Jimmy Carter loses his job. Now, unfortunately, we can’t sit
around and wait for a change in Administration to begin this recov-
ery. So Madam Chairman, as you said in your statement, it is time
for us to do some things differently and to make some well-placed
changes.

I have to disagree with my colleague from North Carolina that
the stimulus bill was a good first step. When you talk to people in
my district, which I do every single week, they are telling me that
there is a lot wrong, and when you have a stimulus bill that has
unemployment above 9 percent over 21 months of this, when you
have got underunemployment even higher up in 15, 17, 20 percent,
depending on where you are, it says things are not right. What we
hear from our constituents and what I am hearing in the listening
sessions that I am holding every week in my district, what I hear
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from people is that the long arm of government with regulation is
killing the incentives to create jobs. What I am hearing is uncer-
tainty on tax and regulatory policy is a killer when it comes to cre-
ating and retaining or expanding jobs. What we are hearing is that
they want government to get out of the way, to provide some cer-
tainty, and they want us to focus on creating the environment that
will allow job growth to take place

I thank the chairman. I yield back my time.

Mrs. BoNO MACK. I thank the gentlelady.

Now I would like to recognize the chairman emeritus of the com-
mittee for 2 minutes, Mr. Barton.

Mr. BARTON. Thank you, Madam Chairwoman. We appreciate
you holding this hearing. We welcome our witnesses, the Hon. As-
sistant Secretary Fernandez and our witnesses on the private sec-
tor panel after that.

Downstairs we are having a food fight on health care with the
Secretary of Health and Human Services. There is quite a disagree-
ment between the Republicans and the Minority on that issue. But
on this issue, there should be agreement on both sides of the aisle
that we actually do all support the creation of jobs and the creation
of a robust economy.

We tend to be gloomy and doomy when we talk about the ability
of our economy to create jobs, and it is true that we have been in
a recession the last several years. Having said that, on the positive
side, unless one of our expert witnesses corrects me, my under-
standing is that our manufacturing sector produced more goods
and services last year than any year in history. My perception is
that in terms of productivity per worker, the American worker is
still the most productive worker in the world. My perception is that
in terms of productivity increase, we have doubled and perhaps tri-
pled the productivity of the average American worker in the last
20 to 25 years.

So we do have an economy that has a robust manufacturing ca-
pability. Having said that, we have the ability in Washington by
high taxes, by regulatory overkill to stifle and threaten that pro-
ductivity. So hopefully this hearing will give us some roadmaps
about how to increase productivity, how to unleash the economic
entrepreneurship of America and how to keep us number one and
make us more competitive in the world markets.

With that, Madam Chairwoman, I yield back.

Mrs. BoNO MACK. I thank the gentleman.

Mr. BUTTERFIELD. Madam Chairman?

Mrs. BoNO MACK. Before we go to your side, I would like to rec-
ognize for the last minute a new member of the committee, Mr.
Guthrie from Kentucky.

Mr. GUTHRIE. Thank you, Madam Chairwoman.

I come from a small business and manufacturing background and
know firsthand what is needed to allow job creators to remain com-
petitive. We cannot be a country that does not make things. As a
manufacturer, I am familiar with the very serious uncertainty that
our job creators face today, many of which we will be discussing in
this committee.

Today we live in the world’s most productive economy but we
can’t take it for granted. The United States faces greater compet-
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itor as our business sees every day from China, India, Brazil and
the EU, and I applaud the chairwoman’s willingness to reopen the
book on our economic policy with an eye towards innovation and
job creation. I look forward to reevaluating the related policies
within the committee’s jurisdiction. It is fitting that Congress does
the same, although I do hear mostly from people and from busi-
nesses I am familiar with is not just concern about what Congress
is doing but the excess regulatory burden that is coming from the
Administration. They say didn’t we just have an election but we
are still hearing these things are coming forward after they felt
like they made a correction in the election.

So we look forward to discussing where the Administration is
going with that, and I yield back.

Mrs. BoNO MAcK. I thank the gentleman.

Mr. BUTTERFIELD. Madam Chairman?

Mrs. BONO MACK. Yes?

Mr. BUTTERFIELD. Madam Chairman, it appears that the
gentlelady from Illinois has arrived, and in the absence of the
ranking member of the full committee, I would ask unanimous con-
sent that she be allowed to use the time that Mr. Waxman would
have otherwise used.

Mrs. BoNO MACK. Without objection, the gentlelady is recognized
for 5 minutes.

Ms. ScHAKOWSKY. Thank you, Madam Chairman and Ranking
Member.

I am so glad that we are here today to talk about jobs because
frankly, from my point of view, from my perspective, the new Ma-
jority has done absolutely nothing to create jobs for the American
people since they have been in charge. Quite to the contrary, in-
stead, they want to gut federal programs in a way that economists
say will eliminate jobs, slow our economic growth and put hardship
on the American people and spend time doing things like con-
ducting a radical social campaign against women and family plan-
ning.

Yesterday, Ben Bernanke said that under Republicans’ Con-
tinuing Resolution, we could lose “a couple hundred thousand jobs.”
Economist Mark Zandi, who was an advisor to John McCain, has
said the bill could cost us 700,000 jobs. And even Goldman Sachs,
not that I am a fan of Goldman Sachs, but they have estimated
that it could cut our gross domestic product by 2 percent. And the
Republican response so far has been so be it. And Americans de-
serve better than that. We need to make investments in our Nation
by building a strong infrastructure, educating our kids, supporting
industries like nanotechnology, which is really great in my district,
partnerships with the private and the public sector with North-
western University and spin-off companies and renewable energy
which have the potential to create millions of good jobs.

So now I see that our ranking member of the full committee has
arrived and I would like to yield the rest of my time to him.



8

OPENING STATEMENT OF HON. HENRY A. WAXMAN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Mr. WAXMAN. Thank you very much. I appreciate your taking the
opportunity to talk about the hearing for today.

Job growth must be our number one priority but I am concerned
that the policies being pursued by the House would have the oppo-
site effect. They would eliminate jobs, not create them.

A recent analysis from Goldman Sachs concluded Republican
spending cuts in the C.R. could significantly reduce U.S. economic
growth, thereby decreasing job growth and further slowing down
the recovery. An analysis from Moody’s Analytics concluded that
the Republican spending cuts could result in up to 700,000 fewer
jobs by the end of the fiscal year. Slower growth and fewer jobs are
clearly steps in the wrong direction for this country.

American families are facing real economic pain. For millions,
their jobs are gone, their savings depleted, their home values down,
and their belief in the promise of the American dream diminished.
We have a responsibility to these Americans to not only keep mov-
ing along a path of job growth, but to act reasonably and respon-
sibly to accelerate the growth of recent months.

So how do we get there? The President has called for the United
States to out-educate, out-innovate and out-build our competitors,
and I believe we are up to that challenge. In order to meet that
challenge we need targeted public and private investments in key
sectors that will grow our economy and create jobs.

One key sector is education. The United States is near the bot-
tom of industrialized nations in math and science literacy. We
must invest in science, technology, engineering and math to com-
pete with the rest of the world.

Another key sector is research and development. In order to re-
tain America’s competitive edge, we must always be planning for
the future. Basic research must be advanced in all areas including
manufacturing, biomedical, clean energy, cyber security and infor-
mation technologies.

And finally, we must invest in our infrastructure, both our phys-
ical infrastructure like crumbling roads and bridges and our virtual
infrastructure encompassing computing, networking and wireless
spectrum.

I agree we need to put our Nation’s fiscal house in order but we
should not choke our economic recovery. That would be profoundly
counterproductive. We are facing revenue shortfalls because we
have fewer people working and contributing to the federal treasury.
Boosting job growth and boosting consumer spending leads to in-
creased federal revenues as more people return to the tax rolls. All
of this leads us to the long-term goal that we all share of protecting
our fiscal future. We must spend responsibly, but most impor-
tantly, in the short and mid term, we must focus on growing our
economy and creating jobs. We must focus on investing in edu-
cation, innovation and modern infrastructure to ensure we stay
ahead of our competitors around the world.

Madam Chairman, I am glad we are having a hearing on job
growth and I look forward to working in a bipartisan way to solve
our pressing fiscal issues. I yield back the balance of my time.



9

Mrs. BoNO MACK. I thank the gentleman.

We are going to have two panels before us today. Each of the wit-
nesses has prepared an opening statement. As is customary, they
will be placed in the record. Each of you will have 5 minutes to
summarize that statement in your remarks.

On our first panel today, we are very pleased to have the Hon.
John Fernandez, Assistant Secretary of Commerce, Economic De-
velopment Administration. Thank you for being here today, Mr.
Secretary, and you have 5 minutes.

STATEMENT OF JOHN FERNANDEZ, ASSISTANT SECRETARY
OF COMMERCE, ECONOMIC DEVELOPMENT ADMINISTRA-
TION, DEPARTMENT OF COMMERCE

Mr. FERNANDEZ. Thank you very much, Chairman Bono Mack
and Ranking Member Butterfield and members of the sub-
committee. I appreciate the opportunity to be here today on behalf
of the Economic Development Administration. I applaud the leader-
ship for the subject of this hearing. I think it is near and dear to
all of us and it is a critically important time in our country’s his-
tory.

A few weeks ago, President Obama released his proposed budget
for fiscal year 2012. It represents a fiscally responsible plan to re-
build our economy and win the future by out-innovating, out-edu-
cating, out-building our global competitors and creating the jobs
and industries of tomorrow.

The budget focuses our federal resources in critical areas of edu-
cation, innovation, clean energy and infrastructure. It proposes to
reform how Washington does business, putting more federal fund-
ing up for competition, cutting waste and reorganizing government
so it can better serve the American people.

You know, all of us know that economic development is not easy,
even in better times, and we certainly know that the reality is that
economic development has changed significantly in the 45 years
since EDA was created. We can no longer count on “build it and
they will come” economy development strategies of the 20th cen-
tury. These strategies don’t work on today’s global economy.

The Department of Commerce and EDA are providing leadership
to the Administration’s efforts to build a more innovation-driven,
more entrepreneurial economy. In particular, to spur innovation,
we must cultivate competitive, high-performing regional economies
as the foundation for national growth. EDA’s Jobs and Innovation
Partnership puts a premium on regional innovation cluster strate-
gies as a platform for linking multiple initiatives across the Admin-
istration and the Nation’s metropolitan areas and rural commu-
nities. The Jobs and Innovation Partnership is designed to cul-
tivate public-private partnerships and support strategies that cap-
italize on regional assets to create jobs and encourage business ex-
pansion.

Importantly, the investments we make support bottom-up strate-
gies developed by local and regional leaders. This orientation that
the best ideas bubble up from regional and small business leaders
is a critical element in our ship.

Here are a few examples of the kinds of investments we have re-
cently made. EDA invested a little over $2 million in JumpStart,
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which is a venture development organization in Cleveland, Ohio, to
promote innovation and small business development in six Midwest
cities. EDA provided a small but catalytic grant to the city of
Nashwauk, Minnesota, to build critical infrastructure that was
needed to secure the development of the new Essar Steel plant,
which was a $1.6 billion project which was projected to create
about 2,800 jobs. EDA helped fund the Water and Energy Tech-
nology Incubator in Central Valley, Fresno County, to nurture and
grow water and energy technology businesses. Since its opening,
more than 15 companies have been formed and leveraged over $17
million in private capital, creating jobs for central Californians.

I wanted to also make a note about American COMPETES,
which was reauthorized by Congress last year. I really appreciate
the strong bipartisan support for that piece of legislation. It pro-
vides the tools that EDA needs to encourage and support more of
this kind of regional innovation strategy.

We work hand and hand with many of other federal agencies to
promote and advance such regional strategies. In 2010, the White
House Interagency Task Force for the Advancement of Regional In-
novation Clusters launched the first-ever joint federal funding op-
portunity to involve six other federal agencies. Included in this
partnership are the Department of Energy, the National Institute
of Standards and Technology, the Department of Labor, Depart-
ment of Education, the SBA and the National Science Foundation.
We are currently working through this interagency process to iden-
tify even additional opportunities to accelerate regional innovation
clusters

There should be no doubt in today’s global economy that regions
matter. Our most serious competitors don’t come from the town
just down the road or across the State line. They come from around
the world, from India, Germany, Singapore, China and too many
other countries to name.

So Chairman Bono Mack and members of the subcommittee, I
certainly do appreciate the opportunity to be here today to talk
about our efforts at our agency to support competitiveness of Amer-
ica’s regions as we continue to provide the kinds of opportunities
for the people throughout the country, and I look forward to an-
swering your questions today and working closely with Congress to
help strengthen our communities and small businesses. Thank you.

[The prepared statement of Mr. Fernandez follows:]
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Statement by
. JOHN R. FERNANDEZ
ASSISTANT SECRETARY OF COMMERCE FOR ECONOMIC DEVELOPMENT
U.S. HOUSE OF REPRESENTATIVES~
COMMITTEE ON ENERGY AND COMMERCE SUBCOMMITTEE ON COMMERCE,
MANUFACTURING, AND TRADE
Mareh 3, 2011

Introduction

Chairman Bono Mack, Ranking Member Butterfield, and members of the Subcommittee,
thank you for the opportunity to testify today on behalf of the Economic Development
Administration (EDA). I look forward to discussing EDA’s role in supporting President

Obama’s efforts to accelerate sustainable economic growth and job creation.

A few weeks ago, President Obama released his 2012 Budget Request, which represents
a fiscally responsible plan to rebuild our economy and win the future by out-innovating,
out-educating, and out-building our global competitors, and creating the jobs and

industries of tomorrow.

The budget focuses federal resources in the critical areas of education, innovation, clean
energy, and infrastructure. It also proposes to reform how Washington does business,
putting more federal funding up for competition, cutting waste, and reorganizing

government so that it better serves the American people.

All of us know that economic development is not easy, even during better times. And
since the financial crisis, it’s gotten much harder. We must deal with the reality that

economic development has changed significantly in the 45 years since EDA was created.
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We can no longer count on the “build it and they will come” economic development

strategies of the 20™ Century. These strategies won’t work in today’s global economy.

The Department of Commerce (DOC) and EDA are providing leadership to the
Administration’s efforts to build a more innovation-driven, more entrepreneurial
economy. In particular, to spur innovation, we must cultivate competitive, high-

performing regional economies as the foundation for national growth.

Andy Grove, the former chairman and CEO of Intel, addressed this issue in an article for
Businessweek called “How to Build an American Job.” He said, “A new industry needs
an effective ecosystem in which technological know-how accumulates, experience builds

on experience, and close relationships develop between supplier and customer.”

That’s why we launched the “Jobs and Innovation Partnership,” EDA’s initiative to help
build such ecosystems, where the private sector can flourish and create the “connective

tissue” that will bind together vibrant regional economies.

The Jobs and Innovation Partnership is built upon two key pillars: innovation and
regional collaboration. Innovation — or the implementation of new ideas or
recombination of old concepts in new ways - is the key to new and better jobs, a resilient
economy, and global competitiveness. Regional collaboration is also essential in this
economic competition. Regions that work together to leverage resources and build upon
their unique comparative assets are hetter poised for economic success. We work with
regions through this partnership to identify areas in which we could help strengthen ties

for economic growth.

The Jobs and Innovation Partnership puts a premium on regional innovation cluster
strategies as the platform for linking multiple initiatives across the Administration and the
nation’s metropolitan and rural areas. At his Winning the Future Forum on Small

Business in Cleveland last week, President Obama said that when it comes to clusters the
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“synergies that develop from all those different facets coming together can make the

s

whole the greater than the sum of its parts.’

Furthermore, the Jobs and Innovation Partnership involves sharing best practices from
around the nation. In 2010, EDA, working with the State Science and Technology
Institute, launched the Regional Innovation Acceleration Network (RIAN), which is
going to help venture development organizations like JumpStart, Ben Franklin
Technology Partners, and others, replicate their success on a national scale. Commerce
Secretary Gary Locke also created the National Advisory Council for Innovation and
Entrepreneurship (NACIE) to ensure that we are integrating the best ideas from private
sector and civic leaders from around the country into our work. NACIE will offer policy
recommendations that will facilitate economic growth through entrepreneurial activity,
the commereialization of new ideas and technologies into high-growth, innovation-based
businesses, access to capital, and ultimately job creation. The Council also serves as a
vehicle for ongoing engagement with the entrepreneurship community and other

stakeholders.

The Jobs and Innovation Partnership is designed to increase the effectiveness of EDA’s
investments by cultivating public/private partnerships and supporting strategies that
capitalize on regional assets and collaboration to create jobs and encourage business
expansion.  Importantly, the investments we make support bottom-up strategies
developed by the local and regional leaders we serve. This orientation — that the best
ideas bubble up from regional and small business leaders ~ is a critical element of the

Jobs and Innovation Partnership.

Rather than pursuing a one-size-fits-all approach, EDA funds customized solutions such
as innovation infrastructure investments, business incubation, revolving loan funds,
planning grants, and other resources within urban, rural and regional economies. EDA’s
unique portfolio of flexible programs allows us to respond to changing regional

conditions faced by our local government and regional partners.
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For example, EDA invested approximately $2.25 million in JumpStart to promote
innovation and small business development in the cities of Akron, Ohio; Detroit,
Michigan.; Fort Wayne, Indiana.; Gary, Indiana.; St. Paul, Minnesota.; and Duluth,
Minnesota. As part of President Obama's Startup America initiative, launched to
accelerate the creation of high-growth companies and jobs, JumpStart has leveraged an
estimated $100 million in private investments, which grantees estimate have created

nearly 950 jobs.

Just a few months ago, EDA provided a $1.4 million grant to the city of Nashwauk,
Minnesota to build the critical infrastructure needed to secure the development of the new
Essar Steel Minnesota plant, a $1.6 billion project projected by the grantee to create
2,800 full time jobs. This strategic infusion of public and private capital, talent, and
innovation is creating a regional industry cluster focused on American steel production

that can be exported to Canada and overseas markets.

In 2003, EDA invested in construction of a 23,324 square foot Water and Energy
Technology Incubator in Central Valley, Fresno County. The mission of the Incubator is
to nurture and grow water and energy technology businesses, create a network of high
technology resources, develop incubation and business development partners, provide
access to comprehensive services and create sustainable high growth. Since 2007 when
the incubator opened, it has housed more than 15 Water and Energy Technology
entrepreneurs, who have obtained over $17 million in private capital and created jobs for

Central Californians.

In September 2010, EDA provided $1.6 million to the Pacific Northwest Diabetes
Research Institute in Seattle, Washington, to fund the acquisition of new technology and
upgrades of scientific equipment and instrumentation.. This project promotes innovation
and intellectual property development in the health care industry, and supports bio-tech
start-ups by providing shared scientific equipment and facilities in the fight to cure
diabetes, This investment is part of a $1.617 million project that the grantee estimates

will create 515 jobs and generate $1.3 million in private investment.
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EDA’s strategic investments enhance the competitiveness of America’s communities,
spur innovation and create jobs. EDA’s flexible programs leverage private/public
investments, support “bottom up” strategies, and build 21st century infrastructure. Its
work is generating real returns: since the beginning of the Obama administration, EDA
has funded public/private projects that grantees estimate have created 161,500 jobs. EDA
estimates its return on investment to be $6.90 per dollar invested based on the Agency’s
historical portfolio and findings from the Rutgers study which evaluated outcomes of

EDA’s investments.

America COMPETES

The America COMPETES (“COMPETES”) Reauthorization Act of 2010 supports
EDA’s Jobs and Innovation Partnership initiatives through the establishment of a
Regional Innovation Program to encourage and support the development of regional

innovation strategies.

Additionally, COMPETES supports the Administration’s efforts to accelerate the
commercialization of research. As Secretary Locke and others have said, we can’t
simply invest in Research & Development (R&D) and hope that some of this research is
commercialized. We must have more effective systems to ensure that we accelerate the
creation of new products, new industries and new jobs. This is the priority of the
Commerce Department’s recently established Office of Innovation and Entrepreneurship

(OIE).

In 2010, EDA created the i6 Challenge, a national competition to target investments in
America’s commercialization infrastructure. Six winning projects were selected from a
field of over eighty applications. One of the winning applicants was the University of
Akron Research Foundation and Austen Biolnnovation Institute in Akron, Ohio. Their
project, the Innovative Solutions for Invention Xceleration, will increase innovation and

accelerate commercialization of new technologies by bringing together world-class
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scientists, physicians, engineers, researchers, and entrepreneurs in the biomedical
device/product and polymer science industries of Northeast Ohio. This month, we will
launch another round of the i6 Challenge to target additional investments designed to

accelerate the commercialization of research and business formation.

EDA is also working hand-in-hand with other federal agencies to promote and advance
regional collaboration. In 2010, the first pilot project of the White House Interagency
Taskforce for the Advancement of Regional Innovation Clusters (TARIC) was launched.
EDA took a leadership role in coordinating the first-ever joint Federal Funding
Opportunity (FFO) involving six other federal agencies: the Department of Energy
(DOE), DOC’s National Institute of Standards and Technology/Manufacturing Extension
Partnership (NIST/MEP), the Department of Labor (DOL), the Department of Education
(ED), the Small Business Administration (SBA), and the National Science Foundation
(NSF). The Taskforce selected cnergy efficient building systems design as the focus for
its first pilot project, which will be anchored around a DOE-funded Energy Innovation

Hub. EDA is investing $5 million in this project.

In FY 2011, EDA is leading the TARIC in exploring inter-agency funding opportunities
for supporting regional clusters. TARIC’s efforts will further advance the
Administration’s regional innovation clusters (RIC) initiatives. TARIC’s priorities
include coordinating and leveraging federal resources to support the growth of existing
RICs, and promoting the establishment of new RICs. TARIC’s primary objectives
include monitoring trends in regional innovation clusters, coordinating with federal staff
in regional offices, and facilitating a unified federal response to requests for assistance
from regions related to economic development, education, workforce, and

entrepreneurship.

There should be no doubt that in today’s global economy, regions matter. Today, our
most serious competitors don’t come from the town just down the road or across the state

line. They come from around the world — from India, Germany, Singapore, China, and
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too many other countries to name. At the end of the day, we all want the same thing: a
better economic future. We want a future where sustained economic growth creates good
jobs and rising incomes; where prosperity is fueled not by excessive debt, reckless
speculation, and fleeing profit, but is instead built by skilled, productive workers; where
sound investments spread opportunity at home and allow this nation to lead the world in

the technologies, innovations, and discoveries that will shape the 21st century.

Closing

Chairman Bono Mack, Ranking Member Butterfield, and members of the Subcommittee,
thank you for the opportunity to address EDA’s efforts to enhance the global
competitiveness of America’s regions. I am proud of the agency’s continued leadership
on this issue and firmly believe that EDA will continue to be a catalyst for economic
growth and job creation in our country. I look forward to working closely with Congress
to strengthen our communities and small businesses and to provide them with the tools
they need to keep America on top. Thank you, and I welcome any questions the

committee may have.
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Mrs. BoNO MACK. I thank the Secretary, and the chair will rec-
ognize herself for the first 5-minute round of questions.

So Secretary Fernandez, thank you very much for being here
today. It is a pleasure to meet you. Some of my questions are going
to be tough and to the point. My goal isn’t to assign blame for our
Nation’s economic problems; my goal is to find solutions. As the
ranking member said, all of us here want the same thing: a very
strong and vibrant, prosperous America.

But here is my first question. In this week’s Bloomberg Business
Week, one of our Nation’s smartest minds, Mary Meeker, looks at
the United States as a business and asked, “Would you invest in
a company that lost $2 trillion last year and has a net worth of a
negative $44 trillion?” So Secretary Fernandez, how would the Ad-
ministration answer that question and how do we make “Made in
America” matter again?

Mr. FERNANDEZ. Well, I think the Administration would abso-
lutely respond with a resounding “yes.” I mean, there are clearly
challenges that we have had to face following the financial melt-
down and some of the transformational things that are happening
in the global economy. But I think America is incredibly well posi-
tioned to build on the leadership we have had in innovation. As
Chairman Barton mentioned, we have some of the most productive
workers in the world. We have some of the most innovative compa-
nies in the world.

But there is certainly, and I think we would all agree, that there
are areas where we need to seriously tackle some of these chal-
lenges. The President has been clear that he supports reforming
our corporate tax structure so that we can be more competitive
globally. We are serious about looking at the kinds of regulatory re-
form that can help spur innovation.

Mrs. BONO MACK. On that note, let me jump in. Five minutes is
so quick, Mr. Secretary.

Small, successful businesses in America all have good business
plans and usually they are flexible. They are flexible enough to
evolve over time as market conditions change. What would you say
are the essential elements of the Administration’s business plan
when it is on the—I am asking the same question that you are an-
swering but if you could continue, I guess, in that vein.

Mr. FERNANDEZ. What I could say, Madam Chairman, is that I
think, candidly, your opening comments laid out a large range of
issues that are critically important that I think there are tremen-
dous opportunities for bipartisan support. The tax structure has to
be competitive. We have to invest in innovation. We have to sup-
port education, 21st century infrastructure. I think there are many
places where the Congress and the Administration can work to-
gether because, again, the whole notion of this hearing about mak-
ing in America is essentially important to all of us and we embrace
that objective and I think we can work together on it.

Mrs. BoNO MACK. Well, we all agree and we are all saying we
want to together but something clearly isn’t working. Unemploy-
ment has been stuck at more than 9 percent for a record 20
straight months.

I was a small-business owner. I owned a small restaurant, and
I knew on a firsthand basis that for me to have succeeded as a res-
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taurateur, the government needed to get out of the way, and I
think that, as the vice chairman, that is what we are all looking
for is government to get out of the way and let the private sector
lead the way. Can you speak to that a little bit? Are you hearing
the same thing that we are hearing, that the vice chair talked
about, that the government needs to get out of the way and actu-
ally help by getting out of the way, by removing the impediments
to growth?

Mr. FERNANDEZ. What I hear and what my experience has been
is that certainly the private sector is going to be the driver and
source of innovation and job creation. There is no dispute about
that. But the government has a critical role to play as well.

Mrs. BONO MACK. But right now there are rules and regulations
that are imposed that cost Americans more than $1.75 trillion a
year. So how does that reconcile? Those two don’t reconcile at all.
To put it in some perspective, the federal budget deficit is projected
to be $1.4 trillion. So if we are going to create jobs, how do we pro-
vide a more fair and sensible predictable regulatory regime? What
we are saying and what we are doing are not reconciling at all.

Mr. FERNANDEZ. Well, as the President has said, and he said it
in the State of the Union, he said it in since then, is that we abso-
lutely do support regulatory review. We want to weed out the kind
of regulations that are outdated and aren’t productive or necessary,
but finding and maintaining those that actually do serve a valid
public good.

Mrs. BoNo MACK. Can you name a quick two or three that you
have already found?

Mr. FERNANDEZ. Well, I can’t. For me, no. We are currently—at
the EDA, in fact, we have published an RFI and we are reviewing
all of our regulations as well. We are a small agency. But we think
that are probably rules within our own system that are obstacles
and slow down the process, particularly as we want to build public-
private partnerships.

Mrs. BoNno MACK. Well, I look forward to working with you on
that in the future.

I would like to yield back my time and recognize the ranking
member for 5 minutes.

Mr. BUTTERFIELD. Thank you very much, Madam Chairman.

Let me spend my time, Mr. Secretary, talking about infrastruc-
ture. My district in North Carolina will never recover unless we
can invest in infrastructure and invest significantly in infrastruc-
ture, so this is very dear to me. We have heard time and time
again that private investment drives the economy, and certainly
that is true. We have heard it is time for the Federal Government
to stop spending money, and we all hear that when we go home
and to a certain extent that is also true. We also hear that it is
time for the Federal Government to just get out of the way. We
heard that from the vice chair of the committee this morning and
we hear it from time to time.

While I agree that the private sector is and should remain the
driver for economic growth and prosperity, public investments can
indeed can help fuel private sector growth by lowering costs for
American businesses. As the Association of Manufacturers sug-
gests, investments in infrastructure can help manufacturers more
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efficiently move people, products and ideas. And so my question to
you, sir, is, can you please explain to this subcommittee and to all
who are interested how investments in modern infrastructure like
roads and railroads and ports can improve the efficiency and com-
petitive capacity of America’s businesses?

Mr. FERNANDEZ. Well, let me just say this. I think generally
there is no silver bullet that is going to address all of the economic
challenges we face but you have to have a holistic approach. Twen-
ty-first-century infrastructure that is efficient, that can move prod-
uct, can move digital products as well as hard products, those are
essential to having the kind of climate where companies can be
successful and create jobs and provide opportunities. But today’s
infrastructure has to, in my judgment, certainly include some of
the traditional basic infrastructure but it also includes a lot of in-
novation infrastructure. It means STEM education, investments in
research and development that can be commercialized to create
whole new industries that we haven’t even thought of, and looking
at how we create the kind of ecosystem, if you will, in regions
where the private sector can flourish and I think infrastructure in
a broad way is a very important part of——

Mr. BUTTERFIELD. What about broadband infrastructure and the
power grid?

Mr. FERNANDEZ. Absolutely. Sure, I mean, smart grid, we have
made significant investments as part of the Recovery Act to enable
the development of smart grid to more effectively distribute energy
but also enable whole new lines of products to be developed around
energy-efficient manufacturing, new appliances, etc. So I think
there is tremendous opportunities in smart grid, in broadband,
wireless technology. Those are all the essential infrastructures that
are really growing an effective global economy.

Mr. BUTTERFIELD. And having said all of that, can the private
sector be economically profitable without any public assistance
whatsoever, in your opinion?

Mr. FERNANDEZ. Well, as I said before, I think there is a strong
critical role for the private sector and there is a strong critical role
for the public sector, and I think my experience as a mayor and
working at the local level is that our economy works best when we
have those kind of strong public-private partnerships. There is a
role for both sectors to play that are critically important, and we
do best when we work together.

Mr. BUTTERFIELD. On the subject of manufacturing, and I have
a minute and a half left, although the dominance of the American
manufacturing sector has been chipped away for some time, our
country remains the world’s largest manufacturing economy. Ac-
cording to the manufacturers again, we produce 21 percent of glob-
al manufactured products. Japan and China follow at 13 and 12
percent. Our continued dominance shows that America is still a
place where we can do and make things, and our financial security
along with our long-term national security demand that we con-
tinue to do so. For years, even before the recession, we heard about
the offshoring and loss of jobs from the United States, but as we
continue to recover from the recession, it is the manufacturing sec-
tor that has proven to be among the bright spots in a slow recov-
ery.
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The manufacturing sector has been growing for the last 19
months, make no mistake about it, and this past January manufac-
turing activity turned in its best performance since May of 2004.
Even more surprising, companies like GE and Ford, among others,
have announced that they are moving jobs out of China, Japan and
other countries and back to our country. To use the words that the
chairman used in her opening statement, they are beginning to in-
source. These aren’t just jobs but the sort of good-paying jobs that
we need more of right now and in the long term. Do you know what
is driving the growth in the manufacturing sector in just a few sec-
onds? Do you know what is driving the growth?

Mr. FERNANDEZ. I think what is driving it is the ingenuity and
productivity of the leadership in our companies and the workers
that help build our companies.

Mr. BUTTERFIELD. Thank you.

Mrs. BoNO MACK. I thank the gentleman.

The chair recognizes the vice chair, Ms. Blackburn, for 5 min-
utes.

Mrs. BLACKBURN. Thank you, Mr. Secretary, and a question for
you, because I have got some counties that we have some unem-
ployment problems. The countries where you have given grants, is
there any statistically significant difference in the unemployment
rate between the counties that you have had grants in the last 5
years and those that you have not?

Mr. FERNANDEZ. We have not engaged in any kind of detailed
analysis that could answer that question.

Mrs. BLACKBURN. So you don’t know if what you are doing is
working or not?

Mr. FERNANDEZ. I believe your question is one that we can’t an-
swer with the studies we have done but I can tell you that the in-
vestments we make have very direct leverage. Our grants are tied
to specific partnerships where there is immediate private sector le-
verage, there is public matched dollars, and they have certainly
made an impact on the communities where we make those invest-
ments, yes.

Mrs. BLACKBURN. OK. So but you have not had a serious study
to look at this to make a determination if the taxpayer is getting
their dollar’s worth?

Mr. FERNANDEZ. We are confident the taxpayers are getting their
money’s worth. We report out findings on a 3-, 6-, 9-year basis fol-
lowing our investments. There have been two independent studies
that were done to look at the accuracy of the reporting out, one by
Rutgers in 1997, another by Grant Thornton in 2008, and they vali-
dated the measures that were used by the EDA and by our grant-
ees that report out the economic impact of the grants we made.

Mrs. BLACKBURN. OK. Well, I have got—let us take this as a for
instance because I think it concerns me when you all don’t do the
kind of evaluation of what you are getting for this money, and as
I said in my opening statement, you can look at what is happening
with unemployment and see something is not working right, and
that is what frustrates the American people, and as I mentioned,
I have been working with my chambers of commerce and local com-
munities and we are doing job creation listening sessions, and
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there is a laundry list of things that they think are being done in-
appropriately.

Let me talk about two of my counties, Wayne and Perry counties.
Unemployment has hovered around 20 percent. If you look at your
EDA eligibility requirements, then you could say that much of the
country is going to qualify for EDA assistance. So tell me what
processes are in place to ensure that projects are created in the
most severely economically depressed counties. How are you all
making that evaluation?

Mr. FERNANDEZ. Well, as you know, the way our grants are made
are through a competitive grant system and so as a baseline there
has to be some eligibility criteria that are met. But then our deci-
sions are based on the strength of the applicants and the proposals
that they make, and as we evaluate those applications, we look at
the extent of the

Mrs. BLACKBURN. Have you ever been to Tennessee, to Wayne or
Perry counties?

Mr. FERNANDEZ. I am not familiar with the counties. I have cer-
tainly been to Tennessee, yes.

Mrs. BLACKBURN. What part?

Mr. FERNANDEZ. To Memphis, to Nashville.

Mrs. BLACKBURN. OK. All right. Your agency has photos posted
on your Web site of international travel to Lyon, to Brussels in No-
vember and December of 2010. Your Web site indicates that EDA
officials are going to go to Hanover, Germany, April 3 through 8,
2011. So please submit to this committee in writing all past inter-
national travel over the past 2 years, the purpose of that inter-
national travel including the itineraries and the cost of that inter-
national travel and name some positions of the federal status of the
staff attending all international trips. I would also like to know if
attendees traveled in coach or business class and specific flights.
Additionally, please detail with similar information the Hanover,
Germany, trip and all planned future international trips, and I
would love for you to explain to me the purpose of EDA’s participa-
tion in these international trips.

Mr. FERNANDEZ. I would be happy to.

Mrs. BLACKBURN. If the EDA is promoting U.S. competitiveness
in export abroad, I would say maybe that is the role of the Foreign
Commercial Service, and during the State of the Union address,
the President singled out export.gov as government waste and du-
plication, so do you believe one more agency’s presence in pro-
moting U.S. exports abroad is necessary? And if so, do you believe
the FCS is unable to do its job effectively?

Mr. BUTTERFIELD. Reserving the right to object.

Mr. FERNANDEZ. Well, I would be happy to provide all the infor-
mation that you requested.

Mrs. BLACKBURN. Thank you. I look forward to it.

I yield back.

Mr. BUTTERFIELD. May I be heard for a point of order, Madam
Chairman?

Mrs. BoNO MACK. The gentleman may be heard.

Mr. BUTTERFIELD. I have asked the staff if it is appropriate for
a member of the subcommittee to posit this type of question to a
witness, and I am told that it is an appropriate ask, but I would
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ask the gentlelady if she would be so kind as to make the same
request in writing so there would be some clarity about the re-
quest?

Mrs. BLACKBURN. I will be happy to submit the request in writ-
ing. I think that as we look at the purpose of the EDA, and I ap-
preciate the ranking member’s question, that this is information
that we want to know. We are looking at why we are not getting
jobs creation in this country. We are hearing from our listening
sessions that there is a problem and a disconnect between the Fed-
eral Government and local communities, and I would suggest to the
gentleman and to the Secretary that we may be looking at one of
the disconnects and a place we can go over some redundancy.

Yield back.

Mr. RusH. Will the gentleman yield, please? Will the ranking
member yield?

Mr. BUTTERFIELD. I believe it may still be my time. If it is on
the point of order, I yield to the gentleman.

Mr. RusH. Madam Chairman and members of the committee, it
seems to me that this line of questioning should appropriately be
addressed in the Subcommittee on Oversight. I think that the en-
ergy and time and efforts of this committee should be more focused
on looking at policy issues rather than looking at travel itineraries
for members of the Administration, and I strongly concur with the
position with the ranking member that I think it is just a waste
of our time and a waste of the Secretary’s time to have his staff
dedicated to these purposes. If the author of the request, if she
really wanted to be—I am not sure if she is a member of the Over-
si}glht Subcommittee but maybe that is the appropriate place
where——

Mrs. BoNO MACK. If the gentleman will yield?

Mr. RUSH [continuing]. This should actually take place.

Mr. BUTTERFIELD. Yes, I will yield to the chairman.

Mrs. BoNO MACK. I appreciate the ranking member yielding to
me, and I would just like to say that this committee does have
oversight, and I believe the questions are relevant and she has of-
fered to present them to you in writing, which is customary, and
Ihwould like to know if the ranking member is comfortable with
that.

Mr. BUTTERFIELD. I will continue to reserve my right to object
until we can see the written document, and then I will probably
withdraw it. Thank you. I yield back.

Mrs. BoNO MAcCK. All right. The chair would like to recognize
Ms. Schakowsky for 5 minutes.

Ms. SCHAKOWSKY. Thank you, Madam Chairman.

Our chairwoman has said that what the businesses that she is
familiar with and business in general just want government to get
out of the way. Secretary, I wanted to ask you if you have ever
seen a business lobbyist who was here not to get rid of government
or perhaps to get government to weigh in on the side of business.
Have you ever seen that?

Mr. FERNANDEZ. I am sorry. The question is, have I seen:

Ms. SCHAKOWSKY. Yes, the assertion was that all that business
wants is for government to get out of the way. I am wondering if
you, like me, have ever been approached by businesses who actu-
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ally want something from government, would like something done
for business by government. Have you ever seen that?

Mr. FERNANDEZ. Sure.

Ms. SCHAKOWSKY. Let us just be clear and honest about that,
that it works both ways, that there are things that the business
community through its legion of lobbyists are all on the Hill all the
time for things not to get government out of the way but actually
to get government involved. I am not objecting to that. I am simply
making that point.

And there has also been some suggestions that the—well, I am
wondering if you could describe the way in which the President’s
budget, which does cut $41 billion from spending, how it actually
would have more success in job creation in your view or not than
what the Majority has suggested in terms of its Continuing Resolu-
tion.

Mr. FERNANDEZ. Thank you. The President’s budget strikes the
right balance, which is, we have got to get our fiscal house in order.
He has made a proposal for a 5-year freeze in non-defense discre-
tionary spending, which will save about $400 billion, and in the
meantime, though, we have to prioritize the investments that are
going to make us strong and create an economy that can compete
and compete effectively internationally. And the idea that invest-
ments in education and STEM and R&D and 21st century infra-
structure, I think those are things that frankly I hear from the pri-
vate sector as well as are essentially important to provide the right
kind of environment where their companies can be successful. So
I think the notion that everyone, I think, can find agreement on
is that we have to make these kinds of foundational investments
that create the conditions where you can have competitive indus-
tries that can innovate and grow and provide jobs for our people,
and you have to have the right balance so that you are making
tough choices on the budget to get our fiscal house in order, and
that is the President’s proposal and obviously we think it is sound
one to move the country forward.

Ms. SCHAKOWSKY. Thank you. Let me just make one other com-
ment about rules and regulations, that going back to what the
President had said in his State of the Union address and that you
verified, that there is a regulatory review. Let us be clear. We
should all be clear that the American people do want some rules
of the road and they don’t want to have their children suffer from
asthma from bad air and from bad water. They want safe food. In
fact, 81 percent of Americans say they want safe food. I would
imagine that there would be businesses in the States that would
want to make sure that there is some regulatory framework to pro-
tect them from perhaps unsafe items that are coming from another
country. Can you just speak to that in the minute that is remain-
ing?

Mr. FERNANDEZ. Well, I am not sure what I can add to the state-
ment other than that again I think the President’s proposal is to
have a serious, honest review of the regulations that are currently
in place, weed out those that are unnecessary and overly burden-
some that really don’t maximize the public good, and I think we
can strike a balance on the kinds of regulations that actually serve
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the public well but do protect it while we enable the businesses to
grow and the economy to flourish.

Ms. SCHAKOWSKY. Thank you. I yield back.

Mrs. BoNO MACK. The gentlelady yields back. The chair recog-
nizes the gentleman from Mississippi, Mr. Harper, for 5 minutes.

Mr. HARPER. Thank you, Madam Chair.

And Mr. Fernandez, thank you for being here. I know you have
looked forward to this day for a long time.

1 Mﬁ FERNANDEZ. Well, at least since Friday when I was asked to

o this.

Mr. HARPER. Yes. I understand. And look, I appreciate the fact
that you have a responsibility to present and represent the Admin-
istration’s views, but when we sit here and talk about the Presi-
dent’s budget, you say it strikes the right balance and you mention
the 5-year freeze, but that is at current levels, the 5-year freeze,
correct?

Mr. FERNANDEZ. Correct.

Mr. HARPER. And so after we have spent the last 2 years running
those numbers up, would it not make more sense to you that per-
haps we are better off if we roll back, scale back that and then
freeze at a lower level? Would that not have a better impact on job
creation in this country?

Mr. FERNANDEZ. I think reasonable people are going to have dif-
ferent opinions about that.

Mr. HARPER. And I understand. I am putting you in a little bit
of a spit here, and I understand the team concept on how you have
to do that. I understand that. But when you talk about that, and
I know you didn’t mention but the President and the Administra-
tion has said that under his plan I believe that by the year 2017
that it would cut the annual deficit in half, I think it my under-
standing. But when we hear those things and perhaps a 30-second
sound bite, when we look at those real numbers, that half is still
more than 50 percent of former President Bush’s highest year of
the deficit, and so what we want to do is, we just want the truth.
Whatever that is, let us deal with it and try to work.

There is no doubt we have a common goal here, which is to cre-
ate jobs and improve the economy. When I look at my State in Mis-
sissippi, I haven’t found a business yet or an industry yet that says
we are underregulated. Have you identified any business that you
have worked with that says hey, we need more regulations? Have
you found one in your journeys so far?

Mr. FERNANDEZ. Let me just say that I think what I hear the
most, honestly, is that the people I work with are looking for the
right balance. They want a partnership that is effective and they
respect the roles the public and the private sector can play but I
think people genuinely want to work together to move the economy
forward.

Mr. HARPER. If you were looking across the board as you look at
the idea of job creation, is there any particular agency that you
hear the most complaints about from the businesses that you talk
to, not judging those complaints but is there any one that you hear
more of out of than another?

Mr. FERNANDEZ. There is none that I hear more about than any
of the others.
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Mr. HARPER. You talked about the competitive grant situation,
and we just got a little bit of time left, but when you are looking
at that, do you have a ratio or an amount that you look at as far
as the management costs or the administration costs versus, say,
a percentage of what that is as to what is done by grant, the
amount of the grant? Is there some rule of thumb that you use or
a}rllytllgng of that nature as to how you keep those in balance or in
check?

Mr. FERNANDEZ. Just to be clear, the administrative costs to the
agency or

Mr. HARPER. Yes.

Mr. FERNANDEZ [continuing]. To the grantee? We don’t look at
the agency cost directly because the truth is, it is a pretty modest
budget. So the administrative cost to the EDA of any particular
grant versus another is going to be really de minimis. What we
look at are, is there a strong partnership, is there a good strategy
in place, are they building on the assets that are going to enable
sustainable economic growth, is there a commitment of leadership
from the private sector as well as the public sector in that commu-
nity around that strategy.

And I should note that, when it comes to EDA, and this was part
of the question earlier, it is not free money. A very important part
of the way our agency works is that people have to put skin in the
game so by statute we have a minimum match requirement of 50
percent, and in many cases, since it is a competitive system, folks
come in with more, and it is that kind of leverage bottom-up strat-
egy that I think actually does produce very real results.

Mr. HARPER. And when you are looking at that competitive grant
situation, how do you balance or eliminate or disregard, say, polit-
ical interests that might be a part of who the grantee or the recipi-
ent might be?

Mr. FERNANDEZ. Well, we do it in a couple of ways. One is that
it is a transparent competitive process. Secondly, the money that
is appropriated to the EDA gets disbursed out and allocated across
our six regional offices. There are no political appointees in any of
those six offices and they make the decisions about where the grant
dollars go, and I think the bipartisan support that has been strong
over the years for EDA.

Mr. HARPER. Thank you, Mr. Fernandez. I am afraid we are out
of time, but thank you very much.

Yield back.

Mrs. BoNO MACK. I thank the gentleman and recognize the gen-
tleman from Illinois for 5 minutes, Mr. Rush.

Mr. RusH. Thank you, Madam Chairman.

There is a global demand for greener, sustainable economies
which include a global demand for clean energy technologies. The
United States used to dominate the field for the invention and
manufacturing of clean energy technologies. Today, our Nation lags
behind other nations for clean energy investments, innovation and
manufacturing. China spends roughly $12 million monthly, that is
per month, on new energy technologies and export expansions. In
2006, U.S. public investment in renewable energy was less than
one-fourth of that for the entire year. A venture capitalist who was
an early investor in Google sized up America’s investments in its
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energy future in the following way: “America spends more on po-
tato chips than we do on new energy research and development.”
I mean, we all like potato chips but the price of gas has shot up
20-plus cents in the last week so we might be wise to spend more
money on finding an alternative for a such a volatile energy source
than we do on our consumption of potato chips.

If we want to stay globally competitive, we want to secure our
energy future, we must invest in research and development of
clean energy technologies, and President Obama acknowledged this
fact, stating, “We can make the investments that will allow us to
become the world’s leading exporter of renewable energy. We can
let the jobs of tomorrow be created abroad by some other nation or
we can create those jobs right here in America and lay the founda-
tion for our lasting prosperity, prosperity for our children and for
our grandchildren.”

I have three questions. What is the Department of Commerce
doing to help U.S. companies become leaders in clean energy tech-
nology? What is the Commerce Department doing to ensure that
the United States is at the forefront of energy and resource effi-
ciency? And lastly, do we have the highly skilled workforce needed
to fill these technological and green jobs right now?

Mr. FERNANDEZ. Well, the agenda to drive clean energy and the
sustainable development, the green economy, if you will, is broad
and covers a lot of departments throughout the Federal Govern-
ment. Commerce is certainly engaged in it. You know, the work
that is happening in the United States Patent and Trade Office
around protecting IP is an essential part of the innovations in the
green economy. Our export agencies are certainly engaged. EDA,
we work with communities, particularly on building the partner-
ships between the workforce component to have the kind of skills
and the capacity to work in those industries, and we certainly are
involved in some of the investment decisions through our competi-
tive grant systems that have enabled communities either to build
as I mentioned in the opening testimony the incubators around
clean technology, other investments in infrastructure for some of
the large manufacturing plants that are part of the clean tech-
nology economy. So there is a wide range of activities that Com-
merce is involved in, but overall, I mean, clearly President Obama
and this Administration have made clean technology, clean manu-
facturing a very important centerpiece of the recovery programs as
well as ongoing economic development priorities.

The Recovery Act had significant investments that have paid off,
frankly, in terms of the tax credits that encourage manufacturing
in the green energy-efficient areas. So there is clearly a big com-
mitment and it is a big priority for this Administration.

Mr. RusH. The President has called for the doubling of exports
in the next 5 years. Can you tell us what you believe are the manu-
facturing sectors with the highest potential for increasing exports
and what can we do to improve growth in these sectors and to help
them remain globally competitive?

Mr. FERNANDEZ. Well, clearly exports are an essential part of the
manufacturing economy and the U.S. manufacturing sector is a
major exporter. It is one of the largest export components of the
American economy. I couldn’t tell you the specific industries but I
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would be happy to get that information from our colleagues at ITA
or somewhere else within the department.

Mr. RusH. Thank you. I yield back the balance of my time.

Mrs. BoNO MACK. I thank the gentleman.

The chair recognizes Mr. Guthrie of Kentucky for 5 minutes.

Mr. GUTHRIE. Thank you, Madam Chairwoman, and thank you,
Mr. Secretary, for being here. I appreciate it, and I am glad that
you are focused on job creation as well.

One of the struggles that I have seen in my time in Congress is
just the astounding array of regulations that are coming, that are
prepared, that are being put forth, and businesspeople are con-
cerned. Yesterday, the Kentucky Farm Bureau, not the insurance
agent but the farmers from my area were in town and they talked
about the Farm Bill in passing. Their biggest concern was what
EPA was going to do to the farm, and just concern from making
milk a biohazard. I mean, those are different things that are com-
ing forward that we see, and it is the same in manufacturing.

I am from Kentucky, a manufacturing State. Ninety-three per-
cent of our energy is from coal. Coal makes it cheaper. We have
a vast if you go and down the Ohio River just across from where
you guys are, where you are from, not too far where you from, you
see manufacturing plants, and we are really concerned and we are
concerned about the job loss so my question is, is the Commerce
Department which is the voice of business working with these
agencies to at least say I know you have got a plan, I know you
are going in this direction but this is what is going to do to Amer-
ican business and American manufacturing? Is there any inter-
agency dialog about what they are doing?

Mr. FERNANDEZ. Well, there is certainly a significant amount of
interagency dialog and the Commerce Department among others
has opportunities to weigh in on proposals that are coming through
the Administration.

Mr. GUTHRIE. And somebody said it, and I will say it tongue in
cheek because they said it but it has some truth to it. They said
just like we have the Trade Adjustment Act, maybe we should have
the Regulation Adjustment Act for dislocated workers for what the
regulatory environment is going to be doing, and I mean, that is
a real concern out there. I know you know it because you probably
hear it from people that are there. But what about the energy
prices that we are seeing? I mean, I know we have an offshore
drilling ban that was lifted but the permitting process is going for-
ward. It is difficult to get a permit in Appalachia today. I know it
is not your area or group, but is there discussion in the Adminis-
tration about what this is actually going to be doing to our econ-
omy, maybe we are seeing some recovery if we see it turn back-
wards because of high energy prices? I know there is some issues
with the Middle East and oil prices. I understand that. But also I
think energy prices were rising prior to what we have seen over the
last month in the Middle East. If you could just talk about what
is happening here, I would appreciate that.

Mr. FERNANDEZ. Well, you are right. That is usually a subject
matter that I am not as engaged in as others might be within the
Administration, so I would be happy to follow up with you with
some responses from of my colleagues.



29

I can say that having sound, affordable clean energy is important
to our economy and that is certainly the kind of investments that
the Administration wants to make. But again, I come back to my
opening point about how the President and this Administration are
genuinely committed to looking at our current regulatory structure,
weeding out unnecessary regulations that do get in the way and
don’t necessary serve the purpose they might have when they were
first promulgated and coming up with a reasonable balanced struc-
ture that can enable innovation to survive and thrive and grow and
protect public interest at the same time.

Mr. GUTHRIE. Thank you, Mr. Secretary.

I yield back.

Mrs. BoNO MACK. The gentleman yields back.

The chair recognizes Mr. Pompeo from Kansas for 5 minutes.

Mr. PomPEO. Thank you, Madam Chairman, and thank you, Mr.
Fernandez, for coming out today. We had a chance to speak just
briefly before this hearing commenced and I have spent until 8
weeks ago my life in the manufacturing world, and I was looking
at your prepared testimony in preparation for today. I have to
share with you, I had never heard of EDA until that moment in
time. I would guess that when I went back to Kansas and talked
to manufacturers there, they likely would not have heard of it ei-
ther, and if I asked them what would be most important to them
growing their business, they would not talk to me about rolling the
roulette wheel and catching a grant from EDA but rather would
talk to me about regulations and taxes and that kind of thing. So
I thought I would share that with you before I sort of dug into a
couple of specific questions.

So in here you talk about a $1.4 million grant to Nashwauk,
Mirﬁn{;asota, that leveraged a $1.6 billion plant. Do I have that
right?

Mr. FERNANDEZ. We were part of that plan, yes.

Mr. PoMPEO. Is it your testimony that absent your $1.4 million
grant, that that $1.6 billion investment would not have been made?

Mr. FERNANDEZ. No. What I would say is that the grant we made
was critically important to——

Mr. PoMPEO. When you say “critical,” that is the key word. So
if you had not made your grant, would that project have proceeded?

Mr. FERNANDEZ. It would have made it more challenging.

Mr. PoMPEO. One point four million dollars as a part of a—I
just—I am skeptical that that was the $1.4 million—you have used
the words “critical” or “catalytic” before. I am skeptical that a fed-
eral grant of $1.4 million is catalytic to a $1.6 billion investment.

Mr. FERNANDEZ. No, and we try and be careful about that as
well. But if I can, let me just

Mr. POMPEO. And they are critical. Those——

Mr. FERNANDEZ. Yes, absolutely.

Mr. POMPEO [continuing]. Are the justification for your agency’s
existence.

Mr. FERNANDEZ. Let me answer the question, though, maybe give
you a little bit more background on that specific project. You know,
the plant is not located in that particular town. That town’s entire
budget is barely over a million dollars a year but the water lines
and the infrastructure that needed to connect up to this new plant
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went through that little town and they needed to come up with the
resources, and it was essential and it was a tremendous oppor-
tunity for them to be able to get an EDA grant to fund that. They
would have had a very difficult time connecting this infrastructure
to the plant because it was their responsibility.

Mrs. BoNO MACK. Excuse me, Mr. Secretary. The time is expired.

The chair recognizes Mr. Towns for 5 minutes.

Mr. Towns. Thank you very much. I want to thank you for hav-
ing this hearing as well.

We all agree that we need to get our fiscal house in order. We
agree. But there are major differences of degree about how to ac-
complish these goals. Some argue that the Federal Government
should simply stop spending money. This notion makes no sense in
the short term during which the recovery hasn’t fully taken hold
nor in the long term if we expect to raise enough revenue to pay
down our debts. Completely halting our investments in R&D, edu-
cation and infrastructure would be devastating in the short and
long term. Moreover, this suggested approach by government ig-
nores how much of the rest of the world operates.

As much we might like, we aren’t living in a world defined by
completely free and open competition. For example, at a hearing in
the last Congress on growing U.S. trade and green technology, we
learned that many countries place tariff and non-tariff trade bar-
riers on green goods. Denmark, for one, has essentially mandated
the use of Danish manufactured wind turbines. In addition, other
countries are investing huge resources into new technologies. The
United States now ranks 11th among the G—20 countries for the
intensity of its investments in clean energy and technology. My
question to you: Can you please describe some of the other barriers
to access that United States manufacturers face when trying to
enter the clean energy market of other countries? What can be
done to reduce or to eliminate those barriers?

Mr. FERNANDEZ. You know, let me just—it is probably going to
get a little bit beyond my portfolio but let me just say that I would
be happy to get more information to you on that. I think the big-
gest barriers, we are looking for fair trade agreements where we
can enable exports from our country to have access to these grow-
ing markets. I think in terms of the clean energy, I mean, the bar-
rier here frankly there is uncertainty about the market in the
United States, uncertainty about having a comprehensive energy
policy and some of those issues that create impediments to private
sector and other financial institutions making big investments
here, and until we resolve some of those issues, I think that is
going to be a drag on our ability to invest more and become more
competitive in the clean tech space.

Mr. TownNs. Well, what is the Commerce Department doing to
help ensure that the United States is in the forefront of energy and
resource efficiency? That is your pay grade.

Mr. FERNANDEZ. Well the Department of Commerce certainly
under Secretary Locke’s leadership has been very aggressive about
enforcing trade agreements and going after some of the tariff bar-
riers that create an uneven playing field for American companies.
The Energy Department and others throughout the Administration
have made significant investments in new innovation, in research
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and development, in commercialization around clean technology op-
portunities, so we are investing I think in a significant way to grow
that part of the economy.

Mr. Towns. Do we have people skilled enough to be able to han-
dle these jobs? Do we have people qualified to do it?

Mr. FERNANDEZ. I believe so, yes.

Mr. TownNs. You don’t think we need to do anything special to
prepare the workforce needed for these jobs?

Mr. FERNANDEZ. The workforce to support the clean technology
industry?

Mr. TOwNS. Yes.

Mr. FERNANDEZ. I think that there is plenty of evidence that one
of the challenges we have in our economy is there is a disconnect
between the skills of some of the workforce and some of the jobs
that are actually available. So yes, we need to do more to improve
the linkage in our workforce investments, to build those opportuni-
ties to support these innovative new companies.

Mr. TownNs. Thank you very much.

On that note, I yield back.

Mrs. BoNo MACK. The gentleman yields back.

And before I recognize the next colleague of mine, I just want to
point out to the newer members that we recognize for questioning
in the order of appearance at the hearing, and that is protocol for
the committee and it is standard, so to everybody in the room, if
it seems that I am skipping over somebody, it is just the order of
appearance, and looking down at my young colleagues on the front
dais, if I ever had to be behind an offensive line, I would want to
lloe behind all of you guys, hopefully offensive and not defensive
ine.

The chair recognizes next Mr. Kinzinger of Illinois for 5 minutes.

Mr. KINZINGER. Thank you, Madam Chairwoman, and thank you,
sir, for coming out. You are doing a great job. Maybe we will have
you back sometime. How do you like that idea?

Mr. FERNANDEZ. I would welcome the opportunity.

Mr. KINZINGER. You know, I think everybody agrees, when we
talk about getting government out of the way of small business, we
don’t mean government disappears completely. We understand that
there is a strategic partnership in some ways that needs to occur.
I think where the concern is, from our part, is we have just seen
a major overstep of that, to go from almost a partnership to—what
is the word—a big brother, father role that the government plays.
And I think that frankly is negative to what we see in small busi-
ness. In fact, what I have seen is as I have traveled around the dis-
tricts is businesses large and small, in many cases they have the
capital, they have the capital to invest and expand, but what they
are concerned about is when they have to plan 10, 20, 30 years out
in determining where to invest assets and determining where to go.
They see an environment that just is continually shifting. It is like
being on a waterbed. It is never stable. And so as they look out and
say well, I can either hang on to the money I have now or I can
make a risk, a risk in investing in the future, which frankly those
risks and investment in the future is what drives this economy,
they see an uncertain environment. So I think that is what is kind
of the key is, not that there is no role for government but that the
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role for management needs to be stable in the long term as people
try to plan things out.

One of the other things that I hear a lot, especially, I come from
a heavy agricultural and manufacturing district, is, and I have
seen too is the Administration’s failure to lead in the area of trade.
You know, I am happy that we are starting to talk about poten-
tially approving a trade agreement with South Korea. I think that
is important, but we have pending trade agreements with Colombia
and Panama, and given that 95 percent of the world’s consumers
live outside of the United States, I think in order to see manufac-
turing spark back to life, which I would love it to do, we do have
to create a level playing field and that level playing field is done
through setting up some of these trade agreements.

So as the Administration’s representative to business, have you
discussed the regulatory environment which we have talked about
a little bit but also a lot of that trade burdens and kind of the focus
on getting us to where we can be competitive and not lose market
share to China and India?

Mr. FERNANDEZ. Sure. You know, the Administration agrees with
you that there are a number of pending trade agreements that we
think would open up opportunities for American companies to ex-
port into a much fairer, freer system so we support a number of
those agreements, and one of them is——

Mr. KINZINGER. Are we going to expect to see that in the very
near future the Administration take a leadership role then in get-
ting those trade agreements through including Panama, Colombia
and South Korea?

Mr. FERNANDEZ. The Congress certainly has a role in moving
those forward as well.

Mr. KiINZINGER. OK. All right. So from what you are hearing,
though, it is not necessarily—because I have heard them lead on
or talk about South Korea, which I am appreciative of. I think that
is important. But I haven’t heard much lately on Colombia. I
haven’t much on Panama. And again, we are losing not just from
the economic perspective but there is a national defense and stra-
tegic advantage to having these trade agreements, especially when
we deal with enemies like, you know, folks to the east.

Another question, obviously the GAO report that came out found
52 programs and four agencies that fund entrepreneurial efforts,
and I have seen little evidence of your department’s ability or I
guess efforts to really work with some of these other agencies to
find out areas of duplicative programs and figure out how to
streamline it and make it to where we don’t have all this over-
administration. We are no longer in an age, unfortunately, where
we can afford this kind of waste. I mean, we have kicked the can
down the road. We need to cut our spending, and this is an easy
area to do it. So what is your plan to provide corrective action to
ensure that the EDA is leveraging its assets to promote growth and
limit duplicative process and waste?

Mr. FERNANDEZ. I think it is a very fair question, and the work
we do, as I mentioned in my opening statement, there is a tremen-
dous amount of interagency collaboration going on right now. While
there are a number of programs with the titles of economy develop-
ment or community development, entrepreneurship, many of them
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are complementary but what is essential is that we get alignment
and leverage so we are not duplicating and wasting taxpayer
money. We work very closely with our partners in the SBA and
these other agencies to come together and build strategies that do
look for that linkage and alignment so that we accelerate the rate
of return and don’t just create duplication.

Mr. KINZINGER. Thank you.

Mrs. BoNO MACK. The gentleman yields back.

The chair recognizes Mr. McKinley of West Virginia for 5 min-
utes.

Mr. McKINLEY. Thank you, Madam Chairman.

I was curious about some of the opening remarks that were made
about Goldman Sachs. I don’t necessarily think they—I think they
were bit of a poster child about the problems on Wall Street but
their numbers are being used now, and about 700,000 jobs being
lost if we continue this mission of being fiscally responsible. But
then Chairman Bernanke came out and said that wasn’t right,
those were gross misrepresentations. I am just curious. Was
Bernanke right?

Mr. FERNANDEZ. I didn’t watch his testimony so I am not pre-
pared to give you a good answer on that.

Mr. McKINLEY. Just curious. I have always held the Commerce
Department in high esteem because I think it has less of an agenda
than some of the other departments, and I have seen in West Vir-
ginia the northern district that I represent, we have lost 24,000
manufacturing jobs in the last 10 years, and in the State in the
last 25 years we have lost over 100,000 manufacturing jobs to a
point now where when we can try and characterize it, that manu-
facturing at one time with 150,000 manufacturing jobs, now if you
put all the remaining manufacturing jobs that are left in West Vir-
ginia throughout all three districts, it wouldn’t even fill Moun-
taineer Stadium with 50,000 people. I feel threatened for our econ-
omy and I hoping the Commerce Department will really address
that.

I am concerned because I spoke with one of our senators he said
the fact that we have 15 million people in America out of work, he
said but they are getting unemployment insurance. Do you think
senators, other people don’t get it, that people want a job and it
is our responsibility to be more definitive about getting those jobs
rather than continuing it? On Saturday will be my 60th day for me
to be in Congress. I have been to so many hearings, I have read
so many reports, I have heard so much dialog but I haven’t seen
the plan that is going to put these people back to work. Someplace
we have to do that, and it concerns me. Earlier this week in an-
other meeting, another hearing, you were praising him unfortu-
nately. Someone came in with—you were praising the regulatory
bodies but this regulatory body had the gall to say that the green-
house gas emissions regulated under the Clean Air Act is going to
create jobs, and in West Virginia we know that it not accurate but
yet that is what happens here in Washington is no one outside
Washington believes that more government is going to create more
private sector jobs. Only in the Beltway am I getting any sense
that government is the solution.
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So I am curious, given your opening statement that you said it
is a fiscally responsible budget to have $1.4 trillion deficits and we
are still sitting with 9 percent unemployment, how can you defend,
how can the Commerce that I held in high regard, how can you sit
and defend that your policies are the right policy, big government
is better than reducing expenditures? Can you share that?

Mr. FERNANDEZ. Sure. Again, I think that the challenges we
have today didn’t happen overnight, and it is our judgment that
you have to have a measured response. The President’s proposal for
deficit reduction based on the freeze on discretionary non-defense
money is serious. We are not going to solve the entire fiscal situa-
tion in this country just looking at the discretionary part of non-
defense part of federal budgets. There is a whole wide range of
issues that will be addressed, I am sure

Mr. McKINLEY. In the budget, does he have reductions in the en-
titlement?

Mr. FERNANDEZ. I don’t know off the top of my head. I would
have to get back to you.

Mr. McKINLEY. Could you get back to me? I would like to know.

Mr. FERNANDEZ. But I think that there is a very strong recogni-
tion that a lot of these tough issues are going to have to be ad-
dressed in a bipartisan way, and the Administration is committed
to doing that.

Mr. McKINLEY. Can you provide something giving an indication
of what the—has the EDA, with your group, have they done any
proactive positions or assistance in West Virginia in the last 2
years in the northern district?

Mr. FERNANDEZ. My light is lighting up

Mr. McKINLEY. Proactive, not responding but you are trying to
help ‘E)o lead the charge, and if you can’t today, can you send that
to me?

Mr. FERNANDEZ. Sir, we have been very active in West Virginia.

Mr. McKINLEY. I would like it for the northern district of West
Virginia, all that employment, 10.3 percent unemployment. If you
could send that to me, I would like to have it.

Mr. FERNANDEZ. I would be glad to.

Mr. McKINLEY. Thank you very much.

Mrs. BoNO MACK. Mr. Secretary, per Ms. Blackburn’s comments,
we now have her letter to you outlining her earlier request for the
record. If you could just have your staff grab it from the clerk to
your right before you leave and you will also get a copy of that elec-
tronically after the hearing, and we would also like to state that
we have other questions for the record which we will submit to you,
and we would appreciate your prompt responses in writing.

With that, I just would like to thank you very much for your ap-
pearance today, and to say to you, I think we want to work to-
gether along with Secretary Locke in making “Made in America”
work again, and I look forward to it. And as my colleague, Mr.
Kinzinger, said, we hope you are back here often in the good spirit
that you were here with today, so thank you.

Mr. FERNANDEZ. Thank you.

Mrs. BoNO MACK. And at this point we are going to take about
a minute break while we change the panels out and then get start-
ed again. So thank you again, Mr. Secretary.
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And for some reason we are doing it flipped the way we ordi-
narily go left to right but today we are doing stage right to left,
but we have the seven witnesses. Our first witness is Chris
Cummiskey, Commissioner of the Georgia Department of Economic
Development and Chairman of the Georgia Centers of Innovation
Board of Directors. Our second witness is Drew Greenblatt. Mr.
Greenblatt is president of the Martin Steel Wire Products of nearby
Baltimore, Maryland, and represents the National Association of
Manufacturers. Also testifying before us today is no stranger to us
all, Douglas Holtz-Eakin. Mr. Holtz-Eakin is president of American
Action Forum. Our fourth witness is Gregory Wilson, Special Advi-
sor to the Financial Services Roundtable. Our fifth witness is Ms.
Deborah L. Wince-Smith. Ms. Wince-Smith is president and CEO
of the Council on Competitiveness. Also testifying is Heather
Boushey. Welcome, Heather. She is the Senior Economist at the
Center for American Progress. And last but not least, Mr. Rhone
Resch, welcome. He is the president and CEO of the Solar Energy
Industries Association. Welcome to all of you. You are each recog-
nized for 5 minutes, and to help keep track of the time are those
nice little lights in front of you, and I would ask that when you see
the red you try to sum up as quickly as you possibly can. There
are a lot of us to get through today and votes on the floor eventu-
ally. So we are going to start with Mr. Cummiskey. You are recog-
nized for 5 minutes.

STATEMENTS OF CHRISTOPHER CUMMISKEY, COMMIS-
SIONER, GEORGIA DEPARTMENT OF ECONOMIC DEVELOP-
MENT; DREW GREENBLATT, PRESIDENT AND OWNER, MAR-
LIN STEEL WIRE PRODUCTS, LLC, ON BEHALF OF NATIONAL
ASSOCIATION OF MANUFACTURERS; DOUGLAS HOLTZ-
EAKIN, PRESIDENT, AMERICAN ACTION FORUM; GREGORY
WILSON, SPECIAL ADVISOR, THE FINANCIAL SERVICES
ROUNDTABLE; DEBORAH L. WINCE-SMITH, PRESIDENT AND
CEO, COUNCIL ON COMPETITIVENESS; HEATHER BOUSHEY,
SENIOR ECONOMIST, CENTER FOR AMERICAN PROGRESS;
AND RHONE RESCH, PRESIDENT AND CEO, SOLAR ENERGY
INDUSTRIES ASSOCIATION

STATEMENT OF CHRISTOPHER CUMMISKEY, COMMISSIONER,
GEORGIA DEPARTMENT OF ECONOMIC DEVELOPMENT

Mr. CuMmMmISKEY. Thank you, Ms. Chairwoman, and Ranking
Member. I want to thank the subcommittee for this invitation to
speak to you today and for taking the time to address these very
important issues.

The topic at hand, innovation in manufacturing, is one that is
very close to our hearts in Georgia. We are a State that cultivates
innovation and creativity in this very strategic industry. Like most
States, we have lost manufacturing jobs during the recent economic
downturn but our recovery is coming. Our sector of employment in
Georgia has increased for the fourth consecutive month and con-
fidence levels remain high.

This isn’t your grandfather’s manufacturing we are talking
about. We are particularly strong in advanced manufacturing sec-
tors like aerospace and automotive, both part of our strategic in-
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dustry focus. The Georgia aerospace manufacturing sector accounts
for approximately 28,000 workers in the State, and our aerospace
exports in 2010 grew 23 percent to an all-time high of $4.4 billion,
seventh in the United States. Industry giants like Lockheed, Boe-
ing and Gulfstream are part of our corporate aerospace community.

Georgia’s automotive industry began in 1909 with a small Ford
plant. Today, Kia has invested approximately $1 billion in its first
United States auto facility. Kia is just one of our more than 300
auto- and vehicle-related companies, employing 20,000 workers.
Other prominent automotive names are Pirelli Tire, Toyo Tire, ZF
Industries and Johnson Controls.

The men and women who comprise Georgia’s manufacturing
workforce are highly motivated, skilled and eager to embrace new
ways of doing things. This is an attitude and an aptitude that we
have deliberately cultivated in our workers in response to the chal-
lenges of the new world economy. We in Georgia realized very early
that we would not be able to compete with other countries, particu-
larly emerging economies, solely on the basis of wages. We are not
just about low-cost manufacturing; we are about high-quality man-
ufacturing. We enabled this through three key ways.

First, Georgia stepped up early to ensure we had the most cre-
ative approach to workforce development in the Nation. Education
and training is the most critical part of the manufacturing innova-
tion process in Georgia. We accomplish this through economic de-
velopment partnerships with our universities and our 26 technical
colleges. Our Georgia Quick Start program was the first of its kind
in the United States and has become a national model for cus-
tomized workforce training. Offered to qualified companies free of
charge to the State since 1967, Quick Start is part of the technical
college system of Georgia. It is a soup-to-nuts process. Quick Start
personnel will travel to a company’s home State or home country,
see how they do their processes, replicate them through a variety
of technologies and then bring them back here. The program gives
hands-on training to new hires, trains existing workers on new
processes as well as staying with the company after it begins oper-
ation to continue to find trends and how to be more efficient. Quick
Start has delivered more than 5,800 projects for client companies
and prepared more than three-quarters of a million trainees.

Possibly the best example of Quick Start’s importance is its role
in Kia’s decision to locate in Georgia. Quick Start build a $22 mil-
lion state-of-the-art training facility that has trained each of the
currently 2,200 Kia employees and is about to train another 800,
helping the company reach its full operational capacity ahead of
schedule. The chairman of Hyundai-Kia has called Quick Start’s
training center a global benchmark, and the training center for
Hyundai’s new plant in Brazil is being modeled after the one here
in Georgia.

The concept has many imitators but we are proud to have insti-
tuted the original program in the United States and to see it grow
into something that for many companies is the deciding factor in
their choice to locate or expand to the State of Georgia. Georgia
Quick Start is a powerful solution to develop a skilled workforce for
innovative manufacturers.
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Another way Georgia is strengthening our manufacturing sector
is through out Centers of Innovation program, which is unique in
the United States. We saw the need that entrepreneurs and small
companies with the potential for high growth were often having dif-
ficulty moving products and services into commercialization, so in
2003 then-Governor Sonny Perdue created the State-run program
to connect them to Georgia’s intellectual capital as universities as
well as industry expertise they needed to jump-start their growth.
The Center of Innovation for Manufacturing is one of six such cen-
ters in Georgia. It provides expertise in advanced manufacturing
processes as well as customized training programs with the latest
advanced robotics and PLC and CIM equipment, helping manufac-
turing companies develop a healthy bottom line.

The center’s friendly environment for research and development
includes the latest prototyping equipment, allowing companies to
test new ideas before investing the money. The center has worked
with approximately 80 companies in the last 2 years, partnering
frequently with Georgia Institute of Technology to design innova-
tive manufacturing processes and equipment and thus expand pro-
duction.

Suniva, for instance, is a great example of Georgia innovation
blossoming from the ground up. This solar manufacturing company
grew from successfully commercialized research at Georgia Tech. It
manufactures the most efficient, low-cost photovoltaic cells on the
market. The company is rapidly expanding its production capacity,
and its new plant will open in 2011 with 400-plus-megawatt capac-
ity. Suniva was ranked last year by Wall Street Journal as the
number two venture capital-backed clean technology company in
the United States and received the Renewable Energy Exporter of
the Year award from the Export-Import Bank of the United States.
Suniva was assisted along the way by the Georgia Center of Inno-
vation for Energy. It is exactly the sort of company our Centers of
Innovation program was created for.

Another fact that sets us apart is our pro-business environment.
Over the years, elected officials in Georgia have worked extremely
hard to make sure the State regulatory and tax environment is
such that it fosters business growth. Am I out of time?

Mrs. BoNO MACK. Sum up very briefly. Yes.

Mr. CUMMISKEY. Our corporate income tax rates are incredibly
low and conducive to business and our regulatory is very, very lim-
ited, which helps us thrive in this environment.

Thank you for your time, and I will be happy to answer any
questions at the end of the round of statements.

[The prepared statement of Mr. Cummiskey follows:]
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Name: Chris Cummiskey

Organization: Georgia Department of Economic Development

Name & Date of Hearing: "Made in America: Innovations in Job Creation and Economic Growth
Thursday, March 3, 2011, 10am
2322 Rayburn House Office Building

Subcommittee of Jurisdiction: House Subcommittee on Commerce, Manufacturing & Trade

Thank you for this invitation to speak to you today.

The topic at hand — innovation in manufacturing and trade — is one that is very close to
our hearts in Georgia. We are a state that cultivates innovation and creativity in this very
strategic industry.

Let me outline briefly my intent today. I'd fike to give you a quick rundown of Georgia's
manufacturing sector, and then brief you on some of the innovative measures we've

implemented in order to remain competitive in the global economy.

Manufacturing in Georgia

Georgia’s manufacturing sector is very strong. In 2009 (the most recent year for which
figures are available), we had three hundred and fifty-seven thousand (357,000) workers in this
industry — that's 8.2 percent of our non-farm employment. in 2008, the sector comprised
almost 11 percent of Georgia’s economy and had an output of 43.3 billion dollars. Last year,
manufacturing accounted for 92 percent of Georgia's exports. More than 28.7 billion dollars in
manufactured goods were exported, a 21 percent increase from 2009.

This isn't your grandfather's manufacturing we're talking about. We are particularly
strong in advanced manufacturing sectors like aerospace and automotive, both part of our

strategic industry focus. Georgia’s aerospace manufacturing sector accounts for approximately
1
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one-third of the over 84,000 aerospace workers in the state, and our aerospace exports in
2010 grew 23 percent to an ali-time high of 4.14 billion dollars — seventh in the U.S. Industry
giants like Lockheed-Marietta, Boeing and Guifstream are part of our corporate aerospace
community.

Georgia’s automotive industry began in 1909 with the establishment of a Ford Motors
plant. Today, Kia has invested approximately one billion dollars in its first U.S. auto facility,
which is located in Georgia. Kia is just one of our more than 300 auto and vehicle-related
companies, employing 20,000 workers all told. Other prominent automotive names are Pirelli
Tire, Toyo Tire, ZF Industries and Johnson Controls.

Like most states, we lost manufacturing jobs during the recent economic downturn. But
our recovery is coming on strong. Based on the Purchasing Managers Index, which measures
productivity, our manufacturing sector has been in expansion mode since November. Sector
employment in Georgia has increased for the fourth consecutive month, and confidence levels
remain high.

These figures speak to the kind of energy and spirit of innovation that exists in our state.
The men and women who comprise Georgia’s manufacturing workforce are highly motivated,

skilled, enthusiastic and eager to embrace new ways of doing things.

Challenge and solution
This is an attitude....and an aptitude.. .that we have deliberately cultivated in our
workers in response to the challenges of the new world economy. We in Georgia realized very

early that we would not be able to compete with other countries, particularly emerging
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economies, on the basis of wages. We're not about low-cost manufacturing — we're about
high-quality manufacturing. We enable that to happen in four ways:
1. Connecting those manufacturing companies to a talented workforce through a
workforce development program called Georgia Quick Start
2. Easing the process of commercialization for researchers, entrepreneurs and
small businesses with high-growth potential, through the Georgia Centers of
innovation
3. Creating trade opportunities through an award-winning partnership between
the state, the federal government, and the private sector

4. Maintaining a business-friendly environment

Georgia Quick Start

Georgia stepped up early to ensure we had the most creative approach to workforce
development in the nation. Education and training is a critical part of the manufacturing
innovation process in Georgia, through economic development partnerships with our
universities and in our 26 technical colleges.

Our Georgia Quick Start program was the first of its kind in the U.S. and has become a
national model for customized workforce training. Offered to qualified companies free of
charge by the state since 1967, Quick Start is a part of the Technical College System in
Georgia. It begins wo.rking with companies white they are still prospects, determining what it is
they need to begin operating at full capacity the day they open their doors in Georgia. Quick
Start has delivered more than fifty-eight hundred (5800) projects for client companies and

prepared more than three-quarters of a million trainees.
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It's a “soup-to-nuts” process. Quick Start personnel will travel to a company’s home
state or country to study its manufacturing processes “on location,” come back to Georgia, and
replicate those processes through a variety of technology. The program gives hands-on
training to new hires, trains existing workers on new processes and procedures, and provides
ongoing training to the company after it begins to operate.

Possibly the best example of Quick Start's importance is its role in Kia's decision to
locate in Georgia. Quick Start buiit a 22-million-doliar, state-of-the-art training facility that has
trained each of the current twenty-two hundred (2200) Kia team members hired thus far. And
it's about to train another 800, helping the company reach its full operational capacity ahead of
schedule. The chairman of Hyundai/Kia has called Quick Start’s training center a “global
benchmark,” and the ti'aining center for Hyundai's new plant in Brazil is being modeled after
the one in Georgia

For NCR, the Fortune 500 company that opened its global headquarters in Georgia in
2010, Quick Start conducted a project study in Hungary. It built a fuilly operational simutation of
NCR's assembly process, allowing the company to complete its first ATM within 13 weeks of
the company’s announcement it was coming to Georgia.

The concept has many imitators, but we are proud to have instituted the original
program in the U.S. and to see it grow into something that, for many companies, is the
deciding factor in their choice to locate or expand in Georgia. Georgia Quick Start is a

powerful solution to our need to develop a skilled workforce for innovative manufacturers.
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Georgia Centers of Innovation

Another way Georgia is strengthening our manufacturing sector is through our Centers
of innovation program, which is unique in the U.S. We saw that entrepreneurs and smaller
companies with the potential for high growth were often having difficulty moving products and
services into commercialization. So in 2003, then-Governor Sonny Perdue created this state-
run program to connect them to Georgia's intellectual capital at its universities and technical
colleges, as well as the industry expertise they needed to jump-start their growth.

The Center of Innovation for Manufacturing is one of six such centers in Georgia. It
provides expertise in advanced manufacturing processes, as well as customized training
programs with the latest advanced robotics and PLC and CiM equipment, helping
manufacturing companies develop a healthy bottom line. The Center’s friendly environment for
research and development includes the latest prototyping equipment, allowing companies to
test new ideas before investing money. The Center has worked with approximately 80
companies in the last two years, partnering frequently with the Georgia Institute of Technology
to design innovative manufacturing processes and equipment and thus expand production.

Suniva, for instance, is a great example of Georgia innovation blossoming from the
ground up. This so|ér manufacturing company grew from successfully commercialized
research conducted at Georgia Tech. It manufactures the most efficient, low-cost photovoitaic
cells on the market. The company is rapidly expanding its production capacity, and its new
plant will open in 2011with 400-plus megawatts capacity. Suniva was ranked last year by the
Wall Street Journal as the number two venture-capital-backed clean technology company in

the U.S., and received the “renewable energy exporter of the year” award from the Export-
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Import Bank of the U.S. Suniva was assisted by the Georgia Center of Innovation for Energy,

and is exactly the sort of company our Centers of Innovation program was created for.

Award-winning trade partnership

Georgia is also supporting its manufacturers through an award-winning U.S. Export
Assistance (USEAC) partnership that is arguably the strongest in the country. This 13-year-old
partnership leverages programs at all levels of government — federal, state and city-county —
as well as academic programs. The Georgia Department of Economic Development led the
two-year drive to form this partnership and has continued to play a pivotal role. The resuit has
been an integration of services that is demonstrated through the export successes of Georgia's
small and medium-sized companies, which have exported more, and exported faster, because
of the multi-agency teamwork of the USEAC. For its leadership in this alliance, the department

won the President’s E-Start award for Export Services in 2007.

Pro-business environment

Another factor that sets us apart is our pro-business environment. Over the years,
elected officials in Georgia have worked extremely hard to make sure the state regulatory and
tax environment is such that it fosters business growth and success. To that end, single factor
apportionment for Georgia’'s corporate income tax has likely been the most successful change
in the tax code. Most states calculate state corporate income tax based on varying percentage
of a company’s payroll, property and sales. Georgia, however, is one of just 12 states that use
only a single factor, gross sales receipts from inside the state, to calculate corporate income
tax. This tax structure is a significant advantage for manufacturers that ship products outside of

6
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the state. Georgia was the first state in the Southeast to adogpt this formula, in 2005. Combined
with Georgia’s low six percent corporate income tax rate and our right-to-work status, in our
experience, it is a powerfully persuasive factor for companies considering our state for location
or expansion.

Georgia also attracts manufacturing companies that need to bring in supplies and
quickly move products to global markets. Our logistics system, anchored by the world’s
busiest, most efficient airport and the country's fastest-growing port, is second to none. A
healthy sign for manufacturing in Georgia is the record year experienced by the Port of
Savannah in 2010, with nearly 20 percent growth in its TEUs. In fact, the port's exports
outpaced its imports, comprising almost 53 percent of the port's total volume. The Port of
Brunswick, which primarily handles automotive products, had a 52 percent increase in its
business in the first half of its fiscal year.

Hartsfield-Jackson Atianta Internatione;l Airport serves, at last count, 151 U.S.
destinations and more than 80 international destinations in 52 countries. More than 80 percent
of the nation is within a two-hour flight of Georgia, or within a two-day truck haul. This kind of

global access is what makes Georgia's 32 Fortune 1,000 companies believers in our state.

What can the federal government do to contribute to the pro-business
environment of a state like Georgia?

The corporate world moves quickly, and we need to be able to match that speed. The
federal regulatory environment is often quite challenging in that respect. For instance, it can
take a minimum of nine months to get an air permit (as it did with Kia), and longer than that if a

company locates in a non-attainment area. Our agency has an engineer on contract to help
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companies with the permitting processes, but we may well be an exception. Overall, the slow-
moving regutatory environment makes our country less competitive in the global marketplace.
Because one-size-fits-all federal mandates are not always helpful to states, we suggest
allowing states to adopt reguiatory procedures that work best for them.

In summary, we think it's in Georgia's interest, and the interest of our citizens, to take
an innovative approach to growing our advanced manufacturing and help the industry achieve
its maximum potential for success. We are constantly examining our competitive package to
see how we can be creative, and strategically attract and retain manufacturing in Georgia.

Thank you.
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Mrs.BoNO MACK. Thank you.

Mr. Greenblatt, you are recognized for—yes?

Mr. GREENBLATT. Chairman Bono Mack, in the witness’s defense,
our timer is not working.

Mrs. BoNO MACK. Then I apologize.

Mr. CumMIsSKEY. That is OK. I will get over it.

Mrs. BoNO MACK. I apologize.

Mr. Greenblatt, you are recognized for 5 minutes. When the light
turns yellow, I will make some funny faces at you, I guess, or
something.

STATEMENT OF DREW GREENBLATT, PRESIDENT AND OWNER,
MARLIN STEEL WIRE PRODUCTS, LLC

Mr. GREENBLATT. Good morning. My name is Drew Greenblatt.
I am the president of Marlin Steel Wire. We are based in Balti-
more, Maryland. I appreciate the opportunity to testify today on be-
half of the National Association of Manufacturers. We represent
some 11,000 factories in all 50 States, all industries, all sizes.

The title of today’s hearing raises an issue that is close to my
heart. Marlin Steel Wire produces custom wire baskets like this
and wire forms like this, precision sheet-metal fabrication assem-
blies, all manufactured 100 percent in the U.S.A. and we sell them
all over the world. We export to over 34 countries including this
week, Holland, Japan, Sweden, Ireland and Canada. Twenty-five
percent of our employees are mechanical engineers or designers. In-
novative and dedicated employees have helped expand sales and
jobs since I bought the company in 1998. We achieved record sales
4 years in a row.

Manufacturers are seeing signs of economic recovery but we have
a long way to go. Manufacturing lost 2 million jobs in the recession,
and unemployment remains unacceptably high. Meanwhile, our
competitors over in Europe, Asia and South America aggressively
seek new customers and new opportunities. Their countries
strategize for success in manufacturing.

Manufacturers believe the United States must also embrace a
comprehensive approach, one that we outlined last year in our pol-
icy guide, Our Manufacturing Strategy for Jobs in a Competitive
America.

First, we want to be the best country in the world to headquarter
a company. Second, we want to be the best country in the world
to do the bulk of our R&D, our research and development. Third,
we want to be a great place to manufacture good and exports.

We start with the goal that the United States will be the best
country in the world to headquarter a company. It is critical that
our national tax climate does not place manufacturers in the
United States at a competitive disadvantage in the global market-
place. This week, my company shipped wire baskets for General
Motors’ assembly line in Canada, where the corporate tax rate is
less than half of what we pay. It is easier for my Canadian compet-
itor since his taxes are lower. He has no health insurance. This is
bad for me. This is bad for my workers. It means less jobs in the
U.S.A. A pro-manufacturing tax policy must first acknowledge that
when Congress raises taxes, it makes manufacturing in the United
States less competitive. Congress should lower the corporate rate
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to 25 percent or even lower like Canada at 18 percent without im-
posing offsetting tax increases. Congress must pass permanent
lower taxes for the over 70 percent of manufacturers that are S cor-
porations and file as individuals like Marlin.

Our health care costs also are constantly increasing, double dig-
its, year in, year out. We provide all of our employees with health
insurance. The cost problem has not been solved by recent legisla-
tion. Congress needs to revisit the solutions they proposed, and it
is a problem and it is holding us back.

Our second goal is that the United States should be the best
country in the world to innovate, performing the bulk of their com-
pany’s global research and development. We want those R&D jobs
here. The R&D tax credit is important to achieve this goal. Con-
gress extended it recently. However, it has passed and expired
more than a dozen times. A little more permanence and certainty
in all tax policy would be a good thing.

Finally, our last goal is for the United States to be a great place
to manufacture both to meet the jobs of the American market and
serve as an export platform for the world. This means more U.S.A.
middle-class jobs. Manufacturers rely on overseas markets. Ninety-
five percent of the world’s consumers are overseas, and most of our
exports are manufactured goods. One of Marlin’s main core niches
is selling custom stainless-steel material-handling baskets to Japa-
nese automakers. As a matter of fact, this week we shipped to
Mazda. Korean automakers have steadily increased their market
share, offering a similar promising market. The U.S.-Korean free
trade agreement if enacted will help Marlin Steel compete on a
level playing field. I want to sell to Hyundai. I want to sell to
Samsung. I want to sell to Kia.

Rising energy costs also continue to hold back growth and job
creation. Soaring oil prices have again stirred alarm.

Mrs. BONO MACK. Mr. Greenblatt, excuse me. You are down to
30 seconds.

Mr. GREENBLATT. Thank you. Even as the recovery takes hold,
manufacturers temper our optimism with caution, whether it is the
soaring price of oil or the Administration’s aggressive regulatory
agenda. We believe the best way to ensure jobs and economic
growth is to enact a strategy with comprehensive and consistent
policies that allow manufacturers to compete in the global market-
place.

[The prepared statement of Mr. Greenblatt follows:]
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COMMENTS OF THE NATIONAL ASSOCIATION OF MANUFACTURERS
BEFORE THE
SUBCOMMITTEE ON COMMERCE, MANUFACTURING AND TRADE
COMMITTEE ON ENERGY & COMMERCE
U.S. HOUSE OF REPRESENTATIVES
MARCH 3, 2011

Good morning, Chairman Bono Mack, Ranking Member Butterfield, members of
the subcommittee. My name is Drew Greenblatt, and | am president of Marlin Steel Wire
Products, LLC, based in Baltimore, Maryland. | appreciate the opportunity to testify
today on behalf of the National Association of Manufacturers (NAM), the nation's largest
manufacturing trade association. We represent some 11,000 member companies and
affiliates in all 50 states, comprising businesses in all industry sectors and of all sizes.

We heartily support your committee’s emphasis on job creation, because
manufacturing means jobs. Manufacturing also means opportunity, innovation, security
and economic growth. To compete on a global stage, manufacturing in the United States
needs policies that enable companies to thrive and hire locally. Growing manufacturing
jobs will strengthen the U.S. middle class and help America rebound from the deep
rebession,

Last year, the NAM produced a policy guide and call to action to accomplish
those goals — our "Manufacturing Strategy for Jobs and a Competitive America.” This
strategy provides clear recommendations for strengthening America’s manufacturing
sector in the face of intense global competition.

The United States is the world'’s largest manufacturing economy, producing 21
percent of global manufactured products. U.S. manufacturing alone makes up 11.2

percent of our nation’s GDP. More importantly, manufacturing supports an estimated
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18.6 million jobs in the U.S. — about one in six private-sector jobs. Manufacturing jobs
are high-paying jobs, too. In 2009, the average U.S. manufacturing worker earned
$74,447 annually, including pay and benefits ~ 22 percent more than the rest of the
workforce.

Of course, the title of today’s hearing ~ “Made in America: innovations in Job
Creation and Economic Growth” — raises issues that are close to my own heart. Marlin
Steel Wire is a leading manufacturer of custom wire baskets, wire forms and precision
sheet metal fabrication assemblies — all produced entirely in the United States. Our
customers come from the pharmaceutical, medical, industrial, aerospace and automotive
industries all over the world...In all, we export to 34 countries. Twenty-five percent of
Marlin Steel's employees are mechanical engineers or designers. The innovative ideas
from the engineering team propel success at Marlin Steel.

Like so many other manufacturers, my company succeeds through innovation,
investment and the hard work of our dedicated employees. Even as Marlin Steel Wire
has invested in automation to ifnprove productivity and quality control, we have also
added employees.

When | bought the company in 1998, we did about $800,000 in sales with 18
workers. Last year was our most successful one as a business, as we did $3.9 million in
sales, exporting to more than 30 countries. Today, Marlin Steel Wire employs 25 people.
Manufacturing does mean jobs! We pay well. Also, each of our employees has great
health insurance and we pay for 100% of their college education. Qur parking lot is
double and triple parked and more than half of my employees own their own home.
Manufacturing creates solid, middie-class jobs.

For many manufacturers in the United States, the economy is showing definite
signs of improvement. in 2010, manufacturing output in real terms rose 6.6 percent, the
fastest increase since 1997. This indicates a good pace of recovery, but nevertheless,

3
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output remains still 9 percent below the 2007 peak — indicating how serious the recent
manufacturing recession really was. We should be doing much better.

Manufacturing also added about 138,000 factory jobs in 2010, the most since
1997. And, as you may have seen, earlier this week the Institute for Supply Management
issued its latest ISM Manufacturing Report on Business, indicating that manufacturing
growth had turned in its best performance since 2004.

But there’s still a fong way to go. Manufacturing lost more than 2 million jobs in
the last recession, our recent gains in manufacturing employment only made up 6.2% of
our losses, unemployment in the rest of the economy remains unacceptably high, and
recovery is not just a matter of letting the business cycle takes its course.

The recovery of U.S. business occurs even as our competitors in Europe, Asia
and South America aggressively seek new customers, markets and opportunity.
Countries know that a strong manufacturing sector is a key to jobs, innovation and
prosperity. They are strategizing for success in manufacturing and to improve their
global competitive positions.

The National Association of Manufacturers believes the United States must also
embrace this comprehensive approach. We must recognize that giobai competitiveness
depends on a broad, interconnected set of policies on taxes, trade, energy, regulation
and innavation.

We have collected these policies in the “Manufacturing Strategy for Jobs and a
Competitive America.” The strategy sets three broad goals:
e 1o be the best country in the world to headquarter a company;
* to be the best country in the world to do the bulk of a company’s research and
development (R&D); and

« to be a great place to manufacture goods and export products.
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These are goals that shouid have broad, bipartisan support. in fact, in his State of
the Union address, President Obama declared, “We have to make America the best
place on Earth to do business.” Manufacturers agree. Now the challenge is to put the

right policies in place to make that goal a reality.

The U.S. Must Be the Best Country in the World to Headquarter a Company

Manufacturing today is global and mobile. Companies often enjoy an array of
attractive choices when deciding where to locate their headquarters, do their research or
build new facilities. While the use of government incentives is commonplace today, a
country’s or state’'s business climate itseif ultimately determines where a company will
be located.

As a springboard for future economic growth, investment and jobs,
manufacturers believe the United States must seek to be the best country in the world in
which to locate a manufacturing company’s headquarters.

To do this, we need a national tax climate that does not ptace manufacturers in
the United States at a competitive disadvantage in the global marketplace. A pro-
manufacturing tax policy must first acknowledge that when Congress raises taxes, it
makes manufacturers in the U.S. less competitive.

Marlin Steel’s tax rate is higher than its global trading partners like Canada,
where companies pay perhaps haif as much in taxes — 18 percent compared to our
approximately 40 percent. The United States now imposes the highest or second-
highest statutory corporate income tax in the world among developed nations, even as
our competitors reduce their rates to improve their economic climate. Congress must
reduce the corporate tax rate to 25 percent or lower without imposing offsetting tax

increases.
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More than 70 percent of American manufacturers are S-corporations that file
taxes at the individual rate. We must institute permanent lower tax rates for individuais
and small businesses. Our tax system must promote fair rules for taxing active foreign
income of U.S.-based businesses.

We must also recognize that one of America's great c;ompetitive advantages is
our dynamic labor market. Companies must move quickly to meet the demands of a
rapidly changing marketplace, and the continuing expansion of federal mandates and
labor regulations undermines employer flexibility. in addition, increasing costs
discourage the hiring of new employees.

To encourage competitiveness, the United States should reject new federai
regulations that dictate rigid work rules, wages and benefits and that introduce conflict
into employer-employee relations.

Congress must also support health care reform that drives down costs. Above alti,
health care solutions must contain costs by building upon the existing employer-
sponsored heaith care system without jeopardizing or mandating plan design. The heaith
care law passed by Congress in 2010 must be continually assessed for its effectiveness,
cost and unintended consequences. Regulations to implement this law must be fully

transparent and must not add new employer mandates and costs.

The U.S. Must Be the Best Country in the World to innovate

Innovation has long helped manufacturing in the United States maintain its global
leadership. Between 2000 and 2006, manufacturing productivity increased annually by
an average of 3.8 percent, primarily due to innovation and technological advances
spurred by R&D. U.S. manufacturers perform haif of ali R&D in the nation, which drives
more innovation than any other sector. To maintain this competitive advantage, tax
provisions must be enacted that will stimulate investment and recovery, including

6
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strengthening the R&D tax credit and making it permanent. Manufacturers in the United
States need the certainty and incentives provided by a permanent and robust R&D tax
credit.

The federal government must continue its focus on basic R&D that expands the
knowledge base, spurring private-sector R&D as well as commercial development.
Innovation is served by robust funding for federal research agencies as well as financial
support for public- and private-sector research.

To ensure that we have the skilled workforce necessary to ensure our economic
competitiveness, manufacturers must be able to attract the best talent from here in the
United States and from the entire world. Between 1995 and 2005, immigrants founded or
co-founded 25 percent of all U.S. high-tech firms — companies that create new jobs right
here at home. Our nation’'s immigration rules must recognize the value of employer-

sponsored visas.

The United States Will Be a Great Place to Manufacture

An effective manufacturing strategy promotes domestic manufacturing that
serves the U.S. and the increasingly integrated North American markets. It also supports
companies that export and expand abroad to serve foreign markets. Manufacturing
shipped a record $5.8 trillion in 2008 ($1.6 trillion in value added) and provided 11
percent of the nation’s GDP. Manufacturers rely on overseas markets because the bulk
(57 percent) of all U.S. exports of goods and services are manufactured goods. Exports
of manufactured goods have driven the economic recovery that began in 2009. The
growth of Marlin Steel Wire is based on our aggressive strategy of seeking new
customers around the globe; as | mentioned earlier, we now ship our products to more

than 30 countries.
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Manufacturers need a level playing field. In today’s global marketplace,
manufacturers in Maryland are no longer just competing against Texas companies that
compete against Georgia companies. We face competition from around the world.
Foreign manufacturers often must comply with fewer regulations and have governments
that use every tool at their disposal to give those companies a competitive edge,
frequently at the expense of manufacturers in the United States. The solution is to
increase access to foreign markets through trade agreements and to ensure the
regulatory enviro'nment in the U.S does not put manufacturers at a disadvantage.

To do this, manufacturers need an international trade policy that opens global
markets, reduces regulatory and tariff barriers and reduces distortions due to currency
exchange rates, ownership restrictions and various “national champion strategies.”
Congress must enact pending trade agreements, and the Administration must negotiate
additional agreements in the Pacific area and elsewhere.

Again, speaking from my own experience, one of Mariin Steel’s core niches is
selling custom stainless steel material-handiing baskets to Japanese automakers. As we
all know, Korean automakers have steadily increased their market share, and | want to
sell our custom wire baskets to the Korean automakers as well as the Japanese like we
did this week to Mazda. The U.S.-Korea Free Trade Agreement, if enacted, wili help
Marlin Steel compete on a level piaying field with Korean wire basket suppliers.

In addition to leveling the playing field on trade, policies must help small and
medium-sized manufacturers through technical aid and financial assistance programs
that promote expanded exports.

Recent turmoil in the Middie East and the associated soaring price of crude oil
reinforces ~ yet again — the need for aggressive devefopment of America’s domestic
energy resources. Manufacturers support a comprehensive energy strategy that
embraces an “all of the above” approach to energy security that will allow access to

8
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affordable energy. Such a policy shouid encourage production of baseload electricity —
the dependable power that is critical to manufacturing processes - including traditional
coal, hydropower and natural gas, nuclear and renewable and alternative fueis.
Reducing our dependence on foreign energy by increasing domestic supply will help
achieve this goal.

Congress should allow expanded production of oil and natural gas by lifting the
moratorium on Outer Continental Shelf development and encourage development of
shale gas. The Depariment of Interior on Monday issued its first new deepwater drilling
permit in the Guif of Mexico since last year's. oil spill. This is a good first step, but there
are still 14 deepwater permits pending review and approval. Offshore drilling is a
significant part of the U.S. economy both in terms of generating jobs as well as creating
a domestic supply of oil and gas. A recent study found that 125,000 jobs could be lost by
2015, while we stand to lose 680,000 barrels of oil by 2019 if the permitting delays
continue to linger.

Manufacturers are reliant on our nation’s vast interconnected network of roads,
railways, airports, inland waterways and seaports that support and supply every sector
of the economy. While many of our members are predominantly reliant on motor carriers
to deliver finished products to their customers, manufacturers rely on air freight to deliver
time sensitive and high-value cargoes, railroads for raw materials and finished products,
inland waterways for efficient and bulk-sized movements and seaports for export to
overseas markets. The NAM believes that a renewed federal commitment to our nation’s
transportation infrastructure will help ensure our nation’s manufacturing competitiveness.
Transportation infrastructure can carry the weight of our economy safely, efficiently, and
at a competitive cost to shippers and consumers alike. It underlies the very core of our

economic prosperity.
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While appropriate investment in our transportation infrastructure is critical, it is
equally important that we not dramatically increase the cost of freight movement through
ill-conceived Administration proposals like the attempt to further limit hours of service for

truck drivers.

Regulatory Environment

With the 112" Congress, several committees in the House of Representatives
have began serious scrutiny of the impact of overregulation on business and job
creation. This subcommittee, for example, recently examined the burdens that resuit
from the Consumer Product Safety Commission’s implementation of the Consumer
Product Safety Improvement Act. That's a major area of concern for many of our NAM
members, and | thank you on their behalf.

Speaking more broadly, employers across the U.S., especially manufacturers,
face considerable uncertainty that stifles economic growth and discourages hiring. For
laws that affect manufacturers, there are often scores of burdensome regulations that
impose substantial compliance costs — burdens often never anticipated by the
lawmakers who passed the legislation.

The Smali Business Administration recently estimated that the annual cost of
federal regulations in the United States increased to more than $1.75 trillion in 2008. The
portion of these regulatory costs that falls initially on businesses was $8,086 per
employee in 2008. This study represents the best research available to identify the
disproportionate burden piaced on small business by regulation, and it is 36 percent
higher than iarger firms. Manufacturers bear the heaviest burden from environmental
regulation, while facing similar or more stringent regulations in workplace safety, healith,
transportation, financial, trade, tax administration, homeland security and export
controls.

10
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President Obama recently issued an executive order instructing Executive
Branch agencies to review existing regulations with a focus on removing unnecessary
and redundant rules. He also instructed the agencies to give more weight to the need for
economic growth and the concerns of small business.

Manufacturers welcome the stated intentions and await the reguiatory refief that
reflects them. Recent history provides some reason for skepticism. Based on data from
the Government Accountability Office, 43 major new regulations were imposed over the
previous two years. Coliectively, the cost of these rules topped $26.5 billion.

Some of the most economically threatening regulatory proposals come from the
Environmental Protection Agency (EPA). At the beginning of this year, the EPA began
regulating greenhouse gas (GHG) emissions from stationary sources under the Clean
Air Act. While only the largest facilities will be reguiated at first, this action sets the stage
for future regulation of much smaller sources. Manufacturers are also concerned that
states are unprepared for the new permitting requirements, which will cause significant
delays. This permitting gridlock will discourage manufacturers from building new facilities
or expanding their current facilities, hurting competitiveness and discouraging job
creation. Furthermore, additional facilities — including hospitals, agricuitural
establishments and even the smaliest businesses — will be phased into the onerous

permitting requirements in the near future.

Conclusion

Chairman Bono Mack, members of the committee, thank you again for the
opportunity to testify today on the role that manufacturing plays in America’s economy,
innovation and job creation. For many manufacturers in the United States, the recovery

is taking hold. Orders are up, we are investing, and companies have plans to hire. But
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our optimism is cautious. Whether it's the soaring price of oil or the Administration’s
aggressive regulatory agenda, manufacturers recognize many risks to recovery.

We believe the best way to ensure continued economic growth and employment
is by enacting a comprehensive and consistent set of policies that allow manufacturers
to compete in the global marketplace — a strategy. Our recommendations are found in
the “Manufacturing Strategy for Jobs and a Competitive America,” and | respectfully ask

to submit a copy for the record.
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Mrs. BoNO MACK. I thank the gentleman.

Before we move on, we are going to do a highly technical fix to
this. We are going to slide that clock down to the center and that
is our technological answer to it.

Dr. Holtz-Eakin, you are recognized for 5 minutes.

STATEMENT OF DOUGLAS HOLTZ-EAKIN, PRESIDENT,
AMERICAN ACTION FORUM

Mr. HoLTZ-EAKIN. Thank you, Chairman Bono Mack and Rank-
ing Member Butterfield and members of the committee. It is a
privilege to be here today. You have my written statement. Let me
briefly make three key points.

The first is the obvious, that jobs are the central consideration
at this point in time. The second is that we need to shift the policy
focus from so-called stimulus efforts toward genuine pro-growth
policies that will enhance the trend in growth rate of the U.S. econ-
omy and thus provide those workers with the jobs they need. And
then the third is some suggestions that such an agenda would
begin with controlling spending to take off the table a looming
sharp rise in the deficits and debt, tax reform that would make our
Nation the best place to headquarter a company and to enhance
our international competitiveness. The third would be the jurisdic-
tion of this committee and trade, enhance our engagement in open-
ing markets abroad. And the fourth, a regulatory review to really
temper the large-scale increase in regulation we have seen in a
wide variety of policy areas in recent years.

Jobs is obvious. Despite the recent news that we have seen this
week, a good ADP report, very good Institute for Supply Manage-
ment report, this morning’s report on lower Ul claims, it still re-
mains the case that with so many Americans out of work, it is far
more likely that we see the unemployment rise before permanently
declining than simply getting better on a sustained basis. So we
have to keep a focus on this.

Related to that, it is true that the economy is growing. It has
been growing for six straight quarters. But that pace of growth,
under 3 percent, is far too slow to sustain the kinds of job increases
we need to get the 7 million workers who are out of work back into
jobs and to provide for our children a standard of living that is bet-
ter than the one that we have inherited. This is in fact typical of
economies recovering from a financial crisis. We need to recognize
that there will not be any quick fixes and instead focus on the
kinds of policies that will allow us to grow more rapidly on a sus-
tained basis and thus accelerate the possibilities even in the midst
of a tough recovery.

For such an agenda, I have lots in my written testimony. Here
I want to just talk about two. First is the absolutely essential prob-
lem of taking on the projected debt in the United States. If one
looks at any reasonable projection, either the Administration’s
budgets or those by the Congressional Budget Office, one sees that
over the next decade we face perilous times. Despite the fact that
either such projection would actually count on a recovery to full
employment, a fact that a financial crisis will be a distant memory,
would presume that we are no longer fighting overseas operations
in Iraq and Afghanistan, and that we would be raising well above
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historically typical levels of taxes, 19, 20 percent of GDP. Despite
all of that, deficits are projected to be over a trillion dollars 10
years from now. Something close to $900 billion of that will be in-
terest on previous borrowing. In the interim, the United States will
have crossed the technical line for downgrade as a sovereign bor-
rower, and we will have debt-to-GDP ratios that are associated
with the typical levels where financial crises occur. In short, we are
on a path to disaster. The President’s own Fiscal Commission de-
scribed this as a national moment of truth where we had to put
aside political budgetary gains and deferring of tough decisions to
take on this problem.

If you are a businessman trying to make a decision about the fu-
ture, this is a recipe for either higher interest rates or higher taxes,
or both, and there can be no more pro-growth move by this Con-
gress and this country than to take off the table those kinds of
threats and allow businesses to make investments in their workers
and in their technologies and plants in order to grow more rapidly.

So I think that it is imperative that this be the top agenda item.
The only way to do it is to control spending. This is not a revenue
problem in all those projections, and I would deeply and profes-
sionally disagree with the kinds of reports that have been men-
tioned earlier in this hearing from either Mark Zandi, who was one
of my assistants on the McCain campaign, for the record, and not
a chief policy advisor, and Goldman Sachs. Those reports are fun-
damentally flawed in two ways. First are technical. They make as-
sumptions about the pace at which spending is cut down and the
way it impacts the economy, which overstate their impact, and the
second is just fundamental. There is no way in their analyses for
forward-looking expectations to enter. There is no one in their anal-
ysis who is looking to next year or even 10 years from now. They
are fundamentally myopic analyses. Everyone in this room gets up
every day and tries to see the future, are we coming out of this re-
cession, can we see better times ahead, and they are doing their
analysis on the assumption that no one looks past next week. They
are deeply flawed and overstate the impacts.

The last thing I want to close with is trade. The United States
has given up its historic leadership in trade. It has been on the
sidelines far too long with three pending trade agreements, some
of which are crucial and irrational not to ratify and this committee
has the jurisdiction to push that agenda forward. I would encour-
age them to do so. Thank you.

[The prepared statement of Mr. Holtz-Eakin follows:]
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Introduction

Chairman Bono Mack, Vice-Chairman Blackburn, and Ranking Member Butterfield
thank you for the privilege of appearing before the Committee today. In this short
statement, [ wish to make the following points:

¢ The U.S. workers and economy as a whole will benefit from pro-growth
policies;

* Pro-growth policies are distinct from the notion of “stimulus” that has been
prominent in the recent debate; and

¢ Central aspects of a pro-jobs and growth agenda are controlling federal
spending growth, improved tax policy, enhanced global trade, and a lighter
regulatory burden.

Let me discuss each in turn.

The Need for Pro-Growth Policy

According to the National Bureau of Economic Research the recession began in
December 2007. Their data show that there were 142.0 million jobs in December of
2007 - the average of payroll and household survey data. In June 2009, NBER's date
for the end of the recession, the same method showed 135.3 million jobs, for a total
jobloss of 6.7 million attributed to the recession. These numbers are quite close to
those using the Bureau of Labor Statistics non-farm payroll data, which showed a
loss of 6.8 million.

* The opinions expressed herein are mine alone and do not represent the position of
the American Action Forum. [ am grateful to Sam Batkins, lke Brannon, Cameron
Smith and Matt Thoman for assistance.
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There are glimmers of promise. Since December 2009, 945,000 payroll employment
jobs have been added. However at the same time, there are 14.5 million
unemployed persons in the economy and many more discouraged workers. Since
the start of the recession the labor force has fallen by nearly 500,000.

For these reasons, the current unemployment rate of 9.0 percent likely understates
the real duress. Using the BLS alternative unemployment rate (U-6), one finds that
unemployed, underutilized and discouraged workers are 16.7 percent of the total.
As evidence of the difficulties, the number of long-term unemployed (27 weeks or
more) is currently 6.4 million and accounts for 44.3 percent of all unemployed
persons.

These data reflect the fact that the U.S. has suffered a deep recession and is growing
slowly. Over the course of the past several years, Administrations and Congresses
have engaged in a number of counter-cyclical fiscal measures (“stimulus”): checks to
households (the Economic Stimulus Act of 2008), the gargantuan stimulus bill in
2009 (American Recovery and Reinvestment Act), “cash for clunkers” (the Car
Allowance Rebate System), and tax credits for homebuyers (the Federal Housing
Tax Credit). Asthis Committee is well aware there is an ongoing debate regarding
the effectiveness of these measures in mitigating the natural course of the business
cycle downturn, but I tend to be skeptical of claims of large-scale effectiveness.

Regardless of the ultimate resolution of that debate, I believe it would be a mistake
for policymakers to evaluate future policy from that perspective. The U.S. economy
is growing, albeit slowly, not declining. Gross Domestic Product (GDP) has been
rising for six consecutive quarters and employment is up from its trough in
December 2009. There is substantial and widespread evidence of an ongoing
economic expansion. Accordingly, this is not the time for counter-cyclical
“stimulus”.

The pace of expansion remains solid and unspectacular averaging under 3 percent
annual growth. In many ways this is not surprising. As documented in Rogoff and
Reinhart (2009), economic expansions in the aftermath of severe financial crises
tend to be more modest and drawn out than recovery from a conventional
recession.! Nevertheless, at this juncture it is imperative that policy be focused on
generating the maximum possible pace of economic growth. More rapid growth is
essential to the labor market futures of the millions of Americans without work.
More rapid growth is essential to minimizing the difficulty of slowing the explosion
of federal debt to a sustainable pace. More rapid growth will generate the resources
needed to meet our obligation to provide a standard of living to the next generation
that exceeds the one this generation inherited.

Drivers of Economic Growth

1 See This Time Is Different: Eight Centuries of Financial Folly, by Carmen M. Reinhart
and Kenneth Rogoff, 2009.
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Policies focused on more rapid economic growth are the most important priority at
this time. In light of this, it is useful to reflect on the four basic sources of growth in
final demand for GDP: households, businesses, governments, and international
partners.

Households are caught in a double bind of badly damaged balance sheets and weak
income growth. As is well known, the collapse of the U.S. housing bubble left many
households in mortgage distress, and more broadly diminished the net worth of the
household sector. In addition, the financial crisis itself destroyed additional
household wealth with the result that household net worth is now $9 trillion below
where it stood in 2007. The expansion thus far has yielded modest income growth.

It would be unrealistic, or even unwise, to expect households to be a robust source
of final demand growth. Instead, the best course for households would be to repair
their damaged balance sheets as quickly as possible. Policies that support the ability
of households to do so while otherwise maintaining their consumption patterns will
be the most beneficial. There is little that one-time “stimulus” in the form of tax cuts
or transfers contribute to these goals.

Similarly, federal and sub-federal governments face enormous budgetary
difficulties, largely due to long-term pension, health, and other spending promises
coupled with recent programmatic expansions. Consider the federal budget. Over
the next ten years, according to the Congressional Budget Office’s (CBO’s) analysis of
the President’s Budgetary Proposals for Fiscal Year 2011, the deficit will never fall
below $700 billion. Ten years from now, in 2020, the deficit will be 5.6 percent of
GDP, roughly $1.3 trillion, of which over $900 billion will be devoted to servicing
debt on previous borrowing.

The budget outlook is not the result of a shortfall of revenues. Using the 2011
Budget the CBO projects that over the next decade the economy will fully recover
and revenues in 2020 will be 19.6 percent of GDP - over $300 billion more than the
historic norm of 18 percent. Instead, the problem is spending. Federal outlays in
2020 are expected to be 25.2 percent of GDP - about $1.2 trillion higher than the 20
percent that has been business as usual in the postwar era.

As aresult of the spending binge, in 2020 public debt will have more than doubled
from its 2008 level to 90 percent of GDP and will continue its upward trajectory.
Traditionally, a debt-to-GDP ratio of 90 percent or more is associated with the risk
of a sovereign debt crisis. Indeed, there are warning signs even before the debt rises
to those levels.

The President has now released his budgetary proposals for Fiscal Year 2012. While
CBO has yet to have the opportunity to provide a non-partisan look at their
implications, my reading of the budget is that it is simply a repeat of last year's
dismal plan.
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The fiscal future outlined above represents a direct impediment to job creation and
growth. The United States is courting downgrade as a sovereign borrower and a
commensurate increase in borrowing costs. In a world characterized by financial
market volatility stemming from Ireland, Greece, Portugal, and other locations this
raises the possibility that the United States could find itself facing a financial crisis.
Any sharp rise in interest rates would have dramatically negative economic impacts;
even worse an actual liquidity panic would replicate (or worse) the experience of
the fall of 2008.

Some suggest that we can stave off such a crisis by raising additional revenue.
Ultimately, this approach is likely to fail as the potential spending plans exceed any
reasonable ability for the U.S. to finance via higher taxes. No tax regime since World
War Il has come close to raising 25 percent of GDP, during a period that has seen an
incredible variety of tax rates.

Pro-Growth Policies Versus Stimulus

The foundation of economic growth is the act of foregoing current consumption in
order to save; using those savings to invest in innovation, skills, new plant and
equipment, and new technologies; and thus expanding the size of the economic pie
for every American. A pro-growth approach to policy design emphasizes strong
incentives to save, protection of the returns to innovation and technological
advance, and minimal interference in the ability to access markets, hire workers,
and deploy new investments.

In contrast, conventional Keynesian counter-cyclical policy - “stimulus” in political
parlance ~ emphasizes policies to induce households to spend or directly takes this
responsibility on the federal budget. These policies emphasize consumption at the
expense of saving, are oriented toward propping up legacy firms and activities at the
expense of innovation, and de-emphasize the role for the private sector.

The two approaches differ in another important way. The heart of stimulus -
spending increases and temporary tax cuts - are activities that should be reversed
over the longer term. History suggests that Congresses and Administrations have
been very good at “doing” stimulus, and very poor at “undoing” it when needed. In
contrast, pro-growth policies are permanent signals to households, entrepreneurs,
investors, and innovators. One virtue of making pro-growth policy changes at a time
of weak economic performance is that there is “no regrets” - it is simply
accelerating a policy that one would like to pursue in any event.

A Pro-Growth Policy Agenda
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Controlling Federal Spending. The federal government needs to reduce spending
growth, and control its debt. No sensible growth strategy can be built around
greater federal spending, or greater government spending more generally. The
projections of sharp growth in federal spending, deficits and debt raises the
prospect of higher interest rates, higher taxes, or both. This constitutes a serious
impediment to confidence among businesses and entrepreneurs to locate in the
United States and inhibits those that do from being willing to grow, expand and hire.

Accordingly, the top issue for a pro-growth policy agenda to create jobs in America
is to control federal spending. The House of Representatives has taken an important
first step in doing so with the passage of H.R. 1. Unfortunately, recent reports have
suggested that it is instead a threat to U.S. economic growth. [ concur with Federal
Reserve Chairman Ben Bernanke that these analyses are mistaken.

The first thing to note is that while Members are aware that a reduction of $61
billion in budget authority does not translate into an immediate $61 billion cut in
outlays, many analysts appear to not understand these budgetary facts. Indeed, on
average, a $1 cut would translate into only 52 cents during the current fiscal year.

In gauging the maximum possible growth impact, one could assume that a full $32
billion in reduced spending would occur in Fiscal 2011 (i.e., before September 30)
even though there are only 7 months left. For simplicity, suppose that outlays fall by
$16 billion in the 21d quarter, $16 billion in the 3rd quarter, and - to really gauge the
upper bound - another $16 billion in the 4t quarter of calendar 2011.

What happens? If one thought that the growth rate in 2011 would be 3.0 percent, it
would fall to 2.7 percent. That is, the upper bound impactis 0.3 percentage points.
Still, this continues to gverstate the likely impact because:

* The calculation assumes full dollar-for-dollar reduction in GDP as spending
declines. This is too large, especially because;

* Notall outlay reductions are actual cuts in the purchases of goods and
services to contribute to measured GDP. Instead, some are transfers
payments to states or individuals that will have a more muted impact;

* Not all of the budget authority cuts are from new spending. Instead, some
are rescissions of the authority for spending that never occurred and might
never occur; and

* Most importantly this is a static calculation that assumes no beneficial offset
in private sector spending because of the improved budget outlook and
prospect of lower future taxes and interest rates. Put differently, the
criticisms ignore the rationale for making these beneficial cuts to begin with:

to clear the way for private sector jobs and growth.

Far from being either a mistake or a muted misstep, this is a step toward exactly the
right strategy. As summarized in a recent paper by lke Brannon at the American
Action Forum the research indicates that the best strategy to both grow and
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eliminate deficits is to keep taxes low and reduce public employee costs and transfer
payments.2

Improved Tax Policy. With households and governments facing the task of repairing
their balance sheets, America’s hope for economic growth lies with business-sector
spending and net exports. What's needed now is a tax policy that has incentives for
businesses and entrepreneurs to locate in America and spend at a faster rate on
innovation, workers, repairs, and new plants and equipment.

The place to start is the corporate income tax, which harms our international
competitiveness in two important ways. First, the 35 percent rate is far too high:
when combined with state-level taxes, American corporations face the highest tax
rates among our developed competitors.? The rate should be reduced to 25 percent
or lower.

Second, the United States remains the only developed country to tax corporations
based on their worldwide earnings. Our competitors follow a territorial approach in
which, say, a German corporation pays taxes to Germany only on its earnings in
Germany, to the U.S. only on its earnings here, and so forth. If we were to adopt the
territorial approach, we would place our firms on a level playing field with their
competitors.

Proponents of the worldwide approach argue that because it doesn’t let American
firms enjoy lower taxes when they invest abroad, it gives them no incentive to send
jobs overseas. Imagine two Ohio firms, they say: one invests $100 million in Ohio,
the other $100 million in Brazil. The worldwide approach treats the profits on these
two investments equally, wisely giving the company that invests in Brazil no
advantage over its competitor.

But this line of reasoning ignores three points. First, because firms all over the world
will pay lower taxes than the two Ohio companies, the likeliest outcome of the
scenario is that both firms will fail, unable to compete effectively with global rivals.
Second, when American multinational firms invest and expand employment abroad,
they tend also to invest and expand employment in the United States. In the end,
healthy, competitive firms grow and expand, while uncompetitive firms do not,
meaning that our goal should be to make sure that American companies don’t end
up overtaxed, uncompetitive, and eventually out of business. And finally, because

2 See hup: i
3 Some defend the high corporate tax rate by arguing that the effective corporate tax
rate is much lower. This misses an important point. Every country’s effective tax
rate is also lower than its statutory rate. A recent study by two economists at the
University of Calgary (http://www.cato.org/pubs/tbb/tbb 64.pdf )concludes that
the marginal tax rate in the U.S on new investment is 34.6 percent, higher than any
other country in the OECD.

-trump-tax-inc




67

the U.S. is the holdout using a worldwide approach, it is at a disadvantage as the
location for the headquarters of large, global firms. As the U.S. loses the
headquarters, it will lose as well the employment, research and manufacturing that
typically is located nearby.

The corporate tax should be reformed further. At present, companies must
depreciate their capital purchases over time. Instead, they should be allowed to
deduct immediately the full cost of all investments, which would provide a dramatic
incentive for spending. We should also consider phasing out the tax-deductibility of
the interest that companies pay on their borrowing. Because this interest is
deductible and the companies’ own dividends are not, firms have an incentive to
borrow excessively. Removing that incentive—making a firm’s tax liability
dependent not on its financial decisions but on its real economic profitability—
would discourage financial engineering and focus corporations on their core
mission.

A more competitive corporate-tax system would be a good start in our effort to
encourage private-sector growth. But a lot of private-sector economic activity in the
U.S. isn’t affected by the corporate tax at all. Activity that takes place in sole
proprietorships, partnerships, and other “pass-through entities”—organizations
whose income is treated solely as that of their investors or owners—is instead
affected by the individual income tax. Congress’ Joint Committee on Taxation
projects thatin 2011, $1 trillion in business income will be reported on individual
income-tax returns.

It's important to note that nearly half of that $1 trillion—$470 billion—will be
reported on returns that face the top two income-tax rates. A conservative estimate
is that more than 20 million workers would be employed by firms directly affected
by those two tax rates. Tax reform should avoid higher marginal tax rates in favor of
lower rates and a broader base. Marginal tax rates and the taxation of dividends

and capital gains directly affect companies’ decisions about innovation, investment,
and savings.

Americans—from homeowners to small businesspeople to the millions of
unemployed—are in desperate need of faster and prolonged economic growth.
Congress should therefore evaluate tax proposals based on whether they’re likely to
trigger and support that growth, Tax policy can play a key role in spurring an
economic recovery-—but not without sustained reform of both the corporate and
individual income-tax systems.

Enhanced Global Trade. 1t will not be news to the members of this committee, who
have jurisdiction over trade issues, that the past four years have been ones of virtual
stagnation on U.S. involvement in global trade - a far cry from the postwar tradition
of U.S. leadership on reducing barriers to multi-lateral trade. The Doha Round of
multilateral trade liberalization is moribund, in no small part due to the absence of
U.S. leadership. No new bilateral trade bills have been negotiated or passed into
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law, and the three holdovers from the previous administration—Panama, Columbia,
and South Korea—await an uncertain fate, if and when they are submitted to the
Congress.

While the U.S. has sat on the sidelines, the rest of the world has not. A plethora of
bilateral and multilateral free-trade-agreements have been passed over the past
four years. South America, the Pacific island countries, Africa, and Asia have all seen
robust new agreements expanding trade in their regions. In addition, the European
Union has been enthusiastically seeking to expand their economic ties with other
developed countries and free trade regions as well, especially in Asia. Europe has
taken the sensible attitude, backed by a wealth of economic research, that
expanding markets is a route to faster growth in anemic economies in both the near
term and over the long run. The conspicuous absence of the U.S. in trade
agreements - at the same time that the President has set a goal of doubling exports
in the next five years - does not assist economic growth in the short run and makes
it more difficult for U.S. firms to establish a market presence in new areas in the long
run.

Lighter Regulatory Burden. Regulations have an unmistakable cost. It includes the
direct cost by businesses having to spend to comply with the new rules (similar in
concept to the dollars of tax payment) as well as the economic activity - the jobs,
investment, and expansion given up as a result of the regulation (similar to the
distortions produced by marginal taxes). These regulatory costs have the potential
to impede growth.

Given the necessity of growth at this juncture, it is imperative that only those that
generate benefits in excess of their economic and administrative costs be enacted,
or remain on the books. I believe that many regulations are overly broad and cost US
businesses too much money for the benefits ascribed to the regulations. Putting
actual numbers on both the costs and the benefits can be a difficult task, but there is
no substitute for good-faith efforts and a willingness to trim back regulatory
overreach.

There is no excuse, however, for conflating what is a cost and what is a benefit of a
regulation. When a regulation will force businesses to hire 100 additional workers
to comply, it is a cost. Recently, in its newly-proposed regulations governing boilers
and process heaters, the Administration has suggested that this is actually a
“stimulative effect” that goes down as a benefit:

“[1]n periods of high unemployment, an increase in labor demand due
to regulation may have a stimulative effect that results in a net
increase in overall employment.”

“Regulated firms demand labor workers to operate and maintain
pollution controls within those firms.”



69

“Increased demand for pollution control equipment and services:
When a regulation requiring emission reductions is promulgated,
affected sources must immediately place orders for pollution control
equipment and services. Filling these orders will require a scale-up in
manufacturing of pollution control equipment, performance of
engineering analyses and significant expenditures for assembly and
installation of such equipment. These activities will be job-creating
during the period before firms must comply with the rule, at which
point all pollution control equipment must be installed and
operating.” [Emphasis added.]

This is unadulterated nonsense.

Conclusion

At this juncture, the United States needs a keen focus on enhancing the rate of
economic growth. Workers and economy as a whole will benefit from pro-growth
policies, which are quite distinct from the notion of “stimulus” that has been
prominent in the recent debate. Finally, central aspects of a pro-jobs and growth
agenda are controlling federal spending growth, improved tax policy, enhanced
global trade, and a lighter regulatory burden.

I look forward to answering your questions.
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Mrs. BoNO MACK. Thank you.
Mr. Wilson, you are recognized for 5 minutes.

STATEMENT OF GREGORY WILSON, SPECIAL ADVISOR, THE
FINANCIAL SERVICES ROUNDTABLE

Mr. WILSON. Thank you, Chairman Bono Mack, Ranking Member
Butterfield and members of the committee. My name is Greg Wil-
son. I serve as a Special Adviser to the Financial Services Round-
table and its new Financial Stability Industry Council. On behalf
of the roundtable, I am pleased to be invited to discuss the poten-
tial impact of new U.S. financial regulations on the economy and
the implications for innovation and jobs. The Roundtable is a trade
association of the largest, diversified financial services firms in the
United States.

Mrs. BoNO MACK. Excuse me, Mr. Wilson. Would you please just
pull the microphone—we can hear you clearly but I guess the TV
audience cannot. Perhaps a little closer.

Mr. WILSON. I have got a green light here. Here we go.

Mrs. BoNO MACK. Thank you.

Mr. WILSON. So we need to be very mindful about the impact of
the Dodd-Frank Act. So let me go over some solutions. What can
we do as the Administration, the Congress and the financial serv-
ices industry to make sure there is no negative impact of the new
financial rules?

Let me start with the Administration. President Obama should
be commended for two recent actions but his actions need to be ex-
panded and applied to the financial services sector. First, ensure
that the President’s new Council on Jobs and Competitiveness
chaired by GE’s Jeff Immelt also focuses on the financial services
industry, not just manufacturing and trade.

Second, ensure that the President’s new order on regulation “pro-
moting economic growth, innovation, competitiveness and job cre-
ation” applies to the new Financial Stability Oversight Council and
other financial regulators. Secretary of Treasury Geithner, this
should be his major responsibility under the new Dodd-Frank Act
and his role as chair of the council.

Let me turn to what Congress can do, and I want to pick up on
some of the statements in your opening remarks, Madam Chair-
man. I think there are some immediate initiatives that can be
taken. In the consulting world, we would call these quick wins.
First, demand that an economic impact assessment be made for all
the critical regulations and rules coming out of particularly Title I
of the Dodd-Frank Act, which affects the largest, most systemically
important institutions and has the biggest potential impact on our
economy, as I lay out in table one in my testimony on page 10.

Second, legislate new requirements for full economic impact as-
sessments for all future financial regulations. You could this bill on
the suspension calendar in the next 30 days and begin to have a
good bipartisan initiative to get to the facts and the diagnostics
that I think need to be on the record as the Dodd-Frank Act rolls
forward.

Third, analyze the full impact of the new, more stringent restric-
tions for financial activities and practices on economic growth as
required by Dodd-Frank. This is the only time in Dodd-Frank that



71

the words “economic growth” are used. You won’t find words like
“innovation” and “jobs” anywhere particularly in the first title of
Dodd-Frank.

Fourth, ensure that the oversight council and the Office of Finan-
cial Research actually establish industry advisory councils as the
Dodd-Frank already permits in order to have a more balanced dia-
log between regulated firms and regulators. I think this will result
in more balanced outcomes and be good. The Secretary of the
Treasury already has that in his sights and on his timeline. He just
needs to follow through and appoint those committees.

Fifth, hold the Treasury Secretary strictly accountable in the an-
nual oversight council report for the impact on economy and jobs.
Title I uses the words “efficiency” and “competitiveness” and that
is the closest you are going to get in Dodd-Frank. Again, you won’t
find the words “innovation” and “jobs”, even though they may be
implied. So that is close enough for government work from my per-
spective. Even better, you could go back and amend the Dodd-
Frank Act to put the words “innovation” and “jobs” in there as part
of this mandate to review going forward.

Finally, Congress should review the regulatory burden of 187
separate regulatory reports going to 16 different agencies to make
them more streamlined and useful in the spirit of the new GAO re-
port on government inefficient.

Mrs. BoNO MACK. I know the light is again not working but that
concludes your time. Do you need to sum up with a sentence or
two?

Mr. WILSON. No, just that I have other remarks in there about
what the financial services industry should be doing on its own and
is starting to do, but thank you for your time.

[The prepared statement of Mr. Wilson follows:]
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Statement by Gregory P. Wilson
The Financial Services Roundtable
Executive Summary

Congress needs to carefully consider the full impact of the new Dodd-Frank Act

on innovation, the economy, and jobs. While well intentioned, the net cumulative impact
on our economy could be negative. For example, if the sum total of all new rules has just
a 5 or 10 percent negative impact on lending as it could potentially, then there would be
roughly $250 billion to $500 billion less lending available for our economy.

There are several immediate initiatives that the Administration, the Congress, and

the industry can take to ensure a more balanced and effective regulatory outcome.

Administration

Ensure the President’s new Council on Jobs and Competitiveness also applies to the
financial services industry, not just manufacturing and trade

Ensure that the President’s new Executive Order on Regulation - “promoting
economic growth, innovation, competitiveness, and job creation™ - applies to the
new Financial Stability Oversight Council and other financial regulators

Congress

Demand economic impact assessments for critical Dodd-Frank Title T rules

Legislate new requirements for full economic impact assessment for all future
financial regulations and put on Suspension Calendar within next 30 days

Analyze full impact of new “more stringent” restrictions for financial activities and
practices on economic growth as required by Dodd-Frank

Mandate the Oversight Council and Office of Financial Research establish Industry
Advisory Committees as the Dodd-Frank Act permits to ensure balanced
deliberations between regulators and regulated firms and more effective outcomes

Hold Treasury Secretary strictly accountable in annual Oversight Council reports for
impact on economy and jobs - “efficiency” and “competitiveness” as required by
Dodd-Frank

Streamline current financial regulatory reporting burdens (e.g., 185 reports to 16
agencies)

Financial services industry

Develop new recommendations for financial market competitiveness consistent with
prudential standards for consumer protection and financial safeguards

Conduct industry diagnostic of Dodd-Frank Act to assess impact on innovation,
economy, and jobs

Develop new research, metrics, and ways of communicating financial
services industry impact on the economy and jobs
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Chairwoman Bono Mack, Ranking Member Butterfield, and Members of
the Subcommittee. My name is Greg Wilson. [ serve as a special adviser to the
Financial Services Roundtable and its new Financial Stability Industry Council.
On behalf of the Roundtable, 1 am pleased to be invited to discuss the potential
impact of new U.S. financial regulations on the economy and the implications for
innovation and jobs.

The Roundtable is a trade association of the largest, diversified financial
services firms in the United States, which have a market capitalization of $1.7
trillion and assets under management of over $90 trillion. Roundtable member
companies provide fuel for America's economic engine and directly account for
2.3 million jobs. The financial services industry at large represents 8.3 percent of
our nation’s gross domestic product (GDP).

Some of the Roundtable’s core beliefs are that large, integrated financial
holding companies are critical to the nation’s sustained economy growth,
providing much of the fuel for our economy and job creation. Moreover, dynamic
companies and competitive markets should govern the delivery of financial
services to meet the needs of all consumers, subject of course to prudent risk
management and regulation that is both balanced and effective.

Personally, my entire career has revolved around the issues of financial
services policy and regulatory issues, having served on the staff of the old
Committee on Banking, Finance, and Urban Affairs - now the Committee on
Financial Services - and as a political appointee in the Administrations of
Presidents Ronald Reagan and George H.W. Bush at the U.S. Treasury
Department. Since then, I have been a partner at McKinsey & Company serving
both public and private sector clients, and have just authored a new book,
Managing to the New Regulatory Reality: Doing Business under the Dodd-Frank
Act. So I will try and give this Subcommittee a perspective on the importance of
innovation to our economy and jobs from a financial services perspective as a
complement to other witnesses on this panel.

In my testimony today, I first want to provide a brief background to set the
contents for my remarks. Then [ will address several initiatives where the
Administration, the Congress, and the financial services industry can play a vital
role to ensure that U.S. financial companies and markets remain competitive,
vibrant, and innovative. In turn, this should help to ensure that the United States
remains the leading financial capital and marketplace within a larger, global world
of competing financial centers. The Roundtable is fully engaged - and the
financial services industry needs to be fully empowered - to play its critical role of
financial intermediation, investment, and protection.
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BACKGROUND

The obvious background to my remarks is the worst financial crisis in our
lifetime, followed by the worst recession I can recall. The Bush Administration
and the 110th Congress responded to the great financial panic of 2008 with the
Emergency Economic Stabilization Act of 2008 to stop the bleeding. Roughly
eighteen months later, the Obama Administration and Congress responded with
the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (Dodd-
Frank Act), the most comprehensive regulatory reform legislation I can recall in
my professional career. The Financial Crisis Inquiry Commission issued its report
in early 2011, which will set the stage for continuing debate on causes of the crisis
as well as for additional reforms. Moreover, the Departments of Treasury and
Housing and Urban Development have just issued a report to Congress, Reforming
America’s Housing Finance Market, describing several options to re-boot housing
finance and hopefully ensure sustainable finance to creditworthy homeowners in
the future without the need for another round of massive taxpayer assistance.

Moreover, there are several complicating factors, some of which Congress
is just now starting to address. We have a pending fiscal and potentially
significant sovereign debt crisis looming in this country at the national, state, and
even municipal levels. We suffer under a tax system that is as complex and
complicated as it is costly, putting the United State at a competitive disadvantage
internationally as an attractive place to invest and do business. We have a
monetary policy with few real policy levers left to pull, with short-term interest
rates stuck near zero. We have huge, global, macro economic imbalances that the
Group of Twenty Leaders are struggling to address, but which are proving difficult
to resolve in a meaningful way beyond rhetorical flourishes from time to time.
We struggle with a credible and coherent trade policy, just as inflation is creeping
into global commodity markets and international energy markets are roiled by
turmoil in North Africa and the Middle East that is spreading and no one knows
where it will end.

As if these factors did not create enough negative and uncertain pressures
on our economy, no one knows what the full economic impact of the Dodd-Frank
Act will be on our economy and our society. No one today knows the full impact
of the new law on responsible innovation and future job creation. No one knows
for sure what the secondary and tertiary unintended consequences will be. No one
- not the Administration, not the Congress, and not the private sector.

At the international level, the debate has been engaged on both the costs
and benefits of global regulatory reform, among such groups at the new Financial
Stability Board (FSB), the Basel Committee of Banking Supervisors (BCBS), the
International Monetary Fund (IMF), and the Institute of International Finance
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(IIF), representing the private sector. Yet, that important debate is only just
beginning in earnest this year here at home. That debate is healthy and needs to be
encouraged among the Administration, the Congress, and the private sector. Facts
need to be put on the table, and new metrics to measure the real economic impact
of regulation on the economy and job creation need to be developed.

Respectfully, Congress needs to enhance its oversight role of the recent Dodd-
Frank Act in particular and other financial services laws in general to determine
their true economic impact.

My hypothesis is that the cumulative effect of the 250 or so new regulations
mandated by the Dodd-Frank Act will be a net negative drag on our economic
growth and job creation in the future, which will take effect over the next several
years. I hope I am wrong. I can’t prove my hypothesis for you today - no one can
at the moment. However, it is a hypothesis that others ought to debate and analyze
as a starting point about the real economic impact of financial reform, necessary as
itis. Hopefully, with a concerned Administration, a watchful Congress, and an
engaged private sector, we can avoid any negative effects on our economy over
time, even if we have to make some regulatory reform course corrections through
new legislation or revised rules.

If the financial crisis was a wealth-destroyer, and the recession a job-killer,
then the Dodd-Frank Act is a formidable regulatory game-changer for the
foreseeable future.

Presently, the Roundtable is focused on implementation of the Dodd-Frank
Act. The Roundtable is committed to make the regulatory changes that follow
from the Dodd-Frank Act work for the American economy. At the same time, the
Roundtable remains concerned that certain regulations must be implemented with
the restraint required by the Act, in a commercially reasonable manner, and that
they not go beyond the original intent of Congress.

Unfortunately, while understandable politically and well-intentioned by its
sponsors and supporters, we do not have a clear assessment or comprehensive
view of what the Dodd-Frank Act will to financial intermediation and financial
protection that is vital for our economy and jobs. We don’t fully know what the
cumulative impact will be on our economy of higher and higher capital and
liquidity requirements, other new prudential requirements, and designating certain
large financial institutions - banks and nonbanks - for closer systemic supervision
by the new Financial Stability Oversight Council and Federal Reserve. We don’t
know what the new Bureau of Consumer Financial Protection, with its noble goals
of better consumer disclosure and financial literacy, will have on the cost and
availability of credit to consumers and others. We don’t know what the combined
effect of Dodd-Frank and whatever G20 policies to which President Obama
commits the United States will have on the competitiveness of all financial firms



77

doing business in our markets. We don’t know what such action will have in
terms of ensuring that the United States is an attractive market to invest and raise
capital. We still don’t know what it will do to the cost of capital or the ability of
firms to earn a healthy return on top of their cost of capital.

All financial intermediaries by definition are in the business of taking risks,
but we don’t have a clear picture of what the Dodd-Frank Act collectively will do
to increase or decrease prudential risk-taking by firms in the future. As an
economic imperative, we need strong, healthy financial companies that can
innovate responsibly and take measured risks to grow our economy and create and
better jobs new jobs.

This continuing uncertainty itself about the likely economic impact of our
regulatory reforms, in turn, is likely to have a negative effect on both our economy
as well as the historic U.S. leadership role in global financial markets. Qur
historic U.S. role unquestionably has been damaged severely by the crisis. Yet, it
is not too late to ensure that the final outcome of the Dodd-Frank Act is balanced
and effective, that our economy and jobs are protected from regulatory excess, and
that we fully understand the economie consequences of our actions over time.

At the same time, we need to ensure that we do everything humanly
possible to mitigate the impact of the next financial crisis. Unfortunately, there
will be more financial crises, notwithstanding the best intentions of the Dodd-
Frank Act.

FUTURE ACTIONS TO AVOID A NEGATIVE IMPACT ON THE
ECONOMY AND JOBS

So what can we do as a nation, and more specifically what can the
Administration, the Congress, and the financial services industry do to ensure a
good outcome without the negative economic impact for our country?

Let me offer several practical and actionable starting points for your
consideration as you and other Congressional committees engage this year on
these issues. Admittedly, most of these suggestions fall within the jurisdiction of
my former committee, but they are important to understand and get on the record
as Congress conducts its critical oversight and legislative responsibilities.
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What the Administration can do

President Obama should be commended for two recent actions, actions that
need to be expanded and applied to the financial services especially in the wake of
the Dodd-Frank Act.

First, President Obama appointed Jeff Immelt, GE’s Chairman and CEO as
the Chairman of his new Council on Jobs and Competitiveness. Mr. Immelt was
quoted recently in the Financial Times as saying that the United States needs to be
a country that “builds things™ to revive the economy and create jobs,! and he is -
absolutely right.

At the same time, we need to ensure that the United States also is a country
that “finances things” and encourages “investments in things™ as competitively as
any financial center on the planet. If we are united in “winning the future,” as
President Obama has declared, then we need to make sure that we fully understand
the impact of the Dodd-Frank Act on innovation, the economy, and jobs. At the
same time, we need to be mindful of the economic imperative of U.S. financial
market competitiveness to meet the needs of consumers wherever they may reside
or do business. '

Looking backwards, the Dodd-Frank Act was understandably crafted with a
bias toward financial stability and consumer protection. Looking forward, we
need to embrace broader and equally critical policy objectives such as ensuring a
strong and vibrant financial sector to support our economy and the needs of all
consumers. We need policy objectives and rules that are balanced and effective,
and not overly tipped in the direction of financial stability solely for the sake of
financial stability.

Our shared national aspiration should be to ensure that the U.S. financial
marketplace is the most attractive, secure, well governed, and welcoming one in
the world to finance, invest, protect assets, and raise capital. If we can achieve
that simple aspiration, then we will be ensuring a financial system fully and
prudently enabled to support manufacturing, commerce, trade, innovation, growth,
and jobs.

This may sound like a heretical point so soon after the worst financial crisis
in history and enactment of the Dodd-Frank Act. Yet, we still need competitive,
world class financial institutions and markets to finance “things” like
manufacturing and exports, to grow and create new jobs and stimulate economic
growth.

1 “Obama gives GE chief key jobs role,” Financial Times, January 22, 2011, p. 1,
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Our current economic predicament of stubbornly high unemployment as
well as an uncertain economic future demands a greater balancing of the ideal of
financial stability and the reality of our precarious economic position as a nation.
We need financial institutions that are well governed, ethically run, and prudently
regulated for capital, liquidity, and risk. Good management is the first line of
defense, followed by capable supervisors as the second line of defense. However,
as a practical matter, we also need those same companies to be able to compete
fairly to serve their clients - from retail consumers and Main Street businesses to
corporate America and governments - to provide a strong, unsurpassed financial
foundation for sustained economic recovery and growth.

Second, President Obama issued an important new Executive Order on
January 18, 2011 - “Improving Regulation and Regulatory Review.” While the
President didn’t mention financial services in that context, it nevertheless should
be applied to all segments of our economy and not just some industries. To be
comprehensive and complete, the President can publicly instruct his direct reports
to fully implement both the letter and the spirit of his January 18th Executive
Order.

For example, President Obama should direct Treasury Secretary Geithner
to apply Section 1 of his new Executive Order - “promoting economic growth,
innovation, competitiveness, and job creation” - to all of the rules, decisions, and
actions the new Financial Stability Oversight Council that he chairs. This means
Title I of the Dodd-Frank Act in particular, which affects the largest financial
institutions in the country, including those financial holding companies with assets
greater than $50 billion as well as nonbank financial companies ultimately.

These actions include not only the pending notice of proposed rulemaking
for the designation of nonbank financial companies for regulation by the Federal
Reserve, our new financial stability regulator, but also the new rule coming later
this year on new prudential standards, which are required to be “more stringent™
and “increase in stringency” based on a risk-based assessment yet to be crafted by
the Council and overseen by the Board of Governors.

For good measure, Secretary Geithner can also use his bully pulpit as
Council chair to encourage his fourteen other fellow Council members to start
using their offices now to consider and promote the spirit of the President’s
Executive Order, even if the order doesn’t strictly bind them.

Moreover, President Obama should specifically instruct his Directors of the
National Economic Council (NEC) and the Office of Management and Budget
(OMB) to take every opportunity within their purview to ensure that both the letter
and spirit of his new Executive Order are implemented faithfully with the goal of
“promoting economic growth, innovation, competitiveness, and job creation™ for
the financial services industry as well as all other industries in our economy.
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What Congress can do

Let me turn next to what Congress can do. First, Congress can use its
considerable power of oversight to ensure a balanced and effective outcome for all
Dodd-Frank Act and other rules, just as this Subcommittee is doing. The House
Financial Services and Oversight Committees are starting this process as well, as
is the Senate Banking Committee.

Relentless, fact-finding oversight should be encouraged and structured in
such a way so we are always asking and probing on the impact of financial
reforms on the economy and jobs. Congress may need to rely more heavily on its
own Congressional Budget Office (CBO) for economic impact analysis or outside
expertise than it ever has in the past. Congress also can use its oversight powers
over Treasury’s new Office of Financial Research (OFR) to ensure that it is doing
the kind of economic impact assessment that has never really been done in the
past, but needs to be done in the future, not just in the name of financial stability -
a term left undefined by Congress and the regulators - but from a broader national
economic perspective.

The new requirements in Title I - the Financial Stability Act - are perhaps
the most potentially impactful for our economy. They cover all basic aspects of
financial intermediation, from capital and liquidity, to new prudential standards for
credit exposures and reporting, to new recovery and resolution planning. At a
minimum, they affect the top 35 bank holding companies by assets (those
companies with total assets greater than $50 billion), and this number will expand
once the Council designates nonbank financial companies for regulation and
supervision by the Federal Reserve. Just the top 35 financial holding companies
institutions alone affect a significant portion of our economy as highlighted in the
following table, suggesting that the extensive new regulation coming under Title I
could have a significant impact on our economy given these numbers for the top
3s.

So, given these numbers, Congress needs to ensure that any actions taken
by the Oversight Council are carefully considered, especially in the light of our
fragile economic economy and the role these financial institutions play in our
economy. This is not an issue of big companies versus small companies, or
whether big companies are bad. Financial institutions of all size have an important
role to play in our economy. Big companies are simply large, and they can have a
significant impact on our economy. New regulations imposed only on that unique
class of institutions, as contemplated by Title I, also potentially can have a serious
impact on the economy by extension.
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Table 1 - Impact of Top 25 Financial Holding Companies on the Economy

Share of top 35 FHCs as
a percent of total bank
holding companies
reporting to Federal

Indicator Reserve (%) Total ($)

Total Assets 87% $13.9 Trillion
Total Risk-based Capital | 86% $1.3 Trillion
Total Loans and Leases | 81% $5.4 Trillion
Total Commercial and 7% $735.0 Billion

Industrial Loans

Total Domestic Real 73% $2.5 Trillion
Estate loans

Total Agricultural Loans | 42% $13.7 Billion

For example, the top 35 financial holding companies in Table 1 made over
80 percent of all total loans and leases in 2010, or $5.4 trillion, using fourth
quarter data. If we assume that the net cumulative impact of all new Dodd-Frank
Act rules - capital, liquidity, leverage, and everything else in Title I - was a
negative hit of 5 or 10 percent less lending, which seems reasonable under my
hypothesis, then we would lose roughly $250 billion to $500 billion in lending to
our economy. Let me repeat, $250 billion to $500 billion in less lending
potentially to all kinds of customers - if the Title I rules have this kind of impact,
which reasonable people can debate. If these numbers have any validity, then we
simply can not afford that kind of economic impact, especially given our weak
economy today. So Congress needs to keep these numbers in Table 1 in mind as
financial stability regulations are being written that will impact all companies
ultimately captured by Title 1.

Now, with respect to specific Congressional actions, here are six practical
and immediate initiatives to consider:

1. Economic impact assessment of all Title I rules. Title I of the Dodd-Frank
Act contains some of the most potentially impactful provisions for our
economy that need to be fully analyzed and understood. Through both its
oversight and legislative functions, the Congress can play an important role to
ensure that the kind of economic impact assessment needed is fully considered
by the Council and the regulators before the rules go into effect and impact the

10
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real economy.

Specifically, the Council already has issued two proposals on the designation
of nonbank financial companies to be subject to Federal Reserve regulation
and supervision and the so-called Volcker rule, named after former Federal
Reserve Chairman Paul A. Volcker. Both rules should have an economic
impact assessment attached to them, so Congress has a full appreciation of
their potential effects on innovation, the economy, and jobs.

The same applies to the new Basel III minimum capital, leverage, and liquidity
rules that have been blessed by the G20, the Financial Stability Board, and the
Basel Committee itself. The U.S. rules to implement these minimum
requirements have not been proposed yet, nor have the additional “more
stringent” requirements on top of these new minimums as required by Sections
115 and 165 of the Dodd-Frank Act.

The Roundtable believes increased capital standards, beyond what is required
for safety and soundness, will directly retard the growth of credit availability
and increase its cost, which will make it harder and more costly for businesses
to borrow, thus making job creation more difficult. Similarly, overly strident
liquidity requirements will reduce the amount of loans available, as they are
comparatively illiquid assets, and negatively impacting economic growth.

Congress will need to have a firm understanding of the economic impact of
these rules as well before they are finalized. For the record, [ am attaching two
recent Roundtable letters on these topics in an Appendix to my testimony for
the Committee’s attention; these letters describe the concerns of Roundtable
member companies in greater detail.

. Legislative economic impact assessment. More importantly, to show its
renewed concern for the impact of financial regulation on innovation, the
economy, and jobs, the Congress should quickly pass new legislation in the
next 30 days to ensure that all future financial rules are subject to a more
rigorous, real world economic impact assessment and more rigorous cost-
benefit analysis than has been the practice in the past. All new rules should
contain an equally dynamic analysis of the rule’s potential impact on
innovation, competitiveness, growth, and employment, in line with the
President’s new Executive Order I discussed previously.

To paraphrase House Speaker Boehner, we simply don’t need any more job-
killing rules at this point in our fragile economic recovery. Based on my
experience as a former Congressional staffer, this would be a simple one or
two paragraph amendment to the Dodd-Frank Act and should be able to pass
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the House easily and overwhelmingly on the suspension calendar before the
Memorial Day recess at the latest.

. Impact of “more stringent” financial restrictions on economic growth.
Section 120 empowers the Council to recommend “more stringent” regulation
financial activities and practices as well as “new and heightened” standards
and safeguards if the Council is worried about a variety of factors related to
systemic risks. Section 120 is the also the only place in Title I where the
words “economic growth™ appear. There is a specific criterion that these new
or heightened standards and safeguards “shall take cost to long-term economic
growth into account. . . .” Congress should hold the Council fully accountable
any time it makes such a recommendation under Section 120 and demand that
the Secretary deliver a rigorous economic impact assessment to Congress every
time a new Section 120 recommendation is issued to the primary regulators,
who are the ultimate enforcers.

. Professional Advisory Committees. Section 111 of Title I of the Dodd-Frank
Act - the Financial Stability Act of 2010 - authorizes the Treasury Secretary, as
Oversight Council Chairman, to appoint technical and professional committees
to assist the Council. Congress should encourage the Secretary to go ahead
and appoint these committees, as the Council’s October 2010 timeline
indicates. He should do it now.

These committees could be patterned after the Federal Reserve’s Federal
Advisory Council (FAC), with diverse industry participation. These advisory
committees can help to ensure that issues such as the impact of new financial
regulation on the industry and its ability to support the economy are fully
considered and debated between regulators and regulated firms on a formal,
regular, and ongoing basis as market developments and supervisory practices
change over time.

. Annual Oversight Council report to Congress. Section 112 of the Dodd-
Frank Act mandates that the Secretary of the Treasury report annually to the
Congress on the Council’s activities. Buried new the end of that provision is
the requirement that the Secretary offer his recommendations to “enhance the
integrity, efficiency, competitiveness, and stability of U.S. financial markets.”
Congress should hold the Secretary fully accountable for fulfill this
Congressionally mandated requirement. While the words “innovation” and
“jobs” are nowhere to be found in Title I, Congress should signal the Secretary
and the Council that it will take its oversight responsibilities seriously in the
context of this specific provision. Such action will help to ensure that we
achieve a balanced and effective outcome, carefully weighing the competing
policy objectives of financial stability and financial market competitiveness
and their subsequent impact on the economy and employment.
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6. Streamline current regulatory reporting. The Roundtable recently
completed a survey of its members and found that they file more than 185
separate reports to at least 16 different federal agencies. The frequency varies,
and these do not include “special requests” like recent stress test reporting.
This substantial reporting burden will only increase under the Dodd-Frank Act
in the coming years. Congress should investigate this reporting burden and
oversee regulatory efforts to streamline reporting and make it more efficient
and useful to both regulators and the industry. I would be happy to provide the
Roundtable’s survey to the Subcommittee separately.

As a final suggestion, I want to call to your attention 10 ideas for possible
legislative changes to improve the Dodd-Frank Act that Congress should consider.
From my perspective, many of these proposed changes would be beneficial to the
economy in the long run. While early changes to the Dodd-Frank Act may have to
wait given other priorities and agendas, Congress nevertheless needs to consider
early thinking given our current environment. More importantly, Congress should
analyze and hold hearings on all of these ideas as the year progresses. These 10
ideas were recently published by another colleague of mine, Jim Sivon, a founding
partner of Barnett- Sivon, & Natter, in his firm’s monthly newsletter, Qur
Perspectives. Not all of these ideas have been formally endorsed by the
Roundtable, but they deserve serious attention by Congress in my view given the
potential impact of the new law on the economy. Jim’s article is attached to my
testimony as an addendum.

What the financial services industry can do

Third, the financial services industry can play an important role as well. As
I argue in my new book, Managing to the New Regulatory Reality: Doing
Business under the Dodd-Frank Act, the industry needs to do several things
differently and better in the future.

For starters, the industry can go back to the recent financial market
competitiveness reports by Mayor Michael Bloomberg and Senator Schumer, the
Financial Services Roundtable, U.S. Chamber of Commerce, the Bush
Administration, and others, and resurrect those recommendations that not only
make sense in our new regulatory reality but also can strengthen our economy. As
the Bloomberg-Schumer report correctly noted in 2007, getting the legal,
regulatory, and talent/skills (e.g., immigration) regimes right from a business
investing perspective is a critical ingredient for the health and productivity of our
financial markets. The same goes for corporate tax, ease of doing business and
business certainty, and political stability - if we really want to see both our
markets and our economy thrive and prosper.



85

Next, the financial industry can start its own diagnostic of the Dodd-Frank
Act through the lens of the President’s new Executive Order - “promoting
economic growth, innovation, competitiveness, and job creation.” Provisions such
as the so-called Volcker rule, swap market changes, artificial size limits that know
no G20 equivalent, price controls on interchange fees, “heightened” prudential
standards, and resolution planning are good starting points. For good measure, an
independent review of the dated 1956 Bank Holding Company Act and the 1978
International Banking Act would be in order as well.

Finally, the financial services industry needs to learn and fully embrace a
new way of communicating with policymakers and regulators, speaking not just in
the language of quarterly earnings and sharcholder value creation, but more
importantly in the new language of the impact of financial laws and regulations on
economic growth and job creation. New research and analysis will be required as
will new metrics.

To these ends, the Financial Services Roundtable created a new Financial
Stability Industry Council last year to monitor the actions of the Oversight Council
and offer its collective expertise wherever and whenever required to ensure that
the Title I policies and regulations are as balanced and as effective as possible for
the economy. This Industry Council is chaired by Brian Rogan, the Chief Risk
Officer of BNY Mellon; its new Executive Director is Don Truslow, who was the
Chief Risk Officer at Wachovia before it was acquired by Wells Fargo.

This Industry Council comprises most of the large financial holding
companies already covered by Title I, and expects to increase in size at the
Oversight Council designates new nonbanks in the future. Its members have met
twice since last year and have established five substantive subcommittees that
cover the full range of issues embedded in Title I. Each subcommittee is
composed of industry experts, who can be a vital resource for the Oversight
Council and the financial regulators.

SUMMARY

In summary, the Administration, the Congress, and the financial services
industry have a common interest and an important responsibility to ensure that the
Dodd-Frank Act policies and regulations are as balanced and as effective as
possible, and fully consider their impact on innovation, our economy, and
employment. The new attention by the Administration on U.S. competitiveness in
manufacturing and trade is a critical national priority and welcomed. We also
have other critical economic imperatives that need immediate attention, such as
stopping runaway government spending and reversing our wealth-destroying
national debt.



86

Yet, as a nation, we can’t afford to ignore the equally vital imperative for
responsible innovation and competitiveness for all financial firms doing business
in U.S. markets. If we do these elements, then we put our own needed economic
recovery - and future economic growth and standing as a global financial power -
at even greater risk.

The Financial Services Roundtable and its new Industry Council are
committed to playing a constructive and leadership role, and stand ready to work
with the Administration and the Congress to achieve the aspiration I mentioned
above - a financial system second to none. Looking forward, we have regulatory
choices ahead of us that will have a direct impact on our economy and its ability to
innovate and produce more and better jobs. If we are successful in implementing
the Dodd-Frank Act by working constructively together for balanced and effective
outcomes, then our economy and employment should prosper.

Thank you for your attention, and I look forward to your questions.
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Ten Proposed Changes to the Dodd-Frank Act*

Jim Sivon
November, 2010

In the aftermath of the elections, some members of Congress have sig-
naled an interest in reopening the Dodd-Frank Act. Below you will find
my ten proposed changes, listed in ascending order. If you send us your
list of suggested changes to newsletter@bsnlawfirm.com, we will compile
a consolidated list and publish it in a future edition of this newsletter.

Number 10. Merge the SEC and CFTC. The Dodd-Frank Act elimi-
nated any remaining rationale for two separate agencies. In fact, the contin-
ued existence of two separate agencies only complicates the reforms to the
derivatives markets that the Act seeks to achieve.

Number 9. Replace the Office of Financial Research with an SRO Charged
with Data Standardization. The Office of Financial Research has the po-
tential to become a vacuum for data. Economists may welcome this, but
excessive data mandates actually could reduce the ability of the Oversight
Council to identify and control systemic risks. The real problem is not a
lack of data, but a lack of standardized data that can be effectively analyzed.
An SRO formed for the purpose of promoting data standardization is the
better answer.

Number 8. Prioritize Regulations and Revise Rulemaking Deadlines.
The Act requires federal financial regulators to issue hundreds of regula-
tions over the course of the next two years. Congress should prioritize this
regulatory work load and revise rule-making deadlines accordingly. Other-
wise, regulators, the industry and consumers will face regulatory overload.

Number 7. Repeal the Push-Out Requirement (Section 716). This provi-
sion is fundamentally at odds with the Act’s goal of reducing systemic risk.
It forces institutions to “push out” derivative activities to subsidiaries at the
same time the Act, through its provisions on resolution plans, encourages
institutions to reduce the number of separate legal entities.

*The information contained in this newsletter does naot constitute legal advice. This
newsletter is intended for educational and informational purposes only.
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Sivon Ten Proposed Changes to the Dodd-Frank Act 2

Number 6. Repeal the Regulation of Interchange Fees. This is nothing
more than price regulation. There is a substantial body of evidence that
indicates that price regulation is counter productive. This provision should
be repealed.

Number 5. Give the Qversight Council a Veto over FASB. The Act
permits the Oversight Council to veto a regulation issued by the Bureau of
Consumer Financial Protection if two/thirds of the members of the Council
determine that the regulation would put the safety and soundness of the
banking system or the stability of the financial system at risk. The Oversight
Council should have the same authority over accounting standards issued
by FASB. Accounting standards adopted by FASB both prior to and during
the crisis exacerbated the scope and depth of the crisis.

Number 4. Prevent the Bureau of Consumer Financial Protection from
Creating New Laws. Despite industry opposition to the creation of the Bu-
reau, the Bureau could help to restore trust in the industry by standardizing
consumer protections and simplifying disclosures. That said, the Bureau has
virtually unlimited power to restructure financial markets and dictate the
design of financial products and services. This is a power that Congress
should reserve for itself and not delegate to an administrative agency. The
Bureau should be limited to enforcing laws passed by Congress, and not be
authorized to write new laws.

Number 8. Enact a Common Set of Principles to Guide the Deliberations
of the Oversight Council. The Oversight Council is intended to serve as a
forum for greater coordination and cooperation among federal financial reg-
ulators. Unfortunately, each federal financial regulatory agency is charged
with different, and potentially competing, statutory objectives. Congress
should design a common set of objectives to guide all federal financial reg-
ulators. This would help to ensure that regulators pursue complementary
policies.

Number 2. Reguire the Quersight Council to Establish Advisory Com-
mittees. Identifying the “next big thing” that could threaten the stability
of financial markets and cause substantial harm to the economy is not an
easy task. Regular, off-the-record, exchanges with an industry advisory
committee and a separate consumer /user advisory committee could serve as
“canaries in the mine” for the Council. The Act permits the establishment
of such committees, but does not require them. They should be required.

(©2010 Barnett Sivon & Natter, P.C.
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Sivon Ten Proposed Changes to the Dodd-Frank Act 3

Number 1. Provide for the Appointment and Confirmation of an In-
dependent Chair for the Ouersight Council. One of the hallmarks of U.S.
financial regulation has been its insulation from political influence. To help
maintain this standard, the Oversight Council should be chaired by an inde-
pendent member appointed by the President and confirmed by the Senate
for a set term.

Jim Sivon 45 a partner with the law firm of Barnett Sivon & Natter, P.C.

(©2010 Barnett Sivon & Natter, P.C.
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THE FINANCIAL SERVICES ROUNDTABLE

Financing America’s Economy

January 26, 2011

The Honorable Timothy F. Geithner The Honorable Ben S. Bernanke

Secretary Chairman

United States Department of the Treasury Board of Governors of the Federal

1500 Pennsyivania Avenue, N.W. Reserve System

Washington, D.C. 20220 20th Street & Constitution Avenue, N.W.
Washington, D.C. 20551

The Honorable Sheila C. Bair Mr. John G. Walsh

Chairman Acting Comptroller of the Currency

Federal Deposit Insurance Corporation Office of the Comptroller of the Currency

550 17th Street, N.W. 250 E Street, S.W.

Washington, D.C. 20429 Washington, D.C. 20219

Mr. John E. Bowman ) Mr. William C. Dudley

Acting Director President

Office of Thrift Supervision Federal Reserve Bank of New York

1700 G Street, NW. 33 Liberty Street

Washington, D.C. 20552 New York, New York 10045

Re: Basel lli capital and liquidity requirements
Ladies and Gentlemen:

The Financiai Services Roundtable (the “Roundtable™) is composed of large,
integrated financial services companies who finance most of the nation’s economy and
are critical to its sustained growth. The Roundtable strives to be the premier executive
forum for the leaders of the financial services industry and to provide a positive industry
perspective on legislative and regulatory policy. The Roundtable believes that the
competitive marketplace should largely govern the delivery of products and services
and that regulation should mitigate systemic risk and enhance financial stability.

The Roundtable appreciates the opportunity to provide its comments regarding
the proposed Basel lil capital and liquidity regulatory standards. The Roundtable’s
standing within the financial services industry provides it with a unique perspective on
these standards and their potential impact on both the industry and the global economy.
Our membership fully supports the Basel il goals of increasing the quantity and
enhancing the quality of loss-absorbing capital, while bolstering liquidity by promoting
adequate liquidity reserves and a proper balance between short- and long-term funding.
However, the Roundtable contends that certain provisions and aspects of the proposed
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standards overstate the capital and liquidity risks faced by financial institutions and
understate the ability of those institutions to absorb losses. Consequently, these new
requirements as proposed could have a negative impact on an already weak economic
recovery and much needed longer-term growth.

Therefore, in establishing these new capital and liquidity standards, it is also
necessary for US regulatory authorities to carefully assess the associated
macroeconomic impact of compliance. Financial services institutions play a vital role in
providing credit and capital to US consumers and companies both large and small. By -
definition, achieving compliance with the more restrictive capital and liquidity standards
will constrict the amount of credit financial institutions have available to lend and thereby
create a drag on US economic output. Therefore, regulatory authorities cannot make
an informed decision on the proper balance between lost output and increased safety
without sound quantitative data. The Basel Committee on Banking Supervision (the
“Committee”) conducted a quantitative impact study of the new standards, but the
sample size of respondents was relatively small and the resuits have not been widely
disseminated. This approach stands in stark contrast to previous reform efforts during
which the Committee conducted multiple quantitative impact studies and pubtished the
resuits. We urge regulatory authorities to fully consider the quantitative impact study
before implementing the new standards and request that the Committee publish the
resulits.

The Roundtabie strongly contends that the paramount goal of the regulatory
standards for US financial institutions should be to ensure the safety and soundness of
those institutions and the US financial system as a whole. While harmonization of
international regulatory standards is another worthwhile goal, we also strongly contend
that the proposed standards should and must account for certain country-specific
institutions, financial products and markets, as we further outline below. These new
capital and liquidity standards, in their current form, would create a competitive
disadvantage for US financial services institutions relative to their international
counterparts. While we recognize that these new capital and liquidity standards are the
product of extensive multilateral negotiations between international financial regulatory
authorities, we do not believe a major outcome of harmonization should be to damage
the fundamental competitiveness of US financial services institutions.

For the aforementioned reasons, the Roundtable respectfully requests certain
modifications to the proposed capital and liquidity standards. The modifications we
request herein would leave the principles and primary components of the standards
intact while recognizing certain financial market institutions, products or experiences
that are unique to US financial services companies. Without these modifications, we
contend the proposed standards materially overstate the capital and, in particular, the
liquidity risks of US financial services institutions. As a consequence of enacting the
proposed standards in their current form, the US economy will experience an
unnecessary and permanent loss of output and US financial services companies will
find it difficult or impossible to compete with many rival international companies.
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The Roundtable contends the following modifications would significantly improve
the efficacy of the proposed capital and liquidity standards, and we respectfully request
your consideration of our recommended changes. We address first our concerns in
regard to the liquidity standards, followed by those related to the capital standards.

Liguidity

Recommendation 1. Include, without limit, the debt and mortgage-backed
securities obligations of US government sponsored enterprises in the definition
of high quality liquid assets and, accordingly, reduce the haircuts those
securities receive in the liquidity ratios.

The consultative document® underlying the proposed standards states that the
Liquidity Coverage Ratio (“LCR") is designed to ensure a financial institution maintains a
sufficient stock of high quality liquid assets that can be converted to cash to meet its
liquidity needs for a 30-day time horizon under an acute liquidity stress scenario. After
numerous comment letters protested the treatment of US government sponsored
enterprise (“GSE”") mortgage-backed securities (“MBS") and debt, the Committee
agreed? to reduce the LCR haircut on these and certain other 20% risk-weighted
securities to 15%. However, these securities are classified as “Level 2” liquid assets for
the purpose of the LCR, subjecting them to a cap that limits them to no more than 40%
of an institution’s total stock of liquid assets.

This cap is inappropriate for two reasons. First, US GSE debt and MBS exhibit
all of the characteristics of high quality liquid assets, including low credit and market
risk, AAA credit ratings, low correlation with risky assets and direct purchases of these
securities by the US government. Second, the cap unfairly disadvantages US financial
services institutions relative to foreign competitors that receive higher LCR credit for
securities rarely found in US financial institution portfolios, such as certain covered
bonds and debentures of foreign public sector entities.

The current Basel ili treatment of US GSE securities would likely have
particularly dire consequences for the US economy. US financial institutions hold a very
large share of their liquid securities portfolios in GSE securities and the proposed cap
would force these institutions to sell a significant share of their holdings. This forced
selling would restrict funding for the US housing sector, which accounts directly for
approximately 15% of US GDP and indirectly for much more. US homeowners would
inevitably face higher mortgage rates and limited access to funds for housing.
Therefore, we urge US regulatory authorities to further lower the haircut applied to US

' “International Framework for Liquidity Risk Measurement, Standards and Monitoring”, Basel Committee
on Banking Supervision, Bank for international Settlements, December 2009.

2 See “Annex” to July 26, 2010 Bank for international Settlements press release entitted “The Group of
Governors and Heads of Supervision reach broad agreement on Basel Committee capital and
liquidity reform package”.
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GSE secuirities in both the LCR and the Net Stable Funding Ratio (“NSFR”) and to
eliminate the cap on US GSE securities as Level 2 assets.

Recommendation 2. Include available borrowing capacity at the Federal Home
Loan Banks in the numerator of the LCR and increase the credit for Federal Home
Loan Bank advances in the denominators of both the LCR and the NSFR.

The Federal Home Loan Bank (“FHLB”) system serves as an important source of
funding for many US banks and a vital source of liquidity for the US mortgage finance
system. Throughout the recent financial crisis, the FHLBs served as a reliable source of
funding as advances (secured funding) to member banks peaked during the period that
many US banks experienced impaired access to the debt capital markets; total FHLB
system advances reached their record level (more than $900 billion) in the second haif
of 2008.

The FHLB system is unique to the United States, however, and consequently did
not receive due consideration by the Committee when constructing the proposed
standards. As currently proposed, the LCR would not allow US banks to include
available borrowing capacity at the FHLBs and the NSFR does not classify outstanding
short-term advances as “stable funding”, despite the fact that these advances are
secured with high quality collateral and consistently rolled over if required.
Consequently, the LCR and NSFR significantly overstate the amount of liquidity risk at
US banks. The Roundtable urges US regulatory authorities to rectify this inequity by
allowing bariks to include their available FHLB borrowing capacity in the LCR
numerator. For the same reasons, we strongly advocate that FHLB advances,
regardless of tenor, receive a 100% Available Stable Funding (“ASF") factor in the
NSFR denominator and a 0% run-off factor in the LCR denominator.

Recommendation 3. In regard to the LCR treatment of committed liquidity
facilities, eliminate the logical inconsistency inherent in the assumptions by
recognizing the realities demonstrated by the recent financial crisis.

The LCR currently has two serious problems in regard to the draw down
assumptions on committed liquidity facilities. The first problem is a logical
inconsistency. That is, banks are required to assume that they wouid lose alf of their
ability to draw upon their committed lines from other banks while, at the same time, also
assume that their committed lines to other banks will be 100% drawn. This assumption
is both a logical and practical impossibility. Second, the LCR assumptions specify that
committed liquidity facilities extended to non-financial corporate customers and other
non-retail legal entities would be drawn 100% immediately. This assumption is both
extreme and inconsistent with the actual experience of US banks during the recent
financial crisis.
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Recommendation 4. Provide empirical support for the assumptions in the
liquidity standards.

The unrealistic draw down assumptions are an example of a broader problem in
the Basel lil liquidity standards— assumptions have no empirical support and are
starkly inconsistent with the actual experience of US financial institutions in stress
situations. The recent financial crisis featured all of the hallmarks of a severe stress
scenario, including the deepest economic recession since the Great Depression,
extended periods of severe financial market disruptions and the collapse of major
financial institutions. And yet, many of the assumptions in the liquidity standards bear
neither a resemblance to the actual experience of US financial institutions during the
crisis nor support from a quantitative impact study or other empirical data.

The deposit run-off assumptions in the LCR are another prominent example of
this problem. The Basel 1l liquidity ratios assume that ali banks, in aggregate, lose
deposits. Again, there is no empirical support for this assumption and it ignores the
reality that there were both winners and losers in the recent financial crisis. Therefore, it
is impossible for this assumption to be correct across the financial system.

Capital

The Roundtable agrees with the Committee that it is important to back financial
institution risk exposures with a robust and high quality capital base. That is, financial
service institutions and their investors should have confidence that the regulatory
process has adequately identified inherent risks and that an institution’s capital base is
sufficient to absorb the losses that may materialize from these risks. The Roundtable
also supports the Committee’s objective of focusing on the ability of different capital
types to support financial institutions as going concerns.

The following is a list of the primary areas of concern the members of the
Roundtable have in regard to the Basel lil capital standards. In general, where the
Roundtable differs from the Committee is in the proposed standards’ overly
conservative treatment of the loss-absorbing capacity of various capital types and in the
use of assumptions that have no empirical backing or historical precedent.

Recommendation 5. Coupon/dividend deferral

We believe that the ability to defer coupon or dividend payments on capital
instruments is sufficient to ensure loss absorption, but the proposed standards go one
step further by requiring Tier 1 “going concern” capital to be cancelable (not just
deferrable). Since many capital instruments with coupon/dividend deferrais suffered
losses during the recent financial crisis, the Roundtable contends that there is no need
to fix something that is not broken and would urge regulatory authorities to retain the
current capital treatment of coupon/dividend deferral features.
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Recommendation 6. Goodwill and intangibles

Another prominent area in which the Roundtable differs from the Committee is in
its treatment of goodwill and certain other intangibles. The most prominent of these
items is mortgage servicing rights (“MSRs"). Due to the centrai role and structure of the
housing market in the US economy, MSRs are valuable assets that hold a prominent
place on the balance sheets of many large US banks and financial institutions. MSRs
generate tangible cash flows, the value of which is readily measurable using market
inputs, even under times of stress. While the Roundtable supports the Committee in its
objective of adjusting an institution’s capital base for any balance sheet items with
uncertain values in times of stress or insolvency, MSR values are demonstrated through
reguiar trading and independent surveys also provide external valuations. The proposed
standards wouid limit recognition of MSRs to no more than 10%, and no more than 15%
when aggregated with certain other items (e.g., deferred tax assets), of an institution’s
Tier 1 common equity. The Roundtable urges the regulatory authorities to exercise their
discretion in retaining the current treatment of MSRs. With regard to deferred tax
assets (“DTAs"), the Roundtable recommends that the Committee include in capital
such DTAs that are expected to be utilized within the next twelve months, with the
residual subject to the proposed limitation.

Recommendation 7. Cyclicality

The Roundtable strongly supports the Committee’s efforts to more clearly define
the goals and key inputs used in estimating risk-weighted assets, particularly where the
choice of inputs and their weights may materially affect the cyclicality of capital. At
issue is how to estimate the probabilities of default by asset class in a cyclical downturn
or stress scenario. The consultative document® considers two different approaches,
specifically using 1) the highest average historical probability of default by asset class,
and 2) the average of historical probabilities of default by asset class, akin to the
“through the cycle” approach widely discussed in the Basel Il development process.

The Roundtable recognizes that each approach has pros and cons which result in a
trade-off between the level of risk sensitivity and the cyclicality of capital levels. The
first approach results in overly conservative probability of default estimates that would
likely distort capital allocations away from asset classes, such as residential mortgages.
The second approach would cause cyclical fluctuations in the probabilities of default for
various asset classes. Faced with the choice between the two approaches, the
Roundtable would opt for the second while urging regulatory authorities to adopt a
methodology that does not require equal weights among the probabilities of defauit
experienced in the various years of an economic cycle.

3 "Strengthening the Resilience of the Banking Sector”, Basel Committee an Banking Supervision, Bank
for international Settlements, December 2009.
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Recommendation 8. Leverage ratio

The Roundtable also contends that the proposed Basel il leverage ratio, like the
LCR, contains numerous assumptions that are overly conservative, arbitrary and
inconsistent with the empirical evidence from the recent financial crisis. Specifically, the
proposed standard would impose an as yet unspecified uniform credit conversion factor
for most off-balance sheet items. We urge US regulatory authorities to work with
financial services institutions to perform a more detailed quantitative analysis of the data
from the period of the recent financial crisis so that the leverage ratio can properly
reflect tail risk exposures without resorting to arbitrary or punitive methods. In addition,
Roundtable members will be focused on the interplay between the Basel Il leverage
ratio and existing leverage rules already in effect for US financial institutions.

Recommendation 9. Capital conservation buffer

Under the Basel llI capital standards, banks would be required to maintain a
capital conservation buffer to absorb losses stemming from a severely stressed
economic or financial environment. The Roundtable urges that regulators consider the
size of the buffer and the sanctions for breaching it in tandem. Moreover, we contend
that US regulators should retain the discretionary authority to decide whether and how
to impose sanctions on a case-by-case basis if and when a financial institution’s capital
ratios fall below the capital conservation buffer level. In other words, sanctions should
only be mandatory if an institution’s capital ratios fall below some clearly and previously
specified threshold level less than the capital conservation buffer level. Finally, we
strongly contend sanctions should be limited to restrictions on capital distributions, as
opposed to operational restrictions similar to those proscribed by prompt corrective
action regulations.

Conclusion

In conclusion, before formally implementing any new capital or liquidity
standards, the Roundtable respectfully requests that regulatory authorities take an
appropriate amount of time to fully consider the interplay between and quantitative
impact of the large number of international and national regulatory changes that are
occurring simultaneously. The Basel il reforms come at a time of great change for
financial industry regulations including, for US financial services institutions, the Dodd-
Frank Wall Street Reform Act. A deliberate approach to reguiation would benefit all by
minimizing unintended consequences for our economy, while promoting a level playing
field among US institutions and interational competitors.

For instance, we strongly support, as the Committee has recommended, an
observation period before finalizing and a phase-in period before implementing certain
new standards. This applies particularly to the NSFR, which the Committee
acknowledged will require a number of structural changes.* A deliberate approach

4 See “Annex” to July 26, 2010 Bank for international Settlements press release entitled “The Group of
Governors and Heads of Supervision reach broad agreement on Basel Committee capital and
liquidity reform package”, specifically page 7.
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would also enable US regulatory authorities to ensure proper alignment between and
thoughtful treatment of similar but distinct or unresolved provisions in the Basel lii
reforms and US law. As an example, the Roundtable contends that the timing of the
phase-out of trust preferred securities as Tier 1 capital should be consistent under both
Basel Il and the Dodd-Frank Wall Street Reform Act. A further example is the definition
of the more stringent capital standards required of systemically important financial
institutions (“SiFis”); we urge US regulatory authorities to consider these requirements
in the broader context of the entire capital regulation framework, adopting a thoughtful
approach that doesn’t necessarily resort to subjective tools (e.g., a generic capital
surcharge).

In summary, the Roundtable strongly supports the primary goal of the Basel ili
reforms—to strengthen international capital and liquidity regulations with the intent of
promoting a more resilient financial services sector. We greatly appreciate your careful
review of the specific provisions we have highlighted as needing modification. Once
you have had a chance to review our proposed recommendations, we would welcome
the opportunity to meet with you in person to discuss balanced and effective standards
in more detail. While a number of reform matters remain unresolved, it is clear that ail
parties would benefit from an on-going dialogue about these issues. We stand ready to
discuss these issues with you.

Respectfully submitted,

Y 4

Steve Bartlett
CEO and President
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RICHARD M. WHITING
SYLVANIA AVE, NW

THE FINANCIAL SERVICES ROUNDTABLE @

Financing Amevica’s Economy

202-549-2413
02-628-2507
MAIL: rich@fsround.osg

February 25,2011

Financial Stability Oversight Council
Attention: Lance Auer

1500 Pennsylvania Avenue, NW
Washington, DC 20220

Re: RIN 4030-AA00; Authority to Require Supervision and Regulation of Certain
Nonbank Financial Companies

Dear Mr. Auer:

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank
Act”) gives the Financial Stability Oversight Council (the “Council”) the authority to
determine that a nonbank financial company should be supervised by the Federal Reserve
Board (the “Board™) and subject to enhanced prudential standards. The Council has proposed a
rule that sets forth the criteria the Council will consider, as well as the process the Council will
follow, in making such a determination. The Financial Services Roundtable (the “Roundtable’)
appreciates the opportunity to submit these comments on the proposed rule.

L The Council Should Clarify Key Features of the Determination Process, Reissue
the Rule for Public Comment, and Not Finalize the Rule or Make Any
Determinations Pursuant to Section 113 Until All Voting and Non-Voting
Members of the Council are in Place

The proposed rule is intended to achieve two objectives. It is intended to “lay out the
framework” the Council will use to determine if a nonbank financial company poses a threat to
the financial stability of the United States.” It also is intended to “implement the process” the
Council will follow in considering whether to subject a firm to supervision by the Board.’ In
its current form, however, the proposed rule lacks sufficient detail to achieve either of these
objectives. The “framework” that is described in the preamble to the proposed rule does not
appear in the rule itself. Nor does the framework provide any insight into what may constitute

! The Roundtable represents 100 of the largest integrated financial services companies providing banking, insurance, and,
investment products and services to the American consumer. Member companies participate through the Chief Executive
Officer and other senior executives nominated by the CEO. Roundtable member companies provide fiel for America's
economic engine, accounting directly for $92.7 trillion in managed assets, $1.2 trillion in revenue, and 2.3 million jobs.
? Authority to Require Supervision and Regulation of Certain Nonbank Financial Companies, 76 Fed. Reg. 4555, 4559
gpmposcd Jan. 26, 2011) (to be codified at 12 C.F.R. pt. 1310).

Id.
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a threat to the financial stability of the United States. Moreover, the processes and procedures
that do appear in the rule are primarily a restatement of the terms of the Dodd-Frank Act and
leave many questions about the determination process unanswered.

The lack of detail in the proposed rule stands in sharp contrast to President Obama'’s
recent Executive Order on Improving Regulation and Regulatory Review.* Section 1 of that
Order states that regulations issued by federal agencies should “promote predictability and
reduce uncertainty.” The proposed rule does not meet this principle. Its skeletal structure does
not provide stakeholders, including nonbank financial companies, financial markets, Congress
and the general public, with sufficient understanding or insight into the determination process.

Additionally, the absence of detail in the proposed rule raises serious concerns with the
Council’s compliance with the requirements of the Administrative Procedures Act (“APA™).
There is a long history of case law which establishes that the rulemaking must be based on
reasonable decision-making. Specifically, the notice of proposed rulemaking must show the
agency’s views “in a concrete and focused form so as to make criticism or formulation of
alternatives possible.”® The agency must explain its reasoning,” explore possible alternatives
“within the ambit of the existing [s]standard,”’ and respond to relevant and significant
arguments or comments made in the rulemaking process.8 In her testimony before the Senate
Banking Committee, FDIC Chairman Sheila Bair indicated that the Council “has begun
developing measures of potential risks posed by” nonbank financial companies.” These
measures do not appear in this proposed rule, and therefore the rule should be republished with
more detail and clarity.

Based on the principles stated in the President’s Executive Order, the apparent non-
compliance with APA requirements, and our desire for greater clarity around the determination
process, we recommend that the Council reissue the rule for public comment and address the
matters described in the balance of this letter. Without the additional details recommended
below, we are concerned that the determination process may not be developed and applied in a
transparent, effective and consistent manner.

The publication of a new rule would permit the Council to address the merits of the comments
received in response to the ANPR.'® The preamble to the proposed rule summarizes those comments

* See hitp//www.whitehouse. gov/the-press-office/201 1/01/18/improving-regulation-and-regulatory-review-executive-
order. We have concluded that the Council is subject to this Executive Order since the proposed rule is classified a
“significant regulatory action” as defined in Executive Order 12866, and President Obama’s Executive Order is a
supplement to Executive Order 12866.

5 Home Box Office v, FCC, 567 F.2d 9, 36 (D.C. Cir. 1977).

© See, e.g., Am. Petroleum Inst. V. EPA, 216 F.3d 50, 57-8 (D.C. Cir. 2000); Nationa! Tank Truck Carriers Inc. v. EPA, 907
F.2d 177, 184 (D.C. Cir. 1990).

7 Motor Vehicle Mfrs, Ass’n v. State Farm Mut, Auto Ins. Co., 463 U.S. 29 (1983).

§ Auto, Parts & Accessories Ass'n v. Boyd, 407 F.2d 330, 338 (D.C. Cir. 1968).

? Implementation of the Dodd-Frank Wall Street Reform and Consumer Protection Act” Before the S. Comm. On Banking,
Housing and Urban Affairs, 112th Cong. {2011) (statement of Sheila Bair, Chairman, Federal Deposit Insurance
Corporation).

' Advanced Notice of Proposed Rulemaking Regarding Authority to Require Supervision and Regulation of Certain
Nonbank Financial Companies, 75 Fed, Reg. 61653 (proposed Oct. 6, 2010) (to be codified at 12 C.F.R. Chp. XIiI).
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but provides no insight into the Council’s evaluation of those comments. Addressing the merits of
those comments would serve as an additional guide to the manner in whieh the Council intends to
make determinations pursuant {o section 113 of the Dodd-Frank Act.

Republication also would allow the Council to address more fuily the costs and benefits of the
rule. The costs are widely acknowledged but the Council has not publicly weighed them against the
purported benefits in a rigorous transparent manner or indicated whether, how or when it will do so."!
The Couneil only mentions costs in the rule proposal when it justifies its failure to conduct a regulatory
flexibility analysis by asserting that it “does not expeet the rule to directly affect a substantial number
of small entities.”'? Although the rule may not have a significant direct economic effect on small
entities, it certainly will have a significant direct economic effect on those entities designated for
supervision by the Board and significant indirect effects on the competitive structure of industries that
include small entities, and on the U.S. economy as a whole.'> After all, designation is only supposed to
be used to mitigate “a threat to the financial stability of the United States,” so its effects will
necessarily have a broad impact. Accordingly, we recommend that the Council conduct a thorough
cost/benefit analysis with public participation.

Finally, we do not believe that the Council should finalize this rule or make any determination
pursuant to section 113 of the Dodd-Frank Act until existing vacancies on the Council are filled.
Section 111 of the Dodd-Frank Act provides that the Council shall consist of voting and non-voting
members who have certain areas of responsibility or expertise. In identifying these members, it is
evident that Congress intended the Council to have a deep and working knowledge of all sectors of the
financial services industry and financial markets. At present, however, three key positions on the
Council remain unfilled: a voting member who has insurance expertise, the Director of the Office of
Financial Research, who is a non-voting member, and the Director of the Federal Office of Insurance,
also a non-voting member. These vacancies deprive the Council of valuable insights and input. Given
the potential significance of this rule and section 113 determinations, the Council should have the
benefit of the input and insights from all voting and non-voting members.

II.  Matters That Require Clarification
A. The Rule Should Include a General Explanation of the Determination Procedure

The proposed rule and the preamble accompanying the rule identify several steps in the
process that the Council will follow in determining whether a nonbank financial company will
be subject to supervision by the Board. These steps include: (i) the potential creation of metrics
to measure the risk profile of industry sectors, (ii) the collection of data from individual firms,
(iii) a “screening” process, (iv) a “consideration” notice, (v) a “proposed” determination notice,
(vi} a “final” determination, and (vii) an annual reevaluation of a determination. As proposed,
however, the rule provides little detail on the timing and interaction of these various steps. For

" See, e.g., “Identifying and Regulating Systemically Important Financial Institutions: The Risk of Under and Over
Identification and Regulation”, (Jan. 16, 2011), available at

hitp://wwy brookings.edu/~/media/Files/rc/papers/2011/0116_regulating_sifis_elliott litan/0116 regulating_sifis_elliott li
tan.pdf.

1276 Fed. Reg. 4561.

% See, e.g., Brookings paper cited above at p. 16 - “the designation of [systemically important financial institutions] under
the new law will have critically important effects not only on the designated institutions but on entire industries and indeed
on the economy.”

3
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example, it is not clear what the relationship is between the “screening” process that is
described in the preamble and the “consideration” notice that is described in the rule.

To help make this process more transparent and comprehensible, we recommend that
the authority and purpose section of the proposed rule be expanded to include a general
explanation of the determination process. This explanation would serve as a basic guide to
stakeholders. Ideally, it would (i) set out the chronological order of actions that may be taken
by the Council, or its staff; (ii) identify who is responsible for what actions at key points in the
process; and (iii) indicate when and how a company may interact with the Council or its staff
during the process.

B. The Rule Should Define “Material Financial Distress " and “Financial Stability”

The Dodd-Frank Act requires that any determination by the Council be based upon a
finding that “material financial distress” at the company, or the nature, scope, size, scale,
concentration, interconnectedness, or mix of the activities of the company, could pose a threat
to the “financial stability” of the United States.'* These findings of “material financial distress™
and “financial stability” are central to any determination by the Council. Yet, the proposed rule
does not provide any guidance on the meaning of these key terms or clarify how the risk
metrics developed by the Council or any data collection requests relate to these findings.'

We recommend that the definitions section of the proposed rule be revised to define
these important terms. Greater clarity around the meaning of these terms would help nonbank
financial companies better appreciate the connection between any risk metrics proposed by the
Council as well as any data requests that may be made by the Council or the Office of
Financial Research.

In defining these key terms, we urge the Council to take into consideration systemic risk
definitions under consideration by other G-20 countries. This will help to ensure that the
Council’s view of systemic risk is consistent with the views of other nations where appropriate.

Additionally, we note that the Board separately has invited public comment on proposed
definitions of the terms “significant nonbank financial company” and “significant bank holding
company,” and in doing so has stated that any firm defined as a “significant bank holding
company” or “significant nonbank financial company” will not be subject to any additional
supervision or regulation by virtue of that definition.'® We recommend that this rule similarly
clarify the impact of those definitions.

* Dodd-Frank Wall Street Reform and Consumer Protection Act, Pub. L. 111-203, § 113(a)(1) (2010).

'* The preamble to the proposed rule states that the analytical framework (described in the preamble) incorporates these
concepts. However, the preamble does not explain how it does so. 76 Fed. Reg. 4561.

'* Definitions of "Predominantly Engaged in Financial Activities” and "Significant" Nonbank Financial Company and Bank
Holding Company, 76 Fed. Reg. 7731, 7736 (proposed Feb. 11, 2011) (to be codified at 12 C.F.R. pt. 225).

4
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C. The Proposed Analytical Framework Should be Incorporated into the Rule

The Dodd-Frank Act lists several factors the Council must consider in determining if a nonbank
financial company should be subject to supervision by the Board.'” In the preamble to the proposed
rule, the Council proposes an analytical framework for the application of these factors.'® That
framework, however, is not contained in the rule itself. 1f the Council plans to utilize this framework,
we recommend that it be incorporated into the rule. The framework provides stakeholders with some —
albeit limited — guidance on how the statutory criteria will be applied by the Council in making
determinations pursuant to section 113 of the Dodd-Frank Act.

At the same time, we believe it is important for the rule to state that the analytical
framework is intended as a mechanism for the Council to evaluate ai/ of the statutory factors in
the Dodd-Frank Act and that it will not be used to place any special weight on one factor over
another or provide that any single factor can lead to a designation. As we noted in our
comment letter on the ANPR, the financial stability of the United States is influenced by many
factors, including the operations of financial markets, the activities and practices of individual
financial companies, and governmental policies. Moreover, section 113 of the Dodd-Frank Act
requires the Council to consider all statutory factors in making determinations. Alternatively, if
the Council intends to apply the framework in a2 manner that distinguishes among the statutory
factors (e.g., treating some as increasing the propensity for systemic risk or others as mitigating
against systemic risk), we believe it is incumbent upon the Council to explain such distinctions
in the rule.

Additionally, we recommend that the rule explicitly state that the analytical framework is
intended to be applied in a manner that is consistent with comparable international efforts in order to
reduce concerns about regulatory arbitrage. This statement, which currently appears in the preamble to
the proposed rule, is a logical addition to the rule if the analytical framework is placed within the rule.
It affirms the importance of international coordination and would complement other sections of the
proposed rule that require consultation with foreign regulatory authorities. Those other sections of the
proposed rule direct the Council to consult with the appropriate foreign regulatory authorities for U.S.
nonbank financial companies and foreign nonbank financial companies that have cross-border
activities in the determination process regarding those companies. Those provisions reinforce
comparable language contained in the Dodd-Frank Act regarding the coordination with foreign/home
country regulatory authorities and standards and should be retained in the final rule.

D. The Risk Metrics Developed by the Council should be Subject to Public Comment

If the Council uses metrics to measure risk for purposes of making determinations under
section 113 of the Dodd-Frank Act, we believe the Council would benefit from public input on the
original design of the metrics and any subsequent changes in that design. Public input would help to
ensure that any metrics used by the Council are consistent with best practices. Public input on this

" Pub. L. 111-203, § 113(a)(2) (2010).

** The framework places the statutory factors into six broad categories (size, Jack of substitutes for the financial services
and products the company provides, interconnectedness with other financial firms, leverage, liquidity risk and maturity
mismatch, and existing regulatory scrutiny). It further divides these categories into two groups. One group (size, lack of
substitutes, and interconnectedness) is intended to assess the potential for spillovers from a company’s distress to the
broader financial system or real economy. The other group (leverage, liquidity risk and maturity mismatch, and existing
regulatory scrutiny) is intended to assess how vulnerable a company is to financial distress. See 76 Fed. Reg. 4561.
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feature of the determination process also is consistent with Section 2 of the President’s Executive
Order on Improving Regulation and Regulatory Review, which states, in part, that ... regulations
shall be based, to the extent feasible and consistent with law, on the open exchange of information and
perspectives among ... experts in relevant disciplines [and] affected stakeholders in the private sector.”
Therefore, we recommend that the rule provide for the publication of any metrics developed by the
Council and invite public comment on their merits. "

E. The Rule Should Clarify the Nature and Timing of Data Requests

The proposed rule provides that in making determinations the Council may request
information from State and Federal financial regulators and from individual nonbank financial
companies.” We recommend that the rule clarify the nature and timing of potential data
requests.

More specifically, the rule should: (i) specify the types of data that may be requested
and the timing for such requests; (ii) provide for a company to be informed if the Council seeks
information about the company from a State or Federal regulatory body; (iii) provide for the
Council to explain to the company if a data request relates to a potential designation or some
other function of the Council; and (iv) clarify that proprietary information will remain
confidential. 2!

Additionally, as we stated in our comment on the ANPR, we urge the Council to rely to
the greatest extent possible on existing data and not require companies to create new data
systems. Only if existing data is substantially inadequate should additional data requirements
be imposed on nonbank financial companies.

F. The Rule Should Explain the Proposed “Screening” Process

The preamble to the proposed rule states that the Council expects to “screen” nonbank
financial companies using the six categories to identify those companies whose material
financial distress, or the nature, scope, size, scale, concentration, interconnectedness, or mix of
activities, could pose a threat to the financial stability of the United States.”” We recommend

' While not directly related, we believe that this process of considering comments with respect to the development of such
metrics can also helpfully inform both the Council’s recommendations under section 115 and the actions of the Board of
Governors under section 165 for companies subject to enhanced supervision and prudential standards. These sections
provide that such supervision and standards shall “increase in stringency, based on the considerations™ set forth in section
113 and that such enhanced prudential standards may “differentiate among companies on an individual basis or by
category, taking into consideration their capital structure, riskiness, complexity, financial activities (including the financial
activities of their subsidiaries), size, and any other risk-related factors that the Board of Governors deems appropriate.” The
Council’s work in connection with this proposed rule can and should assist in developing metrics that can inform proper
calibration by the Board of Govemnors as it tailors standards that are appropriately progressive in stringency.

76 Fed. Reg. 4565 (proposed 12 C.F.R. § 1310.20)

*! The preamble to the rule invites public comment to the Office of Management and Budget on the data collection
requirements imposed by the rule and estimates that the annual reporting burden associated with these requirements is 500
hours. Given the absence of any detail in the proposed rule over the scope and timing of the proposed data requirements it
is difficult to comment on the burden associated with the requirements. It would be helpful if the Council would explain the
basis for the estimated reporting burden. 76 Fed. Reg. 4562.

2276 Fed. Reg. 4561.
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that the rule clarify (i) when this screening process will be applied; (ii) how it will relate to any
risk metrics utilized by the Council and any data requests made by the Council or the Office of
Financial Research; (iii) what individuals or entities may assist the Council in conducting such
screening; and (iv) how the screening process will relate to the consideration notice.

As we state below, we view the consideration notice as a positive feature in the
proposed rule. The “screening” process also may be a useful tool for the Council and industry.
However, it is difficult to comment on this feature of the process without additional
information on how it would be designed and applied.

G. The Proposed Consideration Notice is a Positive Feature, but Requires Further
Clarification

The proposed rule establishes a notification procedure for companies under
consideration for designation. These companies are provided an opportunity to submit
materials that addressing whether material financial distress at the company, or the nature,
scope, size, scale, concentration, interconnectedness, or mix of the activities of the company,
could pose a threat to the financial stability of the United States.”> We support this proposed
feature of the rule. It serves as an additional point of contact between a company and the
Council and will help inform the Council in making determinations under section 113 of the
Dodd-Frank Act. Nonetheless, we believe that even this feature of the rule would benefit from
further detail.

Specifically, we recommend that the rule require that (i) the consideration process be
initiated by a majority vote of the Council meeting in executive session; (ii) Council staff
consult with the primary regulatory agency and assess existing regulatory oversight for U.S.
and foreign nonbank financial companies prior to the Council determining that such company
be considered for designation; (iii) Council staff inform a company prior to any such vote and
meet with representatives of the company; (iv) notice be provided to a company explaining the
basis for subjecting the company to the consideration process including the basis for finding
that existing regulatory oversight is inadequate to protect the U.S. economy; (v) a company be
given no less than 60 days to respond to the notice; (vi) the Council notify a company when it
is no longer under consideration; and (vii) the entire consideration process be confidential. Qur
rationale for these recommendations follows. )

We propose that the consideration notice be initiated by a vote of the Council because it will be
a formal step in the determination process. On the other hand, since this is a preliminary step in the
determination process, we believe a majority vote is sufficient rather than the supermajority required in
proposed or final determinations.

We propose that Council staff consult with the primary financial regulatory agency, if any, for
a U.S. nonbank financial company and a foreign nonbank financial company prior to the Council
determining that such company be considered for designation, for the purpose of providing the Council
with a better understanding as to what other regulatory oversight is in place that would render further

2 76 Fed. Reg. 4565 (proposed 12 C.F.R. § 1310.21(a)).
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regulatory action by the Council and the Federal Reserve redundant and unnecessary. An assessment
of the adequacy or inadequacy of existing regulatory oversight with respect to the individual company
should be part of the finding provided to companies as well. Reaching this conclusion would save the
Council and the company considerable time and resources avoiding further pursuit of the designation
review process.

We propose that Council staff meet with representatives of a company prior to a Council vote
on a consideration notice in order to help both the Council and the company better understand the basis
for such an action and to serve as an opportunity for an open exchange of information between the
Council and the company. Understanding the complexities of the structure, operations and risk profile
of a company before beginning the consideration process would better inform the Council in producing
better decisions. Companies should be given sufficient notice to prepare for such a meeting and have
the opportunity to bring written materials to the meeting. Also, we recommend that there be a
minimum time period between the meeting and Council action on a related consideration notice.

We recommend the inclusion of a statement of the basis for the consideration notice in the
notice itself in order to ensure that the company understands the Council’s rationale for the notice and
to ensure that the company’s response to the notice is responsive to the Council’s concerns. Also, we
recommend that a company have 60 days, rather than 30, to respond to a consideration notice because
a proper response may require some original data collection or analysis on the part of the company.

We propose that the Council formally notify a company when it is no longer subject to
consideration so the company can redirect relevant personnel and resources.

Finally, we believe it is critical that the entire consideration process be confidential. By design,
this step in the process is not determinative; yet its disclosure could have an impact on the company’s
business operations as investors and markets react to the information. To help ensure this result, we
strongly recommend that the rule specifically state that the consideration process will be treated as the
equivalent of a confidential supervisory review by federal banking agencies and that the process is a
preliminary action by the Council and any company subject to the process may not be subject to a final
determination.

H. For Examinations conducted by the Federal Reserve during the Designation
Process, Companies under Consideration Should Receive Copies of Examination
Results and be Given an Opportunity to Respond to such Results

The proposed rule permits the Council to request the Federal Reserve Board to examine
a nonbank financial company if the Council is unable to determine whether the company poses
a threat to U.S. financial stability based on other information, including discussion with the
company itself.>* Once the examination is complete, we believe the examiners should provide
the company with an opportunity for an “exit interview,” and orally advise the company of the
preliminary exam results. Moreover, we believe the company should receive copies of all
written results from the examination and be given an opportunity to respond to the results of
the examination before a final determination is made by the Council. These procedures would

76 Fed. Reg. 4564 (proposed 12 C.F.R. § 1310.10(e)).
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allow for a better exchange of information between the company and Council staff, and thus
result in more accurate determinations by the Council.

I All Votes of the Council Related to Designations Should be Held in Executive Session,
and Designated Companies Should be Given Sufficient Notice before the Council
Announces such Designation

The proposed rule requires a vote of the Council on all proposed and final
determinations.”® We recommend that all discussions and decisions by the Council regarding
the designation of nonbank financial companies should be held in executive session and not be
disclosed to the public. Decisions regarding proposed and final determinations naturally will
involve a discussion of proprietary and sensitive business information. We also recommend
that the Council provide sufficient advance notice to a designated company before publicly
disclosing that company’s designation under section 113. This will provide newly designated
companies with the time needed to prepare and file any necessary public disclosures.

J. The Evasion Standard Should Not Prevent a Company from Taking Actions to Reduce
its Risk Profile

The proposed rule permits the Council to subject a nonbank financial company to
supervision by the Board if the Council determines that the company is organized or operates
in a manner as to evade the application of Title I of the Dodd-Frank Act.® The proposed rule
should clarify that this anti-evasion provision is not intended to prevent companies from taking
organizational or operational steps that reduce their risk profile. Indeed, one of the stated
purposes of Dodd-Frank is to prevent or mitigate risks to the financial stability of the United
States, and this anti-evasion provision should not be implemented in a manner that is at odds
with that purpose.

K. The Rule Should Clarify the Reevaluation and Rescission Process

The proposed rule states that the Council shall annually reevaluate determinations and
rescind determinations.”” We recommend that the rule clarify this process by (i) identifying the
grounds for reevaluation and rescission; and (ii) permitting a company to petition for
reevaluation and rescission based upon changes in the company’s risk profile or business
model.

III.  Conclusion
The authority of the Council to determine whether a nonbank financial company should

be subject to Board supervision and enhanced prudential standards is one of the Council’s most
important powers. Such a determination will have a material impact on the company, its

576 Fed. Reg. 4563 (proposed 12 C.F.R. § 1310.10(b)).
% 76 Fed. Reg. 4564 (proposed 12 C.ER. § 1310.12).
276 Fed. Reg. 4566 (proposed 12 C.F.R. § 1310.23(2)).
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customers, and the markets in which it operates and the U.S. economy as a whole. The
recommendations made in this letter are intended to ensure that this process is applied in a
transparent, effective and consistent manner.

Sincerely,

Riard, M. W

Richard M. Whiting

10
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Mrs. BoNO MACK. Thank you very much.
Ms. Wince-Smith, you are recognized for 5 minutes, and I will
give you a 1-minute warning.

STATEMENT OF DEBORAH L. WINCE-SMITH, PRESIDENT AND
CEO, COUNCIL ON COMPETITIVENESS

Ms. WINCE-SMITH. Thank you, Chairman Bono Mack, Ranking
Member Butterfield and members of the subcommittee. I appre-
ciate the opportunity to testify today.

The U.S. manufacturing sector is a key engine of innovation,
wealth generation, job growth and national security. America can-
not retain its geopolitical leadership and economic vitality without
a robust, vibrant, deep industrial basis driven by the design and
production of high-value goods coupled to high-value services.

The Council on Competitiveness is celebrating its 25th anniver-
sary year. We are a nonpartisan group of CEOs, university presi-
dents and labor leaders formed at the time when were concerned
about the trade and technology challenges with Japan. Our unique
membership looks at the issues that impact the Nation, not what
is in the interest of any one sector or constituency.

Recognizing the challenges facing American manufacturers in the
global economy and the imperative for job creation and job reten-
tion, the council formally launched the U.S. Manufacturing Com-
petitiveness Initiative last year, building on our pioneering work on
innovation capacity, energy security and sustainability. We are
very pleased that this initiative is led by one of our dynamic CEOs
in America, Sam Allen, the chairman of John Deere.

Our end goal, which will be presented at a national manufac-
turing strategy summit on December 8th, is to really give a com-
prehensive roadmap of what the government, the private sector
and broader constituencies in our society need to do to take us to
what we call the third millennium manufacturing opportunity. Just
yesterday, we took a first step in this journey with the announce-
ment of a first-ever public-private partnership where four large
American enterprises—Deere, Lockheed Martin, GE, and Proctor
and Gamble—are teaming to bring the power of modeling and sim-
ulation technology into the hands of our small- and medium-sized
manufacturers, and this is a public-private partnership sponsored
with support from the Economic Development Administration but
with over $2 million in commitment from the private sector.

Today, I really want to highlight Ignite 1.0, the voices of Amer-
ican CEOs on manufacturing competitiveness. This is the first of
four reports we will be issuing this year, and I want to emphasize
four points that have come from the voices of over 40 American
CEOs. The first is that creative destruction of businesses and jobs
is at the very core of competition. Policymakers have to stimulate
new business creation and job creation by ensuring that we have
the most vibrant and dynamic enabling conditions, the optimal cap-
ital cost structure, regulatory environment and access to the mar-
kets of the future. Let us not forget 95 percent of all consumers in
the years ahead will live outside the United States.

Two: Global economic competition is not a zero-sum game. Our
global trading partners, yes, they are our competitors but they are
also our partners.
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Three: Freedom of movement is a central driver of national com-
petitiveness. Movement of capital, labor, scientists, engineers and
ideas is critical. No great nation looks inward.

Four: Manufacturing is much broader and diverse and has a
higher multiplier in the economy than at any other previous time
in history. It is an extended values system and it goes beyond just
the making of the thing.

Our CEOs have conveyed an unwavering belief that the United
States has the resources, the capabilities and the will to be the
most competitive manufacturing nation in the 21st century. While
they have applauded recent agreements in the areas of tax policy
and global trade, we have so much more to do. Let us not compete
on the cost of capital or who has the best regulatory system. Let
us level the playing field there and compete on ideas, talent and
the game-changing innovation in industries that will reshape our
world. Thank you very much.

Mrs. Bono MACK. You will have one minute.

Ms. WINCE-SMITH. Well, let me just conclude by saying that if we
don’t take the leadership on manufacturing, the rest of the world
will and it is ours to lose.

[The prepared statement of Ms. Wince-Smith follows:]
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. . Compete.
Deborah L. Wince-Smith Council on

Competitiveness

President & CEO
Council on Competitiveness

Testimony before the House Energy & Commerce
Committee’s Subcommittee on Commerce, Manufacturing,
and Trade

“Made in America: Innovations in Job Creation and Economic
Growth”
March 3, 2011

Summary

The U.S. manufacturing sector is a key engine of innovation, wealth generation, job growth
and national security. America cannot retain its position of leadership in the global
marketplace without a robust and vibrant industrial base. The following testimony will
address the barriers facing domestic manufacturers, and avenues to advance the global
competitiveness of this critical sector of the American economy. In a recent report released
by the Council on Competitiveness and Deloitte, the input and perspective of nearly 40
CEOs on manufacturing competitiveness were recorded. These executives, representing
organizations whose annual revcnues approach $1 trillion and employ 2.2 miilion workers
worldwide shared the following insights on the needs of U.S. manufacturers in the near-

term and long-term:

1500 K Street NW, Suite 850, Washington, D.C. 20005 T 202.682.4292 F 202.682.5150 Compete.org
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1. Lawmakers should strive to develop an achievable set of goals that ensures the U.S.
is the most vibrant and attractive place to invest and do business; and the greatest
place in the world to innovate, make things, prosper and grow.

2. Creative destruction of businesses and jobs is at the very core of competition, and as
such, policymakers should stimulate new business creation, new job creation, and
foster the most dynamic environment possible, instead of trying to restore jobs or
industries that have become uncompetitive.

3. Higher productivity will always be necessary to stay competitive on the global
stage. This creates a healthy economy as long as businesses are innovating, and
public policy is stimulating new business creation, new job creation, and attracting
investment to drive this development.

4. Global economics is not a zero-sum game. A job created somewhere else in the
world is not the loss of a job in the U.S. Our global trading partners must also grow
their economies in order for the U.S. to grow its own economy.

5. Freedom of movement is an essential driver of national competitiveness today.
Movement of capital, laborers, scientists, engineers, and ideas is a critical element

of a competitive and dynamic nation.

6. Manufacturing is much broader, more diverse, and has a higher multiplier on the
economy than at any previous time in history.

bR e S e S e e S
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Chairman Bono Mack, Ranking Member Butterfield and members of the subcommittee,
thank you for the opportunity to provide testimony today and share my thoughts on this
important issye. I believe strongly that America’s competitiveness is inextricably linked
to our ability to innovate and translate new ideas into new products, services, industries
and jobs. Decisive leadefship on this front is critical for the long-term economic health of

our country.

History of the Council

To contextualize my remarks, I want to share a brief history of the Council on
Competitiveness, which is celebrating its 25th Anniversary this year. Begun in 1986, the
Council is a community of U.S. leaders who work together to ensure economic growth,
national security and a better quality of life for all Americans. Our unique membership —
corporate CEOs, university presidents, labor leaders and national lab directors ~
collaborate to establish action agendas and deliver strategic, operational and innovative

solutions that drive our nation’s competitiveness in the global economic arena.

By maintaining our reputation as an established and forward thinking non-partisan
organization, the Council has worked successfully with every Administration in its 25
year history. Policymakers listen to and adopt our recommendations because they
understand that our only special interest is America’s enduring prosperity. Recent
examples of collaboration with the federal government include the COMPETES

Reauthorization Act and the HPC Midwest Pilot project, announced yesterday.
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We are very excited about the HPC Midwest Pilot project, which is a new public-private
effort being coordinated by the Council to provide access to advanced modeling and
simulation capabilities to manufacturers of all sizes across the country. Advanced
modeling and simulation can enable manufacturers to reduce costs, increase speed to

market, and innovate next generation products and technologies.

U.S. Manufacturing Competitiveness Initiative (USMCI)

Recbgnizing the challenges facing American manufacturers more generally, the Council
formally launched the U.S. Manufacturing Competitiveness Initiative (USMCT) in June
of 2010. Building on the pioneering work of prior Council efforts around innovation and
energy sustainability, the USMCI is led by Sam Allen, the Chairman & CEO of Deere &
Company; Michael Splinter, the Chairman, President & CEO of Applied Materials;
Shirley Ann Jackson, the President of RPI; James Quigley, the Chief Executive officer of
Deloitte Touche Tohmatsu; Susan Hockfield, the President of MIT; William Hite, the
General President of the United Association of Plumbers and Pipefitters; and George

Miller, Director of Lawrence Livermore National Laboratory.

We feel that America cannot maintain its position of leadership in the global economy
without a robust, innovative and resilient U.S. manufacturing base. Manufacturing is,
and will continue to be an essential path for creating high-value jobs, attracting

investments and spurring innovation in Ametrica for years to come.
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Much of the Council’s work on manufacturing competitiveness is focused on the
development of a comprehensive National Manufacturing Strategy, slated for release on
December 8, 2011 at our National Manufacturing Summit. Our Manufacturing Strategy
envisions a vibrant, diversified and technologically advanced manufacturing sector that
will create high-paying American jobs, stimulate long-term economic growth and
prosperity, embrace energy sustainability, and improve our ability to meet national

defense mission needs. An overview of the USMCI is attached for your review.

Ignite 1.0 -- Voice of American CEOs on Manufacturing

Competitiveness
The United States is at a significant tipping point. The decisions we make now will

impact our children, our grandchildren and their children. The stakes have never been
higher. We must continue to make critical strategic investments in our future while
addressing huge deficits and a national debt that threatens to strangle our ability to invest,
create jobs and grow the economy. There are tough choices to be made, and the report |
that I have submitted to the record, Ignite 1.0 — Voice of American CEOs on
Manufacturing Competitiveness, begins to shine a light on what these CEOs believe

some of those choices should be.

Developed from a series of interviews with nearly 40 CEOs over the past several months,
Ignite 1.0 and its recommendations will directly inform our National Manufacturing
Strategy, and serve as a cornerstone in our broader efforts to bolster U.S. manufacturing. In
keeping with the Council’s unique and inclusive perspective, Ignite 1.0 will be the first of
four reports that we will release in 2011. Ignite 2.0 will summarize a series of interviews

with university presidents and national lab directors, and be released in June. Ignite 3.0
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will summarize interviews with labor leaders and be released in September, and Ignite 4.0
will summarize interviews with Chief Technology Officers and be released prior to our

Manufacturing Summit in December.

The perspectives in Ignite 1.0 represent the voices of leaders whose companies boast total
global revenues approaching $1.0 trillion annually. Moreover, these firms employ over

2.2 million people, with over half of that revenue and those employees being U.S. based.

The CEOs interviewed represent organizations ranging in size from large multi-national

manufacturing organizations like:

* Applied Materials « Honeywell

» Deere & Company * Procter & Gamble

» Dow Chemical Company » Ford Motor Company

» DuPont e Chrysler Corporation

» PepsiCo » Lockheed Martin Corporation.

» Bayer Corporation

Small and medium manufacturers were also interviewed because they provide the
backbone of American manufacturing and job creation, with input shared by leaders from
companies like:

s Timken * Click Bond

» ACE Clearwater Enterprises » NanoMech, a start-up nano-
» Bishop-Wisecarver technology manufacturer.
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Policy recommendations received from these executives spanned the following topic

areas:
» Tax Policy and Deficit Reduction » Science, Technology and
e Energy Policy Inspirational Goals
e Trade Policy » Infrastructure Investments
» Regulatory and Legal environment » Accessto Talent, and
» U.S. Education in Science and
Technology

Though the thoughts and opinions of the participating CEOs were diverse - depth of
passion for a globally competitive U.S. - and the importance of a robust and innovative
manufacturing base to our economic future emerged as common themes. Participants made
it exceedingly clear that these factors were directly correlated to our short-term and long-

term prospects for job creation, security, and prosperity.

Most participants conveyed an unwavering belief that the U.S. had the resources, the
capabilities and the will to be the most competitive manufacturing nation in the 21
century, given a new approach to setting public policy. Many also indicated that this new
path needed to focus on national competitiveness and the challenges facing manufacturers

of all sizes, in order to remain one step ahead of global competition.
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Key Insights:

Specifically, executives shared the following insights, featured in our report:

1. Inlieu of a single and concrete U.S. industrial policy, lawmakers should strive to
develop an achievable set of goals that ensures the U.S. is the most vibrant and
attractive place to do business, the greatest place in the world to innovate, make things,
prosper and grow.

2. Creative destruction of businesses and jobs is at the very core of competition, and as
such, policymakers should stimulate new business creation, new job creation, and
foster the most dynamic environment possible, instead of saving jobs or industries.

3. Productivity is a good thing. Higher productivity will always be necessary to stay
competitive on the global stage. But productivity will result in greater efficiency,
which means less labor will be required to perform a given task. This creates a healthy
economy as long as businesses are innovating and expanding, and public policy is
stimulating new business creation, new job creation, and attracting investment to drive
this development.

4. Global economics is not a zero-sum game. A job created somewhere else in the world
is not the loss of a job in the U.S. Our global trading partners must also grow their
economies in order for the U.S. to grow its own economy. Similarly, U.S. businesses
must grow both domestically and abroad.

5. Freedom of movement is an essential driver of national competitiveness today.
Movement of capital, laborers, scientists, engineers, and ideas is a critical element of a
competitive and dynamic nation.

6. Manufacturing is much broader, more diverse, and has a higher multiplier on the
economy than at any previous time in history. Manufacturing includes all facets of
research, development, production, sales, distribution, logisties, customer service,
marketing, and support. It extends from the making of physical products to the
production of software, an increasingly important component integrated across the
manufacturing spectrum into increasing numbers of physical products. Properly
understanding the breadth of today’s manufacturing and its multiplier effect on the
domestic economy is essential to enacting public policy that ensures that the United
States will be competitive in the long-term.
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Uncertainty and Opportunity

Another theme from the interview process was concern over continued uncertainty in
policy, legislation and regulation development. While, executives applauded recent
agreements in the areas of tax policy and global trade, interviewees stated that uncertainty
remained high, and many opportunities still exist for business and policy leaders to

collaborate on creating long term competitiveness policies which limit uncertainty.

Respondents suggested that this uncertainty directly impacted both short and long-term
decision making, as near-term uncertainty makes long-term planning difficult and risky. To
mitigate uncertainty, interviewees proposed several specific short and longer term

recommendations:

Tax Policy
1. Institute overall tax reform and provide long term clarity and stability in corporate tax
policies.
2. Enhance and make R&D tax incentives permanent.
3. Diminish the cost of repatriating earnings.
4. Develop more globally competitive corporate tax rates.

Energy Policy

1. Outline a comprehensive energy policy that encourages reinvestment in current
infrastructures, pursues energy efficiency and conservation, and balances investment across
a diverse portfolio of all fuel sources — including solar, wind, and nuclear — while tapping
critical U.S. assets in coal, natural gas, and offshore oil.

2. Immediately begin planning to increase the use of nuclear power.

3. Increase collaboration with businesses when drafting new regulations to ensure that they are
cost-effective, attainable, and employ available technologies.

4. Improve and modernize the U.S. electric grid to increase short and long term reliability and
develop the infrastructure needed to facilitate the inclusion of the significant amounts of
energy expected and to deliver considerable energy from alternative sources.

5. Incentivize the use of cleaner and more abundant fuels, like natural gas, to supplement the
transition away from of oil and coal.
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Trade Policy

1. Develop a new trade promotion and fast-track authority.

2. Create a more comprehensive and competitive export trade control process.

3. Ensure U.S. rights under existing trade agreements are enforced, and ensure compliance
with WTO rules and regulations.

4. Create pro-business relationships with all trading partners, especially emerging market
countries, and aggressively pursue closure of a commercially meaningful WTO Doha
Agenda.

Regulatory and Legal Environment
1. Collaborate with government and business leaders to create policies enabling appropriate
evaluation to be conducted through a lens of global competitiveness in place of a U.S
centric view.
2. Develop a benchmarking process to analyze the impact of regulations from a holistic global
competitiveness perspective.
3. Diminish the cost and complexity of regulatory compliance.

Science, Technology and Inspirational Goals

1. Establish a consortium of business, university, labor, and public sector leaders to establish
daring long term goals with a 15 to 20 year development horizon and then work
collaboratively to craft policy, investment, and development programs - as well as
education and other physical, technology, and intellectual infrastructures - that support
progress towards those goals.

2. Strengthen intellectual property protection, particularly in emerging markets, and ensure
investments in science, technology, and innovation provide maximum long term return to
the U.S.

Infrastructure Investments
1. Improve ports, railroads, roads, nuclear facilities, the electric grid, and IT infrastructures.
Priority should be given to projects that improve export capabilities and efficient movement
of goods in, out, and throughout the U.S.
2. Increase incentives for infrastructure projects within the private sector and encourage more
private-public partnerships.

Access to Talent
1. Reform visa and green card processes that create backlogs which block access to talent.
2. Benchmark visa best practices from other countries that are successfully attracting and
retaining top science, technology, engineering, and mathematics (STEM) talent.
3. Create opportunities for scientists and engineers born outside the U.S. to become an integral
part of U.S. competitive capabilities instead of focusing primarily on border protection.

U.S. Education in Science and Technology
1. Focus educational curricula on developing STEM skills. Develop flexible education tracks
that foster STEM literacy through community colleges, vocational trade schools, work
training programs, etc.
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2. Empower performance-based legislation such as the America COMPETES Act, the
Elementary and Secondary Education Act, Investing in Innovation, and Race to the Top and
Teacher Incentive funds.

3. Develop federally funded programs that promote and market manufacturing as a high-value
and vital industry with rewarding long term career opportunities for high school and college
students in the U.S.

4. Subsidize state universities” efforts to attract higher caliber students to STEM programs and
increase the number of graduates.

Many suggested that resolving these policy questions would afford businesses the

opportunity to make long-term investments in the labor force, improve manufacturing

processes, develop new products, and implement cutting edge technology with greater
certainty and security. In the near-term, this means advancing U.S. manufacturing

competitiveness and stimulating domestic job growth,

Concluding Comments

CEOs representing companies of all sizes stressed that international business can contribute
to a strong, successful and globally competitive economy, and can fuel job growth in the
U.S. in a variety of ways. Executives from both large and small manufacturing firms
indicated that economic strategies and policies must acknowledge the challenges and
opportunities provide by a highly complex and integrated global marketplace. A market

where 95 percent of middle class consumers will live and work outside the United States.

Many executives also noted the need for business and government to work more closely
together to make America more attractive for investment. It was noted that closer public-

private collaboration would also increase the ability of U.S. based manufacturers to expand
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globally while providing quality, advanced manufacturing employment opportunities for

American workers.

Members of the subcommittee, the time for change is now, and the window of opportunity
in which to take effective action is narrow. Today, the U.S. remains the world’s largest
manufacturing economy, and the domestic manufacturing sector is critical to the healthy
recovery of the U.S. economy and its long-term economic prosperity. To ensure America’s
manufacturing future, however, effective and strategic change is required. A decline in
American manufacturing is not inevitable, but to retain our position of leadership in the
global marketplace, America must continue to out innovate, out produce and out compete

emerging manufacturing powers, and we need the help of Congress to realize this vision.

Thank you.
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3" Millennium Manufacturing:

U.S. Manufacturing Competitiveness Initiative
For American Jobs, Growth and Security

1

Compete.
Councit on
Competitiveness

1500 K Stet, NW

Manufacturing is Critical Wathmaton, D, 30005
. T 202 682 4282
Manufacturing competitiveness is one of the great challenges and opportunities of F 202 682 6150

our time ~ one that will determine the legacy America bequeaths to its children and Femocteo9
grandchildren. Jobs, investment, game changing innovations, economic prosperity,

improved standards of living and national security depend on the creativity and

commitment of our nation to lead a new era of manufacturing at home and abroad.

This new era of manufacturing excelience will render traditional production models

obsolete, and instead favor new and innovative manufacturing processes which will

come to define 3" Millennium Manufacturing.

3" Millennium Manufacturing spans ideas, products and services; well beyond the
production of only goods as in the 20" century. The 3 Miiennium Manufacturing
ecosystemn represents a complex and highly integrated giobalized value web. This
web includes cutting-edge science and technology, innovation, talent, sustainable
design, systems engineering, supply chain excellence and a wide range of smart
services, in an energy efficient, sustainable and low carbon environment.

3" Millennium Manufacturing demands new thinking, new policies, new
organizations and deeper collaboration to attract, expand and retain' manufacturing
investment. if the United States loses the know-how to manufacture things, then we
wilt lose the know-how fo develop and design things, and then we will lose our ability
to innovate, attract investments, improve our standard of living and protect our
national interests.

Initiative Goal

We will prepare and deliver a comprehensive 3™ Millennium National
Manufacturing Strategy to private sector leaders, the Administration,
Congress, Governors and other key stakeholders at a National Manufacturing
Summit convened in Washington, D.C., December 7-8, 2011. The strategy will
provide the Council with a framework for developing ongoing implementation
and monitoring efforts in 2012 and beyond.

Challenges and Opportunities

Manufacturing, long a cornerstone of U.S. competitiveness, faces intense
competition from all corners of the globe. In 2009, Giobal insight estimates that
United States manufacturing output was 19.9 percent of global totai and China’s
was 18.6 percent. They further estimate that China will surpass the United States in
2011 and for the first time in 110 years, America will be the world’s second largest
producer of manufactured goods.

Global manufacturing executives viewed the United States as the 4 most
competitive manufacturing economy, behind China, india, and South Korea in a

© Council on Competitiveness 2011
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recent survey conducted by the Council and Deloitte. These same executives
believe that the United States will slip to 5 place by 2015 as Brazil continues to
increase its economic power.'

There are enormous opportunities to create a new century of American
manufacturing leadership. The digital, biotechnological, and nanotechnology
revolutions are rewriting the rules of production and services. These ground-
breaking technologies will unleash vast opportunities for innovation. They enable
new business formation and job creation. They also serve as platforms for new
industries and new markets.

Demand for manufactured goods is being reshaped by new forces. Huge markets
are emerging around the world. By 2030, 5 billion people couid be middle class, up
from 1.8 billion in 2009. And 80 percent of these middie class consumers will live
outside the developed world we know today.? These consumers will demand a wide
range of products and services.

initiative Organization

A CEO-Level Leadership Council and Steering Committee, comprised of chief
executives from industry, academia, organized fabor and national laboratories, will
frame the critical questions, provide the strategic direction, and develop a
comprehensive set of actions to ensure a vibrant manufacturing base for America’s
future.

Members of the Steering Committee will organize and lead Policy Solution Groups
(PSGs) to develop recommendations that address specific elements of the
manufacturing ecosystem-—including talent, technology, investment and
infrastructure. Each PSG will study discrete issues and produce an interim and final
report for the Steering Committee—that will, in turn, summarize key findings and
policy recommendations.

CEO Leadership Counci

d Steering Committee

CEOLED PRGY

Executive Advisory Committee

Congressional & Cabinet Merber Honorary Committee + Congressional Staff Advisory Group

! Councit on Competitiveness and Deloitte Touche Tohmatsu, 2070 Annual Global Manufacturing Competitiveness Index.
? The Expanding Midale: The Exploding Middle Ciass and Faliing Global inequality, Goldman Sachs, 2008.

© Council on Competitiveness 2011
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Executive and Expert Advisors

An equally diverse and expert Advisory Committee is helping to shape the
substantive aspects of the initiative, as well as providing ongoing counsei and
support to the Steering Committee and Councii staff.

Distinguished Member and Affiliate Partners

The Council cuitivates partnerships with leading national organizations on issues of
mutual concern. In bridging the interests and insights of many, the Councit brings
multi-disciplinary analysis and systems thinking to its work.

Public Sector Engagement

The Council works closely with policymakers from across the Administration and
Congress to foster holistic and integrated policy solutions. Congressional staffs from
both parties serve as advisors to the Council to ensure that recommendations are
aligned with priorities and timelines.

2011 Key Dates

Jan - Oct CEO-Led Policy Solution Group Dialogues

Feb 17 Release Voice of American CEO’s on Manufacturing
Competitiveness and Ignite 1.0, Recommendations for
37 Millennium Manufacturing

Jun 13-14 Steering Committee Meeting hosted by Allen Mulally,
President and CEOQ, Ford Motor Co.
Dec 7-8 National Manufacturing Summit in Washington, D.C.

and release of Ignite 2.0, Comprehensive National
Manufacturing Strategy

About the Council

Since 1987, the Council has brought forth creative solutions to America’s most
pressing competitiveness challenges. Composed of leaders from industry, academia
and organized labor, the Council is unique in its ability to buiid synergies and
consensus across a wide span of organizations and interests. By leveraging its
exceptional convening power, the Council attracts the best minds, at the right time
to the right issues. Not representing a singular interest, the Council operates at the
level of the national interest, taking a systems approach in framing the problem and
developing solutions. The Council proactively engages all perspectives and forges
critical partnerships with stakeholders in the public and private sectors.

© Council on Competitiveness 2011
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CEO-Level Leadership Council and Steering Committee
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Council Board

Samuel R. Alien
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Deere & Company
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President
Rensselaer Polytechnic institute

Edward J. McEfroy
Chief Executive Officer
ULLICO inc.

Chartes O. Hotfliday, Jr.
Chairman Emeritus
Councii on Competitiveness

Deborah L. Wince-Smith
President and CEQ
Council on Competitiveness

industry Lead

James H. Quigley

Chief Executive Officer
Deloitte Touche Tohmatsu

Academia Lead

Susan Hockfield
President

Massachusetts Institute of
Technology

Labor Lead

William P. Hite

General President

United Association of Plumbers and
Pipefitters

National Laboratories L ead
George H. Milter

Director

Lawrence Livermore
Nationat Laboratory

STEERING COMMITTEE

Paul Alivasatos
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From Our Leadership

The Council launched its 3™ Miltennium Manufacturing initiative in June 2010 to tackle the challenges facing
manufacturing and drive the dialogue, policies, and programs necessary {o ensure the long term health of
American manufacturing. Our vision is a reinvigorated, vibrant, diversified, and technologically advanced
manufacturing sector that produces American jobs, economic growth, prosperity, energy sustainability, and
an improved ability to meet national security needs.

This report, IGNITE 1.0, provides the first set of recommendations informed by interviews with
manufacturing CEOs and other senior executives. In June, we will release IGNITE 2.0 which will include
insights and recommendations from university leaders, and in September, we will release IGNITE 3.0,
which will provide thoughts and recommendations from iabor leaders. Beyond these three reports, there is
much more to be done. America needs a fresh and proactive strategy with a well articulated and optimistic
message.

Using the three sets of interviews, research, analysis, and a series of strategic dialogues with our Steering
Committee, Executive Advisory Committee, and federal government partners, the Councii will develop and
present a comprehensive and in-depth 3™ Millennium Nationat Manufacturing Strategy. We will explore the
entire manufacturing ecosystem and full product life-cycles, ranging from design and engineering to
production, remanufacturing, and disposal. The strategy will be presented to private sector leaders, the
Administration, Congress, Governors, and other key stakeholders at a national manufacturing summit
convened in Washington, DC in December 2011 and will provide the Council with a framework for
developing ongoing implementation and monitoring efforts in 2012 and beyond.

Modern manufacturing is complex, involving socio-economic and technical issues which require deep
collaboration between government, industry, academia, and iabor ieaders to effect real change. We need to
identify, understand, and vigorously support necessary and sometimes radical changes and new policies if
we are to regain and retain our position of global leadership. If the United States loses the know-how to
manufacture things, then we will lose the know-how to develop and design things, and then we will lose our
ability to innovate, attract investments, improve our standard of tiving, and protect our national interests.

Lastly and most importantly, we are especially grateful to all of the CEOs for their willingness to share their
valuable thoughts and insights with the Council. We also want to thank our colleagues at Deloitte for ali
their support in conducting the interviews and preparing this report.
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Summary of Recommendations

Tax Policy

1.

2
3.
4

fnstitute overall tax reform and provide long term clarity and stability in corporate tax policies.
Enhance and make R&D tax incentives permanent.
Diminish the cost of repatriating earnings.

Develop more giobally competitive corporate tax rates.

Energy Policy

1.

Outline a comprehensive energy policy that encourages reinvestment in current infrastructures,
pursues energy efficiency and conservation, and balances investment across a diverse portfolio of all
fuel sources — including solar, wind, and nuclear — while tapping critical U.S, assets in coal, naturaj
gas, and offshore oil.

Immediately begin pianning to increase the use of nuclear power.

Increase collaboration with businesses when drafting new regulations to ensure that they are cost-
effective, attainable, and empioy available technologies.

Improve and modernize the U.S. electric grid to increase short and long term reliability and develop
the infrastructure needed to facilitate the inclusion of the significant amounts of energy expected and
to deliver considerable energy from alternative sources.

Incentivize the use of cleaner and more abundant fuels, like natural gas, to supplement the transition
away from of oil and coal.

Trade Policy

1.
2,
3.

Develop a new trade promotion and fast-track authority.
Create a more comprehensive and competitive export trade contro! process.

Ensure U.S. rights under existing trade agreements are enforced, and ensure compliance with WTO
rules and regulations.

Create pro-business relationships with alt trading partners, especially emerging market countries, and
aggressively pursue closure of a commercially meaningful WTO Doha Agenda.

Regulatory and Legal Environment

1.

Collaborate with government and business leaders to create policies enabling appropriate evaluation
to be conducted through a lens of global competitiveness in place of a U.S centric view.

Develop a benchmarking process to analyze the impact of regulations from a holistic global
competitiveness perspective.

Diminish the cost and complexity of regulatory compliance.
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Science, Technology and Inspirational Goals

1.

Establish a consortium of business, university, fabor, and public sector leaders to establish daring
long term goals with a 15 to 20 year development horizon and then work collaboratively to craft
policy, investment, and development programs - as well as education and other physical, technology,
and intellectual infrastructures - that support progress towards those goals.

Strengthen intellectual property protection, particularly in emerging markets, and ensure investments
in science, technofogy, and innovation provide maximum iong term return to the U.S.

Infrastructure investments

1.

Improve ports, railroads, roads, nuclear facilities, the electric grid, and IT infrastructures. Priority
should be given to projects that improve export capabilities and efficient movement of goods in, out,
and throughout the U.S.

Increase incentives for infrastructure projects within the private sector and encourage more private-
public partnerships.

Access to Talent

Reform visa and green card processes that create backlogs which block access to talent,

Benchmark visa best practices from other countries that are successfully attracting and retaining top
science, technology, engineering, and mathematics (STEM) talent.

Create opportunities for scientists and engineers born outside the U.S. to become an integral part of
U.S. competitive capabilities instead of focusing primarily on border protection.

U.S. Education in Science and Technology

1.

Focus educational curricuia on developing STEM skills. Develop flexible education tracks that foster
STEM literacy through community colleges, vocational trade schools, work training programs, etc.

Empower performance-based legisiation such as the America COMPETES Act, the Elementary and
Secondary Education Act, Investing in Innovation, and Race to the Top and Teacher Incentive funds.

Develop federally funded programs that promote and market manufacturing as a high-value and vita!
industry with rewarding long term career opportunities for high school and college students in the U.S.

Subsidize state universities’ efforts to attract higher caliber students to STEM programs and increase
the number of graduates.

© 2011 The Council on Competitiveness 3
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U.S. Manufacturing Competitiveness

From the conclusion of World War H to nearly the end of the 20" century, the United States was
recognized as the world’s leading manufacturing economy by most any metric: productivity, innovation,
scale and quality of products, or workforce quality. The country’s strong industrial base and highly
talented workforce pioneered innovations and technological advancements, elevating the standard of
living for its citizens and its rapidly growing middie class to levels that were the envy of nations worldwide.
A strong industrial complex retooled for post-WWil consumer demands, and a favorable export
environment driven by post-war rebuilding efforts abroad, heiped to establish the United States as the
leading global manufacturer. As a result, the competitiveness of U.S. manufacturers and the prosperity of
America’s people rose to an ali-time high. .

As the 21% century dawned and developing nations began their drives to improve the prosperity of rapidly
growing middle classes, they placed increasing emphasis on developing manufacturing-based economies
that would produce high-value jobs and leverage the multiplier effect that a robust industrial base creates.
This in turn fed to the creation of strong supporting infrastructures, education programs, and pro-business
public policies that attract foreign direct investment. Taken together, these factors have given rise to
strong domestic consumer markets abroad.

Consequently, the U.S. manufacturing sector today faces unprecedented chalienges. According to the
2010 Global Manufacturing Competitiveness Index’, which is based on input from over 400 C-suite
manufacturing executives around the world, the U.S. ranks fourth in globai manufacturing
competitiveness behind China, India, and South Korea, and is expected to fall to fifth by 2015, based on
the input of these executives. As a resuit, the United States has been challenged to create high value,
manufacturing-driven job growth which, in turn, has become a tremendous challenge for both
policymakers and business leaders keen on maintaining the prosperity of the American working middie
class.

Executives participating in the 2010 Global Manufacturing Competitiveness Index’ research effort
identified 10 broad areas that they believed define the manufacturing competitiveness of a country.
Topping the list of competitiveness drivers is talent-driven innovation, followed closely by the cost of fabor
and materials, energy costs and policies, economic development, trade, central bank and finance
policies, and the quality of the infrastructure. While market forces had a significant impact on the
competitiveness of a country, executives stressed that government policies critically affect manufacturing
competitiveness, and a country’s ability to compete in international markets.

In the view of survey respondents, today’s increasingly borderiess giobai economy and the emergence of
new industrial powers represent both prospective threats to America’s fong term economic health, as weil
as opportunities to leverage new technologies to revive the industrial base, improve competitiveness,
grow high vaiue jobs, and increase prosperity in America today and for years to come. To succeed,
significant and complex challenges must be tackied, and the Councit on Competitiveness has undertaken
a significant effort to address these challenges and to improve America’s long term competitiveness.

To learn more about the role government policy piays in national competitiveness, the Council sought
short term and long term policy recommendations from CEQs and other senior manufacturing executives
that could improve manufacturing competitiveness, and drive high value job growth, innovation, and
sustainable prosperity in the U.S.

® 2011 The Council on Competitiveness
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Approach & Methodology

Between September 2010 and January 2011, on behalf of the Counci
on Competitiveness, senior leaders at Deloitte 2 held discussions with
approximately three dozen senior executives. These executives
represented some of the world's targest manufacturing organizations
headquartered in the U.S., and a number of key small and medium
sized manufacturers, a demographic which represents the bulk of all
U.S. manufacturing empioyment. These companies, spanning a large
swath of manufacturing employment, included diversified
manufacturing, process and industrial products, consumer products,
automotive, aerospace and defense, technology, life sciences, and
both public and private enterprises. Participating companies included
firms like Applied Materials, Deere & Company, Dow Chemicat 3. Economic De

Company, DuPont, PepsiCo, Bayer Corporation, Procter & Gamble, and Trade P

Ford Motor Company, Chrysler Corporation, Lockheed Martin - Central Bank and Finance
Corporation, ACE Clearwater Enterprises, General Electric, and many
more. These discussions were done on an individual basis, typically
occurring in the executive’s office, with a handfut occurring over the
phone. These hour long discussions sought the executive's
perspectives on:

following 10 a

Human C

nvestm
opment Pol

i . . cience, Technology and
» The U.S. and global economy, including expected growth, the innovation Policies

shape of the recovery, and vuinerabilities relative to short term and Investments
long term economic prospects.

« Short term and long term recommendations on what federal and >
state policy makers should do to improve U.S. manufacturing 9 re Policies and
competitiveness, reinvigorate the industrial base, create jobs, and Systen
drive a sustainable economic recovery. ). Other

« Important areas their individual company’s must address to
compete effectively over the next five years with their closest giobal
competitors.

Key Insights & Recommendations

The following report outlines key short and long term measures executives identified as critical to
revitalizing and sustaining the U.S. industrial base, a key driver of prosperity and economic strength.
Executives consistently noted that success hinged on the ability of the public and private sectors to work
together and have open, honest, on-going productive dialogues focused on creating an environment in
the United States that promoted competitive manufacturing — an environment that, among other things,
creates and maintains a competitive cost structure, balances regulatory policy, spurs investment,
supports globalization and attracts, deveiops, and retains the very best talent required at all levels of the
manufacturing process. Executives aiso consistently noted that the results of certain investments in
areas like education would be realized in the long term, but that action on these fronts shouid begin
immediately. Other areas of focus noted by executives, including tax reform and energy policy, would
have an immediate, positive, and meaningful impact on America’s ability to compete globally, provided
that proposed policy changes balance public and private sector needs, and are enacted with a long term
competitiveness outiook in mind.

® 2011 The Council on Competitiveness
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Passion for the U.S. and Manufacturing

Throughout the interview process, a palpable passion for manufacturing competitiveness was conveyed
by respondents that is difficult to capture in this summary. Though the thoughts and opinions of the
participating CEOs were diverse, depth of passion for a giobally competitive U.S., and the importance of a
robust and innovative manufacturing base to our economic future emerged as common themes.
Participants made it exceedingly clear that these factors were inextricabiy linked to our short and fong
term prospects for job creation, security, and prosperity as a nation today and tomorrow, for our chiidren
and our grandchildren. For some, these sentiments were expressed through anger and frustration over
what one executive called a, “steady and unnecessary decline in the U.S. industrial base over a long
period of time as the result of seif-inflicted poficy wounds, as opposed to the rise of any new super-power
manufacturing nations.”

Most opinions, however, conveyed an unwavering belief that the U.S. had the resources, the capabilities
and the will to be the most competitive manufacturing nation in the world in the 21 century, given a new
approach to setting public policy. Most believed this new path needed to focus on national
competitiveness and the challenges facing manufacturers of all sizes, in order to remain one step ahead
of global competition.

it is noteworthy that the tone of the responses grew more cautiously optimistic following the November
mid-term elections. And as the interviews wrapped up in December 2010 and January 2011, executives
openly looked forward to the opportunity for dialogue, the prospects for policy and regulatory balance,
and a resurgence of U.S. manufacturing competitiveness.

21st Century Principles for a Competitive American Industrial Base

The executives interviewed represent diverse backgrounds, experiences, and countries of origin. Some
approached the discussion as a deep and specific point-by-point policy dialogue, while others spoke in
broad terms, stressing key concepts and the most important policy actions necessary. Al had given the
topic considerable thought, and it was clear most gave public policy issues meaningful attention on a
regular basis. Several executives also offered insightful intellectual frameworks in which to discuss
manufacturing competitiveness. The most compelling of these were offered as core principles for the
creation of a competitive 21% century U.S. manufacturing complex. These are principles that many CEOs
believe need to be broadly understood and embraced by today’s policymakers in order to better deveiop
and implement the recommendations offered through these efforts. The integration of the key principles
offered by these executives is as follows:

1. Policymakers shouid strive considerably less to seek to create a single, specific, concrete
industrial policy for the future of U.S. manufacturing and much more to develop an achievable set
of goals that ensures the U.S. is the most vibrant and attractive pface to do business, the greatest
place in the world to innovate, make things, prosper, and grow.

2. Creative destruction of businesses and jobs is at the very core of competition, and as such,

policymakers should stimulate new business creation, new job creation, and foster the most
dynamic environment possible, in lieu of saving jobs or industries.

© 2011 The Council on Competitiveness
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3. Productivity is a good thing. Higher productivity will always be necessary to stay competitive on
the global stage. But productivity will result in greater efficiency, which means less labor will be
required to perform a given task. This creates a heaithy economy as long as businesses are
innovating, and public policy is stimulating new business creation, new job creation, and attracting
investment to drive the creation of new jobs.

4. Global economics is not a zero-sum game. A job created somewhere eise in the world is not the
loss of a job in the U.S. Our global trading partners must grow their economies in order for the
U.S. to grow its own economy. Similarly, U.S. businesses must grow both domestically and
abroad.

5. Freedom of movement is an essential driver of national competitiveness today. Movement of
capital, laborers, scientists, engineers, and ideas is a critical element of a competitive and
dynamic nation.

6. Manufacturing is much broader, more diverse, and has a higher multiplier on the economy than at
any previous time in history. Manufacturing includes all facets of research, deveiopment,
production, sales, distribution, logistics, customer service, marketing, and support. it extends
from the making of physical products to the production of software, an increasingly important
component integrated across the manufacturing spectrum into increasing numbers of physical
products. Properly understanding the breadth of today's manufacturing and its multiplier effect on
the domestic economy is essential to enacting public policy that ensures that the United States
will be competitive in the long term.

Consequences of Uncertainty

An overarching concern that was consistently and nearly unanimously expressed by executives was
policy, legislative and regutatory uncertainty. Executives suggested that this uncertainty directly impacted
both short and long term decision making. Many participants emphasized that as business leaders, they
routinely develop strategic business plans and make supporting investments with 10 to15-plus year
horizons, yet are faced with a reality in which poticies do not provide enough long term clarity or stability
to make these decisions without a significant sense of uncertainty. in particular, many suggested that this
uncertainty overshadowed their investment processes which focused on the critical costs and
competitiveness variables.

Ciarity and permanency of R&D tax credits, competitive tax rates, ratification of free trade agreements,
tort reform, health care policy, financial reforms, labor policy, innovation policy, energy policy, and carbon
regulation policy were ali examples cited by executives of policy areas where competitive policies
developed and enacted with clarity and maintained with stability would provide tremendous opportunities
for American manufacturers. Many suggested that resolving these policy questions would afford
businesses the opportunity to make long term investments in the labor force, improve manufacturing
processes, develop new products, and implement cutting edge technology with greater certainty. In doing
so, they could advance U.S. manufacturing competitiveness and stimulate domestic job growth.
Executives applauded recent agreements in the areas of tax policy and global trade, yet felt uncertainty
remained high, and that many opportunities still exist for business and policy leaders to collaborate on
creating long term competitiveness solutions and limiting uncertainty.

© 2011 The Councit on Competitiveness
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Recommendations

A majority of the executives noted that changes to the following areas would offer immediate, positive,
and meaningful improvements to the ability of U.S. businesses to compete effectively in global markets.
There was aiso a general recognition that many of these recommendations should be implemented soon
in order to realize long term benefits and competitiveness advantages.

Tax Policy and Deficit Reduction

Many of those interviewed indicated that if the overali corporate tax rate of the United States were closer
to our largest trading partners, American companies would be more competitive. High corporate taxes
result in a reduced ability to invest, and global competitors with lower rates are able to invest more. Many
felt a tax rate comparable to other strong manufacturing countries would improve American corporations’
ability to invest, innovate, and be more competitive globally. A benchmarking study with other global
manufacturing powers would be helpful in order to understand differences between corporate tax
structures, and by extension, America’s competitiveness.

Improving U.S. companies’ ability to repatriate cash from abroad was often cited as another means to
boost the domestic economy and U.S. competitiveness. Many executives interviewed believe that, ata
minimum, U.S. policy shouid designate a brief period in which cash could be repatriated at a lower tax
rate. When simiar policy measures were enacted several years ago, there was a dramatic influx of cash
into the U.S., which was then funneled back into the economy.

Long term, many participants feit that a territorial tax rate policy should be developed. This could allow
American corporations to increase investment in the U.S. and shrink the current federal deficit.

The federal deficit was repeatedly cited as a major concern in the iong term, but executives also felt that
immediate action was needed to reduce the deficit, and very importantly, the borrowing costs for the U.S.
Moreover, the executives argued that excessive federal debt would be a drag on growth in the iong term,
and adversely impact current and future manufacturing product and process innovations and future
productivity gains.

Finally, a significant majority felt that the time was right to begin a major tax policy overhaul consistent
with ideas advanced by the President’s Bipartisan Deficit Reduction Committee. interviewees argued tha
this would have a dramatic, positive, and long lasting impact on America’s competitiveness across all
industries.

In particuiar, executives recommended the following actions be considered:

1. Institute widespread tax reform and provide long term clarity and stability on overall corporate tax
policies to promote investment in the United States and strengthen U.S. competitiveness.

2. Enhance and make permanent R&D tax incentives. Our ability to innovate and develop
technological advances is key to our competitive advantage in the future. Therefore, we must
invest in long term basic and advanced research to stay ahead.

3. Decrease the cost of repatriating earnings — either by creating a territorial tax rate policy or by
minimizing the payback difference between foreign and U.S. tax rates. The U.S. is the only G8
member that does not employ a territorial tax rate policy - a taxation policy where governments
tax only the income earned inside their borders. We need to provide U.S. headquartered
companies the same competitive advantages that our major trading partners provide for
companies headquartered within their borders.

© 2011 The Council on Competitiveness
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4. Develop more globally competitive corporate tax rates. Executives applauded the recent
continuation of tax adjustments, but, as previousiy noted, felt that consistency over the long term
would be even more beneficial in reducing uncertainty and increasing investment.

Energy Policy

Many discussions with executives strongly suggested that a clear energy policy in the U.S. is required to
address environmental and sustainability concerns, reduce uncertainty within the business community,
and make U.S. businesses more competitive in global markets. Executives noted that a long term,
realistic, competitive energy policy is critical to ensure a competitive business cost structure and to further
ensure an uninterrupted supply of energy. They believe such a policy would spur innovation on a
massive scale and encourage prudent capital investments into their U.S. business operations.

According to those interviewed, creating an energy policy that properly incentivized businesses and sent
clear market signais could drive investments that ease dependence on fossil fuels in favor of clean
energy sources, and lower the cost of energy when domestic resources become scarce. Most executives
favor meaningful environmental protection, applied equally on a global basis. They emphasized that
given the significant differences in viewpoints worldwide, it is important to focus on an internationat treaty
approach, one that would include input from both developed and emerging markets, crafted to reduce
dependence on fossil fuels in an equitable manner. Most agreed carbon regutation is necessary to
incentivize change, though no consensus existed on the particulars of the regulatory process.

Despite varying points of view, executives consistently recommended the following actions:

1. Create a comprehensive energy policy that encourages reinvestment in our current infrastructure,
pursues energy efficiency and conservation, and balances investment across a diverse portfolio
of aiternative fuels sources, including solar, wind, and nuclear. This policy shouid also tap
existing U.S. energy assets like coal, natural gas, and offshore oil.

2. Immediately begin planning to increase use of nuclear power, it being an available and scalable
low-carbon technology.

3. Increase coliaboration with businesses on new regulations to ensure they are cost-effective and
attainable. Regulations should also employ available technologies in an effort to increase
efficiency and advance competiveness while complying with new standards.

4. Restore and modernize the U.S. electric grid in order to grow capacity, improve reliability, and
integrate alternative energy sources as they develop.

5. Incentivize the use of cleaner and abundant fuels like natural gas to facilitate the transition away
from the use of oif and coal.

Trade Policy

Leveling the playing field with respect to international trade was of critical importance to the executives
interviewed, particularly because consumer demand continues to explode in emerging markets. Today,
approximately 95 percent of consumers are outside of the United States®. However, according to
executives, the issue of trade encompasses more than fair and equitable access to global markets. U.S.-
based manufacturing companies also rely on these markets for access to critical raw materials, innovative
technologies, talent and human resources, business partners to help penetrate new markets, and the
research, ideas, and capital necessary to sustain growth. Executives consistently noted that the ability to
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look abroad to increase sales, as well as to access leading technoiogies and attract highly educated
professionals is critical to spurring domestic economic growth and job creation.

Executives applauded recent free trade negotiations with South Korea, an agreement which may boost
U.S. exports by $10 biflion to $11 billion dollars and U.S. GDP by up to $12 billion if ratified ‘ They also
indicated that much work remains to be done. Some executives indicated that many free trade
agreements are unfair to critical industry sectors in the United States, with phase-in components that are
one-sided and detrimental to U.S. interests. Equally troubling is the lack of protection for intellectual
property rights in many agreements, a detriment to U.S. companies operating overseas.

Participants also noted that the concept of “fair and equitable” must apply to other aspects of the business
environment in other countries. in particular, labor laws and regulations concerning child fabor, working
conditions, human rights, and environmental and safety policies must be improved. A level playing field
would require a broad application of the key drivers of cost and competitiveness. Narrowly defined trade
policies alone will not be sufficient to competitively or fairly position U.S. businesses in the international
marketplace.

According to many of the participating executives, strong governmental advocacy for free and equitabie
trade, especially in emerging markets, in conjunction with advocacy against protectionist policies would
be valuable to U.S. businesses. Many expressed concern over America’s perceived migration towards
protectionism through policy, legislation and regulation. Executives aiso noted that their internationa!
business operations create a positive ripple effect in domestic business, and are often a significant source
of profit and job growth in the United States. Senior leaders at large muitinational and smalier domestic
firms alike indicated that their markets competitors were global.

Most of these executives also stressed that disadvantaging large muitinationals through ill-advised
protectionist policies disadvantaged the small and medium domestic manufacturers as well, as many of
these firms are critical partners in large and complex global supply chains. According to these
executives, in the global market of tomorrow, U.S. jobs will be increasingly dependent on international
business, meaning the dynamics of competition will no fonger be between large U.S. multinationals and
small and medium sized U.S. domestic manufacturers, but with large and small global competitors and
their supply chain partners. This is a new environment the participants hoped lawmakers wouid
understand.

In terms of export trade control, some felt the U.S. is protecting technology that is readily available
elsewhere. Some hoped policy leaders couid be more nimbie in developing capabilities that protect U.S.
technology and intellectual property in the rapidly evolving global supply chains and markets. Protected
technology should be reassessed in a timely manner in order for U.S. companies to compete globaily.

To level the playing field, executives recommended the following actions:

1. Develop a new trade promotion and fast-track authority to quickly establish free trade agreements
that are fair and equitable. Balance access to global consumers, spur investment, and keep pace
with our global competitors’ aggressive negotiating strategy to open new markets for companies
and workers.

2. Create a more comprehensive and competitive export trade controi process to ensure U.S.
companies are not exposed to overly burdensome protectionism of goods and technology.

3. Ensure U.S. rights under existing trade agreements are enforced, while ensuring compliance with
WTO rules and regulations, minimizing unacceptable obstructions to trade, currency
manipulation, restricted access to markets, and violation of intellectual property rights.
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4. Continue efforts that create pro-business relationships with all trading partners, especially with
emerging markets, so that conducting business in and exporting to these emerging markets is
less complex and more equitable for ail parties. The U.S. must also aggressively pursue closure
of a commercially meaningful WTO Doha Round.

Regulatory and Legal Environment

Executives interviewed for this report felt that U.S. companies would benefit from a new approach to the
regulatory process. Specifically, they suggested that regulators adopt a method for assessing proposals
and actions through a global competitiveness lens, with perspective developed through consistent and
ongoing dialogue with business leaders. Participants suggested that this methodology is far more likely
to yield effective regulations that minimize regulatory burdens, promote competitiveness, and can be
implemented quickly. Executives of small and mid-sized companies interviewed for this report noted that
their companies feel the full impact of domestic regulatory policy and typically do not have the option to
set up operations in other areas of the globe. Therefore, the overall environment for small and medium-
sized businesses is becoming more challenging vis-a-vis their global competitors, as these companies
don't have the financial resources to address increasing compliance costs and complexities.

Many executives noted that increasingly complex regulatory and legal environments pose significant
challenges for their companies. For example, overlapping federal, state, and local regulations are difficult
to understand and navigate, and can be very challenging for the typical manufacturing organization.
Patent processes, FDA guidelines, EPA guidelines and mandates, and other regulations were specifically
noted as areas of concern. They identified these regulations as barriers to developing new products and
innovation in the production process. Many executives felt a more balanced system would significantly
increase the potential for innovation. While executives cited the significant costs of defending against a
steady stream of lawsuits, several respondents went deeper, pointing to other hidden costs. Some of
these costs include the challenge of attracting FD! in the U.S., where threats of fawsuits make
investments riskier, and exceptional verdicts could destroy a company’s balance sheet.

Finally, many executives indicated that the complexity of facility permitting dramatically slows a
company’s ability to invest in new plants, new research and development facilities, and new operations of
all types. Limited ability to invest in these critical areas retards a company’s ability to rapidly respond to
globhal competitors, slowing or inhibiting U.S. job growth.

To address these concerns, executives recommended the following actions:

1. Develop policies coflaboratively with government and business leaders so appropriate evatuation
can be conducted through a iens of giobal competitiveness instead of a U.S .-centric perspective.
This will promote reguiation with fewer unintended consequences while encouraging creative and
efficient approaches. Regulatory changes must be supported over the long term to afford
businesses an opportunity to make strategically sound business investments.

2. Develop a benchmarking process that appreciates the consequences of reguiation from a giobal
perspective. Policymakers should analyze proposed reguiation through the lens of giobal
standards to avoid stagnating U.S. growth.

3. Cutthe cost and compiexity of compliance with regulations; where different agencies have
overlapping jurisdiction, collaborative efforts to harmonize and simplify rules and processes will
greatly reduce companies’ expenses while achieving the regulatory standards.

© 2011 The Council on Competitiveness
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Science, Technology and inspirational Goals

Executives frequently suggested that federally supported long term goals have been catalysts for
innovation and advancement in science, technology, and the competitiveness of the United States. From
breaking the sound barrier, to landing a man on the moon, to nuclear energy — advancements have been
achieved through cutting edge research and development, often spurred by bold goals set by the U.S.
government. Moreover, the federal government has supported these goals with assertive science and
technology policies, and the requisite long term funding to achieve success. Many executives suggested
that the U.S. government should once again take a strong leadership role and establish significant
scientific goals, enabled by policy, which could drive meaningful advancement and innovation. They feit
that doing so would benefit universities and businesses of all sizes that play a role in the research
process. They also felt these investments would spur the competitive U.S. spirit, inspiring additional
investment in innovation and promoting the cultivation of highly skilled scientists, engineers and workers,
as well as the manufacturing capabilities required to advance U.S. competiveness for decades to come.

To reach this objective, executives recommended:

1. Policy leaders should establish a consortium of business, university, labor, and public
sector leaders to establish bold long term goals with a 15 to 20-year development
horizon, and then work collaboratively to craft policy, investment, and development
programs - as well as education and other physical, technology, and intellectual
infrastructures - that support progress towards those goals.

2. Strengthen intellectual property protections, particutarly in emerging markets, and ensure
investment from the U.S. government and private sector in science, technology and
innovation provide maximum long term return to the United States.

Infrastructure investments

Executives repeatedly indicated that infrastructure investments are key to U.S. competitiveness and job
creation. This includes investment in railroads, road, and waterway infrastructures to offer flexibility in
transportation solutions, and to optimize U.S. transportation and shipping networks. Additionatly,
respondents identified the air traffic infrastructure as a key concern, along with the need to rapidly
modernize U.S. air traffic system technology. Many executives believed that undertaking these efforts
would improve export channels for U.S. manufacturers, make the U.S. an increasingly attractive focation
for foreign direct investment, and result in increased employment opportunities for workers, a
development which would drive consumer spending, spur the economy, and grow GDP. According to
those interviewed, the federal government needs to demonstrate greater leadership in building a 21
century world class manufacturing and business infrastructure to reinvigorate the domestic economy.

Executives recommended the following actions to address America's infrastructure chalienges:

1. Focus on improving ports, railroads, roads, nuclear facilities, the electric grid, and IT
infrastructures to ensure the U.S. remains an attractive place to live and do business. Priority
should be given to projects that improve export capabilities and the efficient movement of goods
in, out, and throughout the U.S.

2. Similar to the Federal-Aid Highway Act of 1956, recognized by many as the largest public works
project in American history, increase incentives for infrastructure projects within the private
sector, and encourage more private-public partnerships in an effort to more rapidly and efficiently
address the national infrastructure challenge.
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Access to Talent

To compete effectively in today's borderless economy, executives strongly emphasized that U.S.
companies need access to top science and engineering talent from all corners of the globe to drive world
class innovation and R&D. Executives indicated that reaching this goal will require more than improving
education. Advancing access to talent also demands policies that will improve and streamline America’s
ability to attract and retain the best and brightest students, experienced scientists, engineers, and
researchers from around the world. Effective immigration policies will both bring this talent to the U.S.
and make it possible for them to remain in America indefinitely without jeopardizing domestic security.

Current visa policies are complex, {imiting, and do not encourage employers to recruit or relocate science,
technology, engineering, and mathematics (STEM) talent from other markets for critical research and
innovation work. Many executives suggested that the U.S. government should employ best practices
from countries like Singapore, Participants indicated that Singapore seems to successfully target desired
talent sets, while easing the entry process into the country. Moreover, the national government facifitates
additional education in advanced disciplines and makes it more difficult for students to leave upon
graduation. Executives stressed that the battle to recruit, develop and retain the best talent is a key area
where countries and companies will increasingly compete with global rivals, and that rapidly identifying
and applying best practices couid help the U.S. stay one step ahead of global competitors in talent
cuitivation and retention.

Specifically, executives recommended the following actions:

1. Reform visa and green card processes to rapidly deal with backlogs that biock access to the
talent needed to energize the economy.

2. Adopt visa best practices from other countries that are successfully attracting and retaining top
STEM talent. )

3. Change the focus of immigration reform discussions and craft policy that creates opportunities for
scientists and engineers born outside the U.S. to become an integral part of the U.S. scientific
community instead of focusing on border protection.

U.S. Education in Science and Technology

The need to rapidly innovate and develop new products and processes ied executives to note a growing
gap between their needs and the STEM skills possessed by their employees. Many feit there is a
significant opportunity and need to transform the U.S. education system by placing special emphasis on
STEM from early education through advanced coliege programs. Additionally, executives proposed
incentives that reward educators and institutions based on performance, not on the number of graduates.
There are now more foreign students pursing advanced engineering degrees in U.S. schools than U.S.
students®. This trend exacerbates the challenge many U.S. companies face today given the visa and
immigration complexities previously outlined.

Transformation, according to many of the executives interviewed for this report, should start early in a
reformed U.S. education system. They felt that emphasis and effectiveness of STEM education at the
elementary and high school levels is ot sufficient, and noted that U.S. students are less interested and
performing more poorty in science and engineering disciplines. increasing emphasis on STEM education
in lower grade levels would result in greater long term interest in manufacturing, and lead more to
consider manufacturing as an attractive career. .

To address this issue, executives recommended the following actions:
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1. Restructure education curricula to focus more on STEM skiils, Doing so will
create a foundation for developing tomorrow’s scientists and engineers. Develop
flexible paths to help achieve STEM literacy, such as through community
colleges, vocational trade schools, working training programs, etc.

2. Promote performance-based legislation such as the America COMPETES Act,
the Elementary and Secondary Education Act, investing in Innovation, and Race
to the Top and Teacher Incentive funds.

3. Develop federally funded programs that promote and market manufacturing as a
high-value and vital industry with rewarding long term career opportunities for
high school and college students in the U.S. as researchers, scientists,
mathematicians, computer scientists, engineers, technicians, and advanced
machine operators. Focus on promoting highly advanced degrees and technical
training beneficial to improving U.S. manufacturing competitiveness.

4. Support state university programs that admit higher caliber students into STEM
focused programs and increase the number of graduates in STEM fields.

Concluding Comments

Generally speaking, many executives noted an absence of interaction between business leaders and
policymakers in the United States. Repeatedly, we heard comments from executives that suggest
American manufacturing corporations of all sizes are operating in a borderless economy, yet
policymakers have increasingly introduced, supported, and advocated bordered policies negatively
impacting firms, who in their quest to remain globally competitive, invest outside of the United States.
This has resuited in policies that are not effective in increasing U.S. manufacturing competitiveness, and
create many unintended consequences.

International business can contribute to a strong, successful and globally competitive economy, and can
fuel job growth in the U.S. in a variety of ways. Executives from both large and smatl manufacturing firms
indicated that an economic strategy focused exclusively on increasing manufacturing in the U.S. and
exports from the U.S. was not a viable or comprehensive approach in today's complex global market.

Many executives also noted the need for business and government to work more closely to make
America more attractive for investment. It was noted that closer public-private collaboration would also
increase the ability of U.S. based manufacturers to expand globally while providing quality, advanced
manufacturing employment opportunities for American workers.

Overall, interview participants clearly indicated the need for an American manufacturing strategy and
related industrial policies. Respondents suggested that the time for change is now, and that the window
of opportunity in which to take effective action is narrow. Today, the U.S. remains the world's largest
manufacturing economy. The domestic manufacturing sector is critical to the healthy recovery of the U.S.
economy and its fong term economic prosperity. To ensure America's manufacturing future, however,
effective and strategic change is required. in short, as one executive suggested:

“We need to develop a holistic vision and inspirational goals for the future, understand our
prosperity is tightly linked to our ability to make things, energize people around that vision, that
understanding, and those goals, and then go out and manufacture our future - and the future of
our grandchildren - together”.
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About the U.S. Council on Competitiveness
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End Notes

' 2010 Global Manufacturing Competitiveness Index. http://www,deloitte.com/assets/Dcom-
Global/Local%20Assets/Documents/Manufacturing/DTT_Global _Manufacturing Competiveness_Index_6
23 2010.pdf

? As used in this document, “Deloitte” means Deloitte & Touche LLP, Deloitte Consulting LLP, Deloitte Tax
LLP, and Deloitte Financial Advisory Services LLP, which are separate subsidiaries of Deloitte LLP.
Please see http://www.deloitte.com/us/about for a detailed description of the legal structure of Deloitte
LLP and its subsidiaries.

? White House Releases Report to the President on the National Export Initiative

http:/iwww whitehouse gov/the-press-office/2010/09/16/white-house-releases-report-president-national-
export-initiative

*Benefits of the FTA. http://www.uskoreafta.org/about/benefits-fta

% National Center for Education Statistics (2007). Computation by DAS-T Online Version 5.0 on

10/29/2007 using U.S. Department of Education, National Center for Education Statistics, 2003-2004
National Postsecondary Student Aid Study (NPSAS:04).
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Mrs. BoNO MACK. Thank you.
Dr. Boushey, you are recognized for 5 minutes, and again, I will
give you a 1-minute signal.

STATEMENT OF HEATHER BOUSHEY, SENIOR ECONOMIST,
CENTER FOR AMERICAN PROGRESS

Ms. BousHEY. I appreciate that. Thank you, Chairman Bono
Mack and Ranking Member Butterfield for inviting me here to tes-
tify today. My name is Heather Boushey and I am a senior econo-
mist with the Center for American Progress Action Fund.

Until we fill the demand gap, we will have continued unemploy-
ment, which in turn will continue to drag down economic growth.
Today’s high unemployment was caused by the mismanagement of
the economy in the 2000s, a financial sector only in service of its
own profit rather than fostering productive investments, and a
housing bubble, and we must address these root causes. The poli-
cies that will create jobs now are those that will make investments
that not only boost employment in the short term but lay the foun-
dations for long-term economic growth.

The private sector has been adding jobs every month for nearly
a year now and at a faster rate than in the 2000s economic recov-
ery. Even with the success of the Recovery Act in boosting job
growth, at this pace we will reach 5 percent unemployment for
many decades, and unemployment has stood at or above 9 percent
for a record 21 months, and there is growing evidence that many
workers may never find jobs at the level that they had prior to the
great recession. Job losses have been widespread and not only con-
centrated in the sectors hardest hit by the bursting of the housing
bubble. This directly contradicts the notion that the jobs crisis is
a structural problem.

The continuing slow pace of the jobs recovery stems from insuffi-
cient aggregate demand in the overall economy. Gross domestic
product grew at an annual rate of 2.8 percent in the fourth quarter
of 2010, the sixth quarter of positive growth in a row. Much of this
was due to the Recovery Act and other policies aimed at addressing
the fallout from the financial crisis. Yet our economy continues to
have a gap between what it currently produces and what it would
be producing if workers and the economy’s productive assets were
to be used at full employment.

Investment is the key to creating jobs now and building the foun-
dation for a higher-productivity future. Even though corporate
America is flush with cash, investment is at its lowest level in
more than four decades yet the cost of capital continues to be at
lows not seen since the 1960s. Small businesses continue to point
to a lack of customers, a lack of demand as their single most impor-
tant problem. The National Federation of Independent Businesses
reports that regulations are not nearly as important as poor sales.

In our economy, we need to spend at least $2.2 trillion over the
next 5 years just to repair our crumbling infrastructure. This
doesn’t even include things like high-speed rail, mass transit and
renewable energy investments we need to free ourselves from for-
eign oil and address climate change. Infrastructure has been a tra-
ditionally bipartisan issue and one that hopefully this Congress can
build a bridge across to address.
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I live here in the District of Columbia, and across the street from
me, a small business opened up a couple of years ago, a restaurant.
This small-business owner has had to deal with not one, not two
but three water main breaks because of the aging infrastructure
here in the District of Columbia, and each time that business
owner has had to close shop and not see customers, costing them
money.

We should not repeat the mistakes of the Great Depression with
austerity policies that will not create jobs. There has been much
talk this morning about the recent report from Goldman Sachs that
estimates that the House-passed federal bill will decrease economic
growth, and I would like to note that this was as reported by ABC
News, these were estimates for their clients. These are people that
are investing in America and they are trying to tell them how the
policies here in Washington are going to affect economic growth,
and I think that we should take their estimates very seriously. At
the same time, we have heard Mark Zandi estimate that these poli-
cies that were implemented in the budget passed by the House will
lead to fewer jobs here in the United States, an estimate of 700,000
by the end of 2012.

I want to note that the most important reason for the rise in the
deficit was rising unemployment and falling incomes. Economists
estimate that had Congress done nothing, the deficit would have
ballooned to more than two and a half times as large as it actually
will.

And let us remember, it was deregulation that was brought us
today’s excruciatingly high unemployment. Last month the Finan-
cial Crisis Inquiry Commission clearly placed the blame for the cri-
sis on the lack of oversight and regulation of the financial sector.
As we move forward in terms of thinking about regulation, we need
to make sure that it not only works for business but that we don’t
end up right back here in a few years because we are not focused
on making sure that business also works for America.

Finally, we need to make sure that if our goal of our trade poli-
cies is job creation, then we need to evaluate whether or not these
policies will indeed create jobs here in the United States and
whether or not they will reduce our trade deficit and on net create
jobs. Recent empirical research shows that local labor markets that
have seen increased exposure to Chinese imports have had higher
unemployment, lower labor force participation and reduced wages.

We need jobs now and we need the kind of investments that will
transform our economy and renew long-term prosperity. Thank
you.

[The prepared statement of Ms. Boushey follows:]
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Thank you, Chairman Bono Mack and Ranking Membet Waxman for inviting me here today to
testify on the innovations in job creation and economic growth. My name is Heather Boushey and
I'm a Senior Economist with the Center for American Progress Action Fund.

The challenges workers face today are tougher than they’ve been in generations. The Great
Recession wrought havoc in the lives of millions of families, and the ensuing economic recovery,
while gaining strength, offers little hope of sustained job creation without targeted government
investments. The policies that will create jobs are those that will increase aggregate demand by
making investments that not only boost employment in the short term but also lay the foundations
for long-term economic growth.

Until we fill this demand gap, we will continue to have unacceptably high unemployment, which in
turn will continue to drag down economic growth. Unemployment—the ultimate unused capacity—
is a terrible thing. Allowing it to fester when you have tools at your disposal to alleviate it sends a
message that government policymakers don’t really care about the very real hardships families are
facing or don’t recognize the enormous waste of human potential.

The real question, then, is whether policymakers will focus on not repeating the mistakes of the
Great Depression and rather continue to focus on boosting government investments until the
economic recovery solidly takes hold.' Jobs will not be created by limiting necessary government
regulation, repealing the Affordable Care Act, cutting spending, or focusing on the short-term
federal budget deficit. In particular, I would caution all of you about focusing too much on the
short-term deficit, which 1s not due to overspending but rather due to the failed economic policies
and two unfunded wars of the Bush administration, and the higher costs and lower tax revenues
caused by the Great Recession and the Bush-era tax cuts that were then extended this past
December.

We need to ensure that government programs operate effectively and efficiently. But pursuing these
necessary reforms should not be done in lieu of making the kinds of investments our economy and
our nation need to create millions of new jobs to boost futute tax revenue and long-tesm,
sustainable economic growth.

In my testimony today, I will make three key points:



154

* The unemployment problem continues to be caused by too little aggregate demand.
If we want to help the unemployed then we need to address the output gap—the gap
between what our economy is producing and what it could be producing at full employment.

¢ Today’s unemployment is not a structural problem. The Great Recession caused the
record-high numbets of unemployed and the record-long spells of unemployment that we’ve
seet.

¢ Funds spent on benefits and services designed to help the unemployed find new
work have mitigated, not exacerbated the problem. The best economic evidence is that
unemployment benefits and transitional jobs programs have helped, not hurt, the current
economic recovery. What's more, by boosting economic growth, the actions we’ve taken
have actually made the long-term deficit smaller than it would have been without action.

Today’s high unemployment is a function of the reality that there simply aren’t enough jobs to go
around because there is not sufficient demand in our economy. The shortfall in aggregate demand
amounts to almost 6 percent of U.S. gross domestic product, primarily due to lost investment and
lost employment resnlting from the burst of the real estate bubble and the ensuing Great Recession.
This is the output gap that we need to fill in order to make our economy whole so that everyone
who wants to work can find a job.

While the economy has been growing for six quarters now, businesses have not yet begun to ramp
up hiring. High unemployment not only creates significant hardships for individual families; it
continues to threaten the economic recovery: The unemployed can’t spend what they don’t earn,
which is why high unemployment directly adds to our nation’s aggregate demand problem. Thus,
there is a direct link between lack of hiring and future economic growth.

To address this, Congress should focus on three specific policy goals:

* Focus on policies that boost aggregate demand and investment in our economy.
Investment—including investment in infrastructure—is the best way to ramp up
employment now while building the foundation for a high-productivity future. This is why
policymakers should make sure our investments focus on job creation.

* Stop adding to the problem of unemployment. Once somcone loses their job, they face
historically low odds of finding a new one. Congress should seek to ensure that those who
are working can stay in their jobs.

e Help the long-term unemployed beat the odds and find wotk. We know from decades
of research that the displaced and long-term unemployed are more often at the bottom of
the hiting queue, and as a result often suffer years of lowered earnings. Congress should
consider reinvigorating the TANF Emergency Funds that put people to work in public-
private partnerships.

And, I will note, at this point in the economic recovery, the costs of inaction continue to far
outweigh the costs of action. While we need to keep our eye on a growing federal debt, addressing
the scourge of long-term unemployment now will do more to cut future deficits than not. Millions
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of unemployed pay much less in taxes now than they will once they get back to work, which is one
reason why getting our economy growing again is the most important thing we need to do to
address our budget woes.

Insufficient aggregate demand is hindering job creation

The unemployment problem continues to be caused by too little aggregate demand. If we want to
help the unemployed, we need to address the output gap—the gap between what our
economy is producing and what it could be producing at full employment.

U.S. gross domestic product, or GDP, grew at an annual rate of 3.2 percent in the fourth quarter of
2010, the sixth quarter of positive growth in a row.” Much of this growth would not have happened
without the American Recovery and Reinvestment Act of 2009, or ARRA, alongside other policies
aimed at addressing the fallout from the housing and financial crises in the last two years of the Bush
administration.

Yet, our economy continues to have what economists call “excess capacity,” which means there is
not enough demand for all the goods and services we have the capacity to produce, and thus not
enough demand for more workers. As of January 2011, capacity utilization was 76 percent, 4.6
percent below its average from 1972 to 2009.” Excess capacity is a technical term that economists
use to describe what Americans are currently seeing every day around them—excruciatngly high
unemployment, especially long-term unemployment, and the devastation it causes families and
communities all around our nation.

Another way to measure excess capacity is the “output gap,” ot the gap between what our economy
currently produces and what it would be producing if workers and the economy’s productive assets
were to be used at full employment. The output gap is equal to almost 6 percent of our total gross
domestic product (see Figure 1). This is down from 7.5 percent when growth was at its nadir, just
before ARRA was passed and signed into law.*
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FIGURE 1
U.S. gross domestic product: actual and potential
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What's more, we ate now in anothet jobless recovery while corporate profits soar. From December
2008 to September 2010, profits in the nonfinancial corporate sector rose in inflation-adjusted terms
by 92.0 percent before taxes and 93.3 percent after taxes. In September 2010, profits were at their
highest point since at least September 2007, several months before the start of the Great Recession.”
The nonfarm nonfinancial business sector is holding more than $1.9 trllion in cash, totaling 7.4
petcent of total corporate assets in the third quarter of 2010—the highest level since the fourth
quarter of 1959.°

We can sce the lack of urgency to hire across the private sector due to lack of demand in a wide
array of data. The National Federation of Independent Businesses, for example, continues to report
that its members-—most of whom have fewer than 40 employees—sce a lack of sales as the key
factor that they are concerned about.” This is an aggregate demand problem: Businesses don’t see
enough demand for products, which then hampers hiring. The Federal Reserve’s survey of senior
loan officers also shows that while banks arc lending for mergets and acquisitions, which often lead
to job losses, they are not lending for investment in plants and equipment that will create jobs and
expanding economic oppottunities.”
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Even though corporate America is flush with cash, investment is at the lowest level in more than
four decades. So far in this business cycle, from December 2007 to December 2010, business
investment has averaged 10.3 percent of GDP, the lowest average for four decades. This low level of
investment is not because of the cost or avatlability of capital, which continues to be at lows not
seen since the 1960s.”

Without investment, our resources—the American people—languish in unemployment. A key
challenge for policymakers is sorting out how to encourage investment.

Thus, while the recession ended in June 2009, for everyday Americans there hasn’t been a
recovery. The private sector has been adding jobs every month for nearly a year, averaging 106,000
jobs per month over the past three months." This is a faster pace than economic recovery in the
2000s but at this rate we won’t reach 5 percent unemployment for decades (see Figure 2)."" But the
current pace of job growth is insufficient for labor market recovery in any relevant time frame.

FIGURE 2
Employment projections under four growth scenarios
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There ate neatly five workers secking a job for every opening available (see Figure 3). In typical
economic times-—before the Great Recession—-there were about one and a half job seekers for
every job opening.” Unemployment has stood at or above 9 percent for a record 21 months and -
economists predict it will remain this high at least through 2011.” Nearly half of those unemployed
(43.8 percent) have been job searching for at least six months.™

FIGURE 3

Ratio of unemployed workers to reported job openings,
monthly, 2000 to 2010
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High unemployment has long-term consequences for workers and their families as well as our
economy overall. The more than 6 million unemployed workers who have been searching for a new
job for at lcast six months are unable to make use of their skills or contribute to our nation’s
productive capacity. Consider these facts: Average mature workers who lose a stable job will see
their eamings fall by 20 percent over 15 years to 20 years, and the labor matket consequences of
graduating from college in a bad economy are large, negative, and persistent.”

Many wotkers may never find jobs at the income level of the jobs they lost duting this Great
Recession. Recent data from the Bureau of Labor Statistics find that as of last year at this time
among those who wete displaced from their job—permanently losing their job or laid off hecause
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their employer’s plant closed or business failed—between 2007 and 2009, just half (49 percent) were
re-employed. This is the lowest re-cmploytment rate on record for the series, which began in 1984.
Of those re-employed in full-time work, more than half (55 percent) were earning less than they had

priot to job displacement.’

The unemployed cannot spend what they don’t earn, a fact that threatens economic
recovery. Families that receive unemployment insurance benefits typically spend these benefits
rather than save them. To put some back-of-the-envelope numbers on this, think of it this way: The
typical worker brings home about $40,000 annually, but with neatly 14 million out of work and
without unemployment benefits, our economy would shrink by about $600 billion."” It’s that gap
that unemployment insurance fills. And that’s why unemployment insurance is critical to sustaining
the economic recovery, and why we can’t just fill the output gap with tax cuts. In a report for the
Department of Labor, Wayne Vroman, economist at the Urban Institute, estimated that the
unemployment insurance system closed about one-fifth (18.3 percent) of the shortfall in the nation’s
GDP during the Great Recession."

Funds spent on benefits and services designed to help the unemployed
find new work have mitigated, not exacerbated the problem

Unemployment benefits are good for the economy and in high-unemployment times such as in the
current labor market, and they do not hinder workers from finding employment. The argument that
helping the long-term unemployed encourages them to remain unemployed rather than seek work
ignores the reality that there are nearly five job seckers for every one job opening, Furthermore, a
number of new research papers show that unemployment benefits do not extend spells of
unemployment in any economically meaningful way.

Research from the 1970s and 1980s that examined when people exit unemployment benefits found :
“spike” in workers exiting just as their unemployment benefits expired. Yet much of this research
relied on data that only measured exit from benefits—not whether the individual actually hecame re-
employed. A key paper in the eatly literature was by Harvard economist Lawrence Katz and
University of Chicago economist Bruce Meyer, which found there were sharp increases in the rate at
which workers with unemployment benefits exited unemployment for employment-—increases that
coincided with the tune when unemployment benefits were likely to lapse. But there was no such
spike for those who did not receive unemployment benefits.”

In testimony before the U.S. Congressional Joint Economic Committee in April 2010, Katz himself
noted that “much of the responsiveness in this analysis came from firms and industries using
temporary layoffs and the sensitivity of recall dates to unemployment insurance benefits.”™
Temporary layofts are less common now than during the 1970s and early 1980s downturns. More
recent research suggests only modest effects of unemployment benefits on the timing of finding
employment:

¢ San Francisco Federal Reserve economists Rob Valletta and Kathetine IQuang analyzed data
on unemployed individuals during the Great Recession and calculated that, in the absence of
extended benefits, the unemployment rate would have been about 0.4 percentage points
lower at the end of 2009, or about 9.6 percent rather than 10 perccnt.21
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® DBased on existing empirical tesearch using U.S. data, University of California, Berkeley,
economist Raj Chetty noted that a 10 percent increase in the value of Ul benefits increases
unemployment durations by 4 percent to 8 percent.”” Using unique panel data from Austria
that actually links receipt of unemployment benefits and employment, which is not available
in U.S. administrative panel data, Chetty and fellow UC Berkeley economist David Card
found that “fewer than 1 percent of jobless spells have an ending date that is manipulated to
coincide with the expiration of UI benefits.”*

®  Economists David Card and Phillip B. Levine found that additonal weeks of unemployment
benefits only increased the fracton of workers who exhausted-—that is, used up all
unemployment benefits available to them—by 1 to 3 percentage points, and had the
program run long enough to affect claimants from the first day of their spell, the average
recipient would have collected regular benefits for just one extra week.™

Other empirical work shows how unemployment benefits give workers the time to search for a new
job. Massachusetts Institute of Technology economist Jon Gruber found that unemployment
insurance smoothes consumption for households with an unemployed worker, which helps them
maintain their spending even in the face of a job loss.” Chetty estimated that 60 percent of
difference in the length of ime workers spend unemployed if they have unemployment benefits is
due to a liquidity effect—a constraint on houschold finances because they have little access to cash
in the short term—rather than to reduced incentives to search for a new job.*

Unemployment is not a structural problem

While some groups have been harder hit than others, today’s unemployment is not a structural
problem. In May 2007, the unemployment rate was 4.5 percent. Just more than a year and a half
later, the private sector was shedding 700,000 to 800,000 jobs per month, and unemployment
continues to linger at 9 percent.”’ For the unemployment problem to be structural, it would have to
be the case that our nation’s workers and employers all of a sudden became mismatched due to
some new sct of technological advances that made 1 in 10 workers instantaneously obsolete. There
is no evidence that this has been the case in the years since 2007.

There are a number of ways to think about this. First, if today’s high unemployment were largely
about shifting workers out of the sectors hardest hit by the bursting of the housing bubble—
primarily construction—job losses would have to be concentrated there. But the distribution of job
losses due to the Great Recession was fairly broad and widespread across industries, contradicting
the idea that there are one or two secrors that U.S. workers need to transition out of. Manufacturing,
professional and business services, transportation and warehousing, financial activities, leisure and
hospitality, and information services have all lost a latger share of jobs than construction.

Further, if unemployment was structural, the money pumped into the economy through the
extraordinary monetary and fiscal policies enacted over the past few years would have led to higher
ptices, The logic is that if more money were chasing a limited pool of workers or capacity, then
prices should go up. Yet, in fact, what we've seen is the opposite. Over the past year, prices have
risen by 1.7 percent, below what the Federal Reserve considers the target rate of 2 percent.™
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If the problem with unemployment wete structural, then the primary policy lever to address this
would be education and training. There are many reasons for policymakers to be concerned about
the skills of the U.S. labor force: American students are consistently behind their academic peers
internationally. According to the Depattment of Education, out of 30 peer countties, students in the
United States were ranked 30th for math, 23rd for science, and 17th for reading.w But even if
unemployment was a structural problem and training and education could solve it, this is not a
solution that can address our immediate high unemployment. Setting up those programs and getting
workers the skills they need will take time, and our economy will not see the fruits of those
endeavors for years. Investing in education is critical for our economy but it cannot solve our
current unemployment problem.

Addressing aggregate demand has shown good results

Congtess has taken important steps to encourage private-sector job creation. The Congressional
Budget Office credits ARRA with saving or creating 1.3 million to 3.5 million jobs in 2010, and
CBO estimates that 2.7 million jobs will be saved or created in 2011.% The Recovery Act kept
teachers in schools and police officers on their beats even as state and local tax revenues fell. It kept
money flowing into the pockets of the long-term unemployed, which in tugn helps not only those
individual families hardest hit by the Great Recession but also keeps dollars flowing into their local
communities. It helps unemployed workers access health care, undoubtedly mingaung the well-
documented negative health effects of unemployment.

Economists Alan Blinder and Mark Zandi estimate that the Recovery Act and other fiscal policies
saved or created 2.7 million jobs, and that without them unemployment would stand at 11 percent
and job losses would have totaled 10 million. On top of this, they estimate that if nothing had been
done to address the financial crisis—no Troubled Asset Relief Program, no bailouts of American
International Group Inc., and no investment in the auto industry-—our economy would have 5
million fewer jobs than we do today, and unemployment would be sharply higher at 12.5 percent.”

Even with the success of the Recovery Act, there have been clear indications since 2009 that in
order to fill the output gap and lower unemployment, Congress will need to focus on policies that
raise, not lower, aggregate demand.” As Federal Reserve Chairman Ben Bernanke noted this January
in testimony before the U.S. Senate Committee on the Budget:

QOur nation’s fiscal position has deteriorated appreciably since the onset of the financial
crisis and the recession. To a significant extent, this deterioration is the result of the
effects of the weak economy on revenues and outlays, along with the actions that were
taken to ease the recession and steady financial markets. In their planning for the near
term, fiscal policymakers will need to continue to take into account the low level of
econom}t;c activity and the still-fragile nature of the economic recovery (emphasis
added).”

Sustained government spending until the economic recovery hits its full stride is the best—and
only—option to push the unemployment rate down. Because the Great Recession was preceded by
a massive financial crisis, we knew from day one that it was likely to be deeper and mote protracted
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than more recent recessions.” We've also known for more than two years now that the Federal
: 3
Reserve has no more room to lower interest rates to boost demand.*

In other recent recessions, lowering interest rates was sufficient to push the economy toward
sustainable growth, but this time that’s not possible. The last recession that brought us double-digit
unemployment, in the 1980s, was caused by tightening of monetary policy by the Federal Reserve
undes Chairman Paul Volcker as he tried to address rampant inflation. The Federal Funds Rate hit
neatly 20 percent in 1981, which stopped inflation but then also gave the Federal Reserve a great

: et 36
deal of room to lower rates to encourage economic aCthlt'_V.

Today, to boost growth, the Federal Reserve has pursued quantitative easing, using the proceeds
from the central bank’s mortgage bond portfolio to buy long-term government debt. That is, they
are using unorthodox methods of pumping money into an economy and working to lower interest
rates that central bankers do not usually control. Their effect is the same as printing money in vast
quantities but without ever turning on the ptinting presses. The Federal Reserve’s response to the
Great Recession has been effective in loweting interest rates and addressing the crisis in the banking
system but it has not yet successfully increased investment or led to sufficient job creation.

At present, and owing both to QE2 (the second round of quantitative easing by the Fed) and to
strong global demand for U.S. Treasury assets, the United States 1s enjoying historically low interest
rates. At the same time, excessively contractionary monetary policy by the European Central Bank is
keeping interest rates higher in Europe while fast economic growth in developing countties that pay
a higher risk premium present investors with attractive speculative opportunities. The combined
cffect of these forces is to push foreign currencies up and make the U.S. dollar more competitive
internationally.

The imternational value of the dollar has improved in competitiveness by neatly 11 percent in
inflation-adjusted terms over the past two years. This means that goods of U.S. exportets are priced
more competitively in world markets and that foreign goods face an 11 percent disadvantage in U.S.
markets. A secondary factor, as the result of bilateral diplomacy, China has tesumed its policy of
appreciating its currency, the yuan, against the dollar. Yet Chinese appreciation is still not happening
fast enough and has much further to go.

It is important to remember that by taking actions to avert greater unemployment, we
averted a bigger federal deficit. The steps taken to shore up our economy have ended up being a
better investment for jobs and for the deficit than doing nothing at all (see Figure 4). Economists
Blinder and Zandi estimated that had Congress done nothing, the deficit would have ballooned to
more than 2.5 times as large as it did, hitting more than $2 trillion by the end of fiscal year 2010, §2.¢
trillion in fiscal year 2011, and $2.25 trillion in fiscal year 2012. In actuality, they estimate that by the
end of fiscal year 2010, the federal budget deficit will be $1.4 trillion, and it will fall to $1.15 trillion
in fiscal year 2011 and $900 billion in fiscal year 2012.%

10
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FIGURE 4

Federal budget deficit, in billions, 2005-2012
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The most important reason for the rise in the deficit is rising unemployment and falling incomes.”
In 2009, federal receipts were §419 billion below 2008 levels, a 17 percent drop, which was the
largest decline from one yeat to the next in more than 70 years. Individual income tax receipts
decreased by 20 percent and corporate income tax revenues plummeted by more than 54 percent,
which means corporations paid less than half in taxes than they paid the year before.”

Yet there is a rising chorus of voices singing the praises of deficit reduction over the benefits of
saving our economy through expansionary fiscal policies. Once our economy recovers, of course,
the deficit must be addressed, but until unemployment begins to fall and the economic recovery is
firmly in train, these voices push us in the wrong direction. Their rhetoric argues that we not burden
the next generation with unsustainable debts, but the reality is this—by not boosting demand for
goods and setvices by helping existing excess capacity, including the neatly 14 million currently
unemployed workets in our country, millions of workers will find no means of suppott today and
will see their economic future grow dimmer by the week.

11
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Policy recommendations

Unlike any point in the decades since before World War 11, the challenge of laying the foundation
for a strong economy lies with you and this body of government. These are unusual times because it
continues to be the case that fiscal policy is the primary lever that the federal government has at its
disposal to spur economic growth, T urge you to considet that these extraordinary times call for
extraordinary action—continued spending to aid the long-term unemployed. The sense of imminent
collapse of our financial sector, thankfully, now appears behind us, but the fallout for our economy
remains and it is just as dramatic and continues to require bold steps.

Congress should focus on three specific policy goals:

* Focus on maintaining the boost in aggregate demand. Investment—including
investment in infrastructure—is the best way to ramp up employment now, while building
the foundation for a high-productivity future.

* Stop adding to the problem of unemployment. Once someone loses their job, they now
face historically low odds of finding a new job. There are ways Congress can act to keep
people in the jobs they have now.

e Help the long-term unemployed beat the odds and find work. We know from decades
of research that the displaced and long-term unemployed are more often at the bottom of
the hiting queue and often suffer years of lowered earnings. Specifically, Congress should
consider reinvigorating the TANF Emergency Funds that put people to work in public-
private partnerships.

Let’s be clear: An overgrown financial sector, bloated on the real estate bubble it helped create,
threw our economy into crisis. Moving forward, policymakers must continue to ensure our financial
markets are focused on making funds available to promote investment in America, not just
speculation and dividends for those in the financial services industry. We need vibrant capital
markets so innovative compaties can access funds to invest. We do not need innovative financial
products to allow Wall Street to siphon off these funds for its own gain.

Boost aggregate demand

Investment is the key to creating jobs now and building the foundation for a high-
productivity future. The American Society of Civil Engineers estimates that we need to spend at
least $2.2 trillion over the next five yeats just to repair our crumbling infrastructare.* This doesn’t
even include things like Ligh-speed rail, mass teansit, and renewable energy investments we need to
free ourselves from foreign oil and climate change.

In January, the Commerce Department reported that private business investment in overall
buildings, factories, and equipment grew only $18 billion, while investment in new buildings and
factories grew only $700 million, adding just 0.13 percent to the growth in U.S. GDP. As CAP
economist Adam Hersh put it, “the tepid investment recovery is particularly troubling, given that in
the 2001 to 2007 business cycle expansion, we’d already experienced the slowest investment growth

12
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rate since Wotld War IT. Making matters worse, much of that investment was misallocated into
nonproductive residential and commercial real estate.”"

Federal Reserve Chairman Ben Bernanke was right in February when he said the recovery is not
truly established untl the unemployment rate returns to a normal level. Bringing unemployment
down will require both increased investment, which is cutrently lower than in past recoveries, and a
strong middle class that has the jobs and incomes to maintain consumption. Policymakers should
continue to encourage investment in infrastructure and in the skills of our nation’s workforce and
make sure that these investtnents create good jobs, the kind that will rebuild our middle class.

The Obama administration proposed a $50 billion infrastructure fund, which is a good start, but we
need to invest more to both address today’s jobs problem and lay the foundation for long-term
economic growth. Infrastructure has been a traditionally bipartisan issue—and one that hopefully
this Congress can build a bridge across the aisle to address.

We also need to make sure that if a goal of our trade policy is job creation, we evaluate
whether these policies reduce our trade deficit and, on net, create jobs.” Economists estimate
that local labor markets facing increased exposure to Chinese imports have experienced higher
unemployment, lower labor force participation, and reduced wages relative to local labor markets
that have not had such exposure. What is notable is that although the employment decline is
concentrated in manufacturing, the declines in wages occur across the local labor market and are
actually most pronounced outside of manufacturing.” The authots note that:

Growing import exposure spurs a substantial increase in transfer payments to individuals
and households in the form of unemployment insurance benefits, disability benefits,
income support payments, and in-kind medical benefits. These transfer payments are two
orders of magnitude larger than the corresponding rise in Trade Adjustment Assistance
benefits. Nevertheless, transfers fall far short of offsetting the large decline in average
houscﬁtjold incomes found in local labor markets that are most heavily exposed to China
trade.

Thete is also not strong evidence that the Korea Free Trade Agreement will generate economically
meaningful job gains. The U.S. International Trade Commission, the independent federal body that
analyzes potential effects of trade pacts for Congress and the executive branch, estimates that while
the Korea FT'A would increase exports, it would increase imports even mote—tesulting in an
inctease in the total U.S. goods trade deficit of between $308 million and $416 million.” The largest
estimated increases in the trade deficit would be in motor vehicles, electronic equipment, “other
transportation equipment,” iron, metal products, textles, and apparel.

The unemployment insurance system and other automatic stabilizers must remain in
working order, Filling the gap in demand will require continued attention to one of the key sources
of demand: high unemployment. Most of the states’ unemployment insurance trust funds are
insolvent, with 30 states and the U.S. Virgin Islands owing a total of $42 billion, and the debt could
rise to $90 billion by the end of 2013.” The loans from the federal government will require that in
2011, 25 states must pay an extra $2 billion in federal unemployment taxes levied on employers, an
increase of 30 percent over 2010.%
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We all have an interest in not seeing the cost of hiring workers rise as firms stmggle to ramp up
hiring, but we also need to make sure the unemployment insurance system has the integrity to
continue to act as an important automatic stabilizer. Recent analysis shows that this system
generated significant positive economic effects and kept unemployment from rising to more than 11
percent.”

Stop adding to the problem: If someone has a job, help them keep it

One of the striking things about today’s labor market in the wake of the Great Recession is that the
market for job seekers is the worst in generations. The best thing to do for the long-term
unemployed is to make sute our economy stops creating unemployment. A key piece of that is to
keep recovery dollars flowing until the economy fully recovers. Here are three tested policies to
focus on.

Aid to the states. Reductions in government spending not only drag down U.S. economic growth
but also reduce overall employment. Reductions in governtent spending pulled down U.S.
economic growth by 0.1 percent over the fourth quarter of 2010. The Great Recession had a
devastating impact on states’ fiscal health. Unlike the federal government, states cannot deficit
spend, which in turn means they have to make difficult choices amid declining revenue and a weak
economy. According to the Center on Budget and Policy Priorities, “thus far some 44 states and the
District of Columbia are projecting budget shortfalls totaling $125 billion for fiscal year 2012.” If
nothing is done, this will be the worst year on record for state budgets, and it comes on top of sharp
layoffs over the past couple of years.”

This means serious problems for the U.S, jobs market: In January, local governments shed another
10,000 jobs, for a total of 366,000 since their peak in September 2008, nearly three-quarters of which
were jobs held by women. State governments shed 2,000 jobs in January and 69,000 since their peak
in September 2008.”" As of January 2011, 39 percent of those unemployed who had jobs in the
public administration industry have been out of work and searching for a job for at least six
months.”

Simply put, schools are laying off teachers, public universities are trimming their staffs, and
community colleges are cutting back. These cutbacks are one of the most unfortunate outcomes of
the fiscal crisis precipitated by the Great Recession and constitute not just lost jobs now, but also
eventually wotse educational outcomes for tens of millions of students across the country—
consequences that will have long-term negative effects on the economy.

Helping state and local governments and school districts boasts clear advantages over many of the
alternatives. First, the added resources will immediately and directly boost employment in a very
hard-hit sector. Distinct from the prvate sector, job cuts are being forced exclusively by impossible
budget situations, not by a lack of demand for services. Ameliorating those budget dilemmas will
tesult in mote jobs. Second, additional aid will prevent further cuts to state and local education
systems—investments that will pay dividends far beyond the current recovery.
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Work-sharing. When businesses need to cut back on staffing, they have two options: lay off
workers or reduce hours. There are strong incentives in our labor market to simply lay off
workers—henefits are often tied to the worker, not their hours.

Currently, 17 states have opted into the “short-time compensation” or “work-sharing” program
within their unemployment insurance system, which allows workers to receive partial benefits from
the unemployment insurance system if their houts have been reduced, not just if they lost their job
or their pay is reduced. The unemployment insurance system also provides partial benefits to
workets whose wages have been cut (including due to working part-ume) but the thresholds are
fairly low. The unemployment benefit is typically equal to the difference between the weekly benefit
amount and earnings, and all states disregard some earnings as an incentive to take short-time
work.” Mark Zandi estimates that the multiplier for the short-term compensation program would
be relatively high: For every dollar spent on the program, $1.69 would be added to our economy’s
output.”

Short-term compensation or work-sharing proposals have been garnering wider support over the
past year.” New evidence from Germany shows that “short-term work programs,” which eficourage
employers to reduce hours rather than lay off workers, can significantly reduce unemployment.
While output fell more in Germany during the Great Recession than it did in the United States
(through winter 2010), the German unemployment rate actually decreased, while the U.S.
unemployment rate has risen 4 percentage points. Recent research by the International Monetary
Fund points to the importance of the massive expansions to Germany’s short-term work program
(Kurzarbeit), which led to hours reductions but not unemployment.*

These findings are not directly applicable in the United States as the progtam was implemented in
largely union settings, but it should encourage Congress to examine this kind of policy. Congress
should promote nationwide implementation of the short-term compensation program by
encouraging the Department of Labor to provide clear guidance on the program and encourage
more states to adopt it.” Congress could adopt a technical amendment as part of an extension of the
federal Emergency Unemployment Compensation program or another vehicle. Enactment of an
amendment would send a clear signal that states should adopt short-time compensation laws as an
option for employets.

Help the unemployed beat the odds and find a new job

The economic literature is clear: The long-term unemployed suffer more and are at risk of never
regaining as strong a foothold in the labor market. Many who cannot find work will end up moving
from unemployment benefits to Social Security Disability Insurance, an even greater likelihood if
unemployment benefits for the long term are not restored.™ Especially for younger workers, the
lifetime costs of unemployment can be startlingly high. There are ways that Congress has and can
continue to help.

Reinstate TANF Emergency Funds. This program was funded through ARRA but expired on
September 30, 2010. It led to partnerships with the business community to create 250,000 new jobs
tor low-income and long-term unemployed workers. Extending this ptogram for another year would
continue to create thousands of jobs for long-term unemployed workers. The TANF Emergency
Fund gave states more than $1 billion to operate subsidized jobs programs and promoted public-
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private pattnerships. This program was implemented in states with both Democratic and Republican
governors, with much success. Texas, for example, created nearly 40,000 jobs with this program,’9

Recent polling shows that 8 in 10 voters favor Congress continuing to fund the TANF Emergency
Fund, which was described in the poll as “states parinering with the private sector to create
temporary subsidized jobs to move low-income parents from welfare to work.”® Congress should
refund this program and put people back to work.

Promote successful vocational programs. There ate successful models for how community
colleges can partner with the private sectot to create vocational programs that wotk. To train the
next generation of workers, we need to make sure our educational institutions are adequately
addressing the real training needs of employers. One way to do this 1s through the “new
vocationalism” movement, which seeks to integrate vocation and employment-oriented goals in
academic educational programs. A key way this has been happening around the countty is through
partnerships between community colleges and businesses, as outlined by my colleague Louis
Soares.”!

Thete are a variety of success cases and recommendations that policymakers “promote systematic
innovation by reviewing federal, state, and local finance and regulation to facilitate the ‘good
practice’ ifinovations.” Federal and state policymakets can ensure that formula funding streams and
regulations do nort stifle good practice when partners are building an alternative education program;
use competitive grant funds to promote partnerships that emphasize sustainable, systemic change;
and continue to emphasize desired student outcomes to keep community colleges and partners
focused on innovation. Policymakers should also ook at what tools and information we need to
really measure the value of good practice and gather the data needed to make it an evidence-based
best pmcticc.('3

Invest more in national service programs such as AmeriCorps, VISTA, YouthBuild, and the
youth service and consetvation cotps, which could create full-time positions for young people.
These investments would in most cases be paid for jointy by public and private resources, Investing
$830 million in fiscal year 2011 could create 60,000 jobs. Most of these jobs would be in nonprofit
otganizations.™

Invest in a summer youth employment program. The summer youth employment program does
more than provide hundreds of thousands of youth with seasonal employment opportunities; it also
has the potential to change the long-term employment prospects of disadvantaged youth who might
otherwise be disconnected from the labor market. Youth get the experience and support they need
to access entty-level jobs as they transition to adulthood through training in hard and soft jobs skills
and exposute to services offered by community organizations.

Improve employment services. Research shows that employment services and job-search
assistance can be helpful to unemployed wotkers.” Currently, the Workforce Investment Act
systems are not designed to stay with a worker over time. Instead, they are focused on quick job
placement. For the long-term unemployed, it may be challenging to get them into a job quickly and
Congress should provide the one-stops with flexibility and funding to provide professional career-

. L
counseling services.”
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Improvements to employment services can be done through WIA and Wagner-Pizer Act funding.
One idea is to require that one-stop career centet partners include opportunities to provide career
guidance across agencies as part of their Memorandum of Undetstanding for co-location at the
center.” The Department of Labor’s new website, www.mynextmove.org, seeks to help workers
identify career paths and skills necessary through an interactive web-based tool.

Conclusion

I"d like to come back to the question of: Are we doing everything we can to help the nnemployed
find jobs? Earlier this week, in the Financal Times, Rep. Darrell Issa (R-CA) made the case that
“President Barack Obama’s $814 billion economic expansion has woefully failed to reach each of its
self-imposed targets.”™ That’s partially true since the economy has not come back to full
employment—clearly a goal that we all share—but the reality is that employment has not returned
not because we acted together as a nation to address high unemployment but rather because we did
not act enough.

The neatly 14 million people out of work today would be bettet off if we used our nation’s resoutces
to spur, not halt, economic gtowth. We now know that the perception of prosperity in the 2000s
was in many ways a mitage. The housing bubble—fueled by financial services innovation that
masked growing risks to the larger economy-—and then the Great Recession revealed deeper
structural problems. The housing bubble, rapid growth of the real estate and financial sectors, and
debt-fueled growth during the Bush era masked what were otherwise largely negative trends for
Ametican workers.

We continue to live in one of the richest nations on the planet. We have the resources to solve
problems that we decide to solve. We’ve had enough money to give billions of dollars away in tax
cuts for the very wealthiest among us. And yet we seem to have lost our can-do conviction that the
economy can indeed improve, and that we can again create good jobs for all who nced them. There
appeats to be a growing acceptance that slow job creation is “just the way things are.” A growing
fatalism convinces us that our economy will be stuck at the bottom for quite some time.

These diminished expectations aren’t merely evidence of a national funk. They also pose a real threat
to our economy—mnot just by making businesses and consumers less willing to invest in the future
but also by letting elected officials off the hook. We need greater investment to bring down
unemployment, but the widespread idea that we are doomed to austerity gives policymakers an
excuse not to tackle the problem.

In closing, I would like to underscore the urgency of Congress continuing to address long-term
unemployment. In May 2010, Christina Romer, then-chair of the Council of Economic Advisers,
said:

1t would be penny-wise but pound-foolish to try to deal with our long-run problem by
tightening fiscal policy immediately or foregoing additional emergency spending to
reduce unemployment. Immediate fiscal contraction would inevitably nip the nascent
economic recovery in the bud—just as fiscal and monetary contraction in 1936 and 1937
led to a second severe recession before the recovery from the Great Depression was
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complete. And nothing would be more damaging to our fiscal future than a protracted
recession and permanently higher unemployment.

Addressing the federal budget deficit is cettainly an impottant concetn but economists are largely in
agreement that cutting back on government spending before the recovery has fully taken hold is not
the right policy. In fact, it could exacerbate unemployment. Record-high long-term unemployment
will remain until employets begin hiring in much larger numbers than they are today. Because we are
in the unusual situation of following a severe recession and a financial crisis—with policymakers
having already tapped into expansionary monetary policy as far as they can—using the “power of
the purse” is necessaty to push the economy into a self-sustaining recovery. If we do that and lay the
foundation for a strong recovery, we will be in a much better situation to address the deficit in the
years to come.
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Mrs. BoNO MACK. Thank you, Dr. Boushey.
Mr. Resch, you are recognized for 5 minutes.

STATEMENT OF RHONE RESCH, PRESIDENT AND CEO, SOLAR
ENERGY INDUSTRIES ASSOCIATION

Mr. REscH. Madam Chairwoman Bono Mack, Ranking Member
Butterfield and members of the subcommittee, thank you for the
opportunity to testify today. I am testifying on behalf of our 1,000
member companies and the 100,000 American citizens employed by
the solar industry.

In the last 2 years, during one of the worst economic downturns
in our Nation’s history, the solar industry has thrived, becoming
the fastest-growing industry in the energy sector and one of the
fastest-growing industries in any sector in the United States. In
2010, the solar industry grew at a rate of 67 percent and now em-
ploys over 100,000 Americans across all 50 States. From 2009 to
2010, we doubled employment in the United States, creating al-
most 50,000 new jobs while most other industries were contracting.
We are putting plumbers, electricians and carpenters that lost
their jobs due to the collapse of the housing industry back to work.
We are building new factories and providing existing manufactur-
ers with new large customers, and we are providing opportunities
for small businesses to reinvent themselves and become part of one
of the most exciting changes to our economy to occur in a genera-
tion.

As you can see by this chart, the U.S. solar industry is expanding
at a consistent 50 percent annual growth rate over the last 4 years.
Photovoltaic installations fully doubled in 2010 in the United
States while construction began on dozens of massive utility-scale
solar power plants that will be completed over the next several
years, employing thousands of Americans and bringing billions of
dollars of economic investment to the southern half of the United
States. Things are bright for solar today, but that will not last un-
less the right policies are adopted.

The U.S. solar industry has created opportunities for over
100,000 Americans. Take, for example, Justin Cox, a technical sup-
port rep at Sungevity, a company that is expanding and will soon
operate in eight States. Up until 2 years ago, Justin was a soldier.
When he came back after serving in Iraq, he found a job in the
solar industry and now applies the leadership and technical skills
he gained in the Army to expand his company. The U.S. solar in-
dustry is welcoming back thousands of veterans like Justin with
new opportunity, and these aren’t just jobs, these are careers.

The growth of the industry and the creation of jobs is evident in
all of your districts and all of your States. For example, in Chair-
woman Bono Mack’s district, there is a 21-megawatt solar photo-
voltaic project near Blythe, California. This is one of the largest PV
projects operating in the United States. The project developer and
module supplier for the project is an American company that man-
ufacturers in the Midwest with over 1,000 American workers. Also
in Blythe, a new 1,000-megawatt concentrating solar power plant,
the Solar Trust of America-Blythe, is under development. It will be
the largest solar project in the world, producing enough clean en-
ergy to power 300,000 American homes. Unfortunately, the Blythe
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project has been placed at risk by provisions of H.R. 1, which elimi-
nate the funding for the project’s pending Department of Energy
loan guarantee application.

Solar’s reach goes far beyond California. Unfortunately, Con-
gressman Barton isn’t here but the next two slides show facilities
in Texas. This is a massive polysilicon manufacturing plan in Pasa-
dena, Texas, which provides feedstock material for the solar indus-
try. And the next slide shows a state-of-the-art solar power plant
in San Antonio, Texas.

And in Clarksville, Tennessee, located in Representative
Blackburn’s district, Hemlock Semiconductor is building a $1.2 bil-
lion polysilicon manufacturing facility to supply the solar industry.
This plant will employ up to 1,500 workers during construction and
over 1,000 workers for permanent operations when completed at
the end of this year. Also in Tennessee is Sharp Solar’s panel fac-
tory located just south of Representative Blackburn’s district. The
factory expanded in 2010 and now has over 500 employees.

So how do we keep this kind of solar job growth going? To suc-
ceed, we need stable tax policies. We need tax policies such as the
section 1603 treasury program to be continued and incentives for
solar manufacturing to be restored. We also need policies that fa-
cilitate financing for clean energy technologies that cannot be ob-
tained in the commercial marketplace. To support these industries,
Congress should consider a variety of financing mechanisms includ-
ing the Clean Energy Development Administration. But what is
most important today is for Congress to restore funding to the DOE
loan guarantee program.

Unfortunately, measures such as the provisions in H.R. 1 Con-
tinuing Resolution that eliminate all funding for the pending re-
newable and other non-nuclear loan guarantee applications are a
step in the wrong direction. In its current form, H.R. 1 would likely
kill as many as 30 clean energy projects representing tens of bil-
lions of dollars of economic development. With that, it will kill jobs
like Jim Amadeo’s, who is in Illinois, a solar plant operator. SEIA
respectfully requests that in the C.R. negotiations with the Senate
that the House reverse the cuts to the section 1705 loan guarantee
program.

In conclusion, SEIA, our 1,000 member companies and our work-
force of 100,000 strong is eager to work with Congress on impor-
tant policy initiatives to continue to grow the solar industry and
solar jobs.

Once again, I deeply appreciate the opportunity to testify before
the subcommittee and I would be happy to answer any of your
questions.

[The prepared statement of Mr. Resch follows:]
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Madam Chair Bono Mack, Ranking Member Butterfield and Members of the Subcommittee,
thank you for the opportunity to testify. { am Rhone Resch, the President and CEO of the Solar
Energy Industries Association (SEIA}. | am testifying on behalf of our 1,000 member companies
and 100,000 American citizens employed by the solar industry. SEIA represents the entire solar
industry, encompassing all major solar technologies {photovoltaics, concentrating solar power
and solar water heating) and points in the value chain, — including financiers, project
developers, component manufacturers and solar installers. Before getting into the substance of
my testimony, let me thank Chair Bono Mack and Ranking Member Butterfield for their
leadership and support of solar energy.

. INTRODUCTION

At a time of high unemployment and difficult economic conditions, the solar industry has
become the fastest growing energy sector and one of the fastest growing industries in any
sector across the U.S. In 2010, the solar industry grew at a rate of 67 percent and now employs
Americans in all 50 states. We are putting plumbers, electricians and carpenters that were let
go by the housing market back to work. And we are providing opportunities for small
businesses to sprout up and prosper all over the country. This phenomenal growth has
occurred due to private investment, technological innovation, a maturing U.S. solar market, and
smart federai policy. The federal government has received a strong return on its investment of
public dollars, with benefits to our economy far exceeding costs.

The purpose of my testimony is to describe the tremendous progress the solar industry has
made in just the last few years in creating jobs across the country and stimulating strong
economic growth while generating clean, reliable, domestically-sourced energy. SE!A also has
suggestions regarding steps Congress can take to continue the rapid growth of the solar
markets and workforce.

1. THE STATE OF THE SOLAR INDUSTRY

Solar is booming worldwide, doubling in size in 2010 and is one of the largest global growth
sectors. The U.S. is seen by many within the industry as becoming the largest solar market
within two years.

In fact, the U.S. solar industry grew from $3.6 billion in 2009 to $6.0 billion in 2010, a growth
rate of 67 percent. Photovoitaic’s installations doubled in 2010 in the U.S., while construction
began on several utility-scale, concentrating solar power plants that wifl be completed over the
next several few years, employing thousands of Americans. Unlike any other energy resource,
solar is abundant in every state in the union, and more people in more states are using solar
energy every year. Over the past 30 years, over 2 million homes and businesses have installed
solar energy systems.
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Industry scale and innovation are driving down costs while smart federal and state policies
accelerate this process. Nationally, the price of solar energy fell by 20% during 2010, making
solar increasingly affordable for homeowners, businesses, and utility ratepayers.

But we can’t afford to remain content with the status quo. China, Germany, italy and Japan are
investing heavily in solar. After decades of leadership in the 1970s and 1980s, the U.S. is now in
fourth place and playing catch up, and competition is stiff. Today the U.S. is a net exporter of
solar energy goods and services — a claim that is hard to make in most other industries today in
these tough economic times — but it is hard to say how long that condition will last unless the
right policies are adopted.

. SOLAR INDUSTRY EMPLOYMENT

As solar deployment grows, so do the number of Americans employed by solar. Although the
largest American companies, such as General Electric, Applied Materials, and Dow Chemical are
actively engaged in the solar industry, the majority of solar jobs are found on Main Street.

In 2010, The Solar Foundation completed the first ever National Solar Jobs Census to quantify
the current employment and projected growth of the United States solar industry. It found the
U.S. solar industry employs nearly 100,000 Americans {defined as those workers who spend at
least half of their time supporting solar-related activities].

These workers range from small-town installers and roofers, electricians, plumbers,
construction workers, many of whom were laid off in the recent housing market coliapse, to
assembly line manufacturers, architects, and engineers.

Moreover, more than half of solar companies expect to add jobs during 2011, while only 2%
expect to cut workers. According to the census, U.S. solar companies expect to add jobs at a
rate of 26% in 2011, a pace of growth that is much faster than the general economy ~ which
grew at 2.8% in 2010 {GDP).

Take for instance, Justin Cox, a technical support rep at Sungevity in California. Justin came back
after serving in iraq and now applies the leadership skills he gained in the Army to the solar
industry. The U.S. solar market is welcoming back veterans like Justin with new job
opportunities now,

Solar also employs 25,000 Americans in the manufacturing sector, and this number is expected
to grow by a remarkable 36% between 2010 and 2011. Solar is helping to revive U.S.
manufacturing with factories opening in every region of the country.

Today there are over 2,000 companies across America supplying products and services to the
solar industry. PV manufacturing facilities across 17 states around the country are producing
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the primary components of a solar PV system, including polysilcon wafers, cells, solar modules,
cells, wafers, polysiticon and inverters. in addition, hundreds of companies all over the country
supply the solar industry with components and services. Fifty-eight of these facilities received
federal Manufacturing incentive Tax Credits to build out their factories, boosting U.S. clean tech
production and employing thousands of additional workers.

In addition to the existing facilities in traditional solar state leaders like California and Oregon,
new solar manufacturing facilities opened in 2010 in Arizona, Georgia, and Colorado. And for
the first time, a Chinese solar manufacturer, Suntech, opened an American manufacturing
facility, because they recognized the value and potential of the expanding U.S. market. Further
solar manufacturing expansion will continue in 2011, as major new facilities come online in
Tennessee, Michigan, Indiana, Colorado, and Mississippi.

The scope and growth of the solar industry and solar jobs in the United States is apparent from
the industry presence in Subcommittee Member’s districts and states. in Subcommittee Chair
Bono Mack’s district in Southern California, there is a 21 MW solar photovoltaic project in
operation near Blythe, California. This project is one of the largest photovoltaic projects
operating in the U.S. today. The project developer and module supplier for the project is an
American company, First Solar, which manufactures its innovative, low cost cells and modules
in Ohio, employing over 1,000 American workers.

Also in Blythe, California, a 1,000 MW concentrating solar power plant is under development
and recently received final approval to begin construction on federal fand. When complete, the
Solar Millennium’s Blythe project will be the largest solar project in the world, and will produce
enough clean energy to power 200,000 average American homes. Additionally, the construction
of the first 500 MW project alone will create 1,000 direct construction jobs and about 100
permanent operations jobs in Chair Bono Mack’s district. in December 2010, unemployment in
Riverside County, where the project is located, stood at 14.2 percent. These projects will begin
to add much needed jobs to this district. Unfortunately, as discussed further below, the Solar
Millennium Blythe Project has been placed at risk by certain provisions of H.R. 1 which
eliminate funding for the project’s pending Department of Energy {DOE) loan guarantee
application.

In Clarksville, Tennessee, located in Representative Blackburn’s district, Hemlock
Semiconductor is building a $1.2 billion polysilicon manufacturing facility which will employ up
to 1,500 workers during construction and 1,000 workers for permanent operations when
completed later this year. Polysilicon is a key component of the majority of solar panels built
today. Also in Tennessee, a Sharp Solar manufacturing facitity is located just south of
Representative Blackburn’s district. Panels manufactured there were used to supply a 1 MW
solar project in Jackson, TN, which is also located near Ms. Blackburn’s district, providing a
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significant local impact throughout the supply chain, from manufacturing to project completion
and beyond.

In Chicago’s West Pullman neighborhood, on the south side of town, Exelon owns and operates
a 10 MW solar photovoltaic power generating facility, just north of Representative Kinzinger’s
district. This 10 MW project is the largest urban PV plant in the country today. Nearby, in
Rockford, Hinois, a 62 MW PV farm is under development, and the modules will be supplied by
a local Hlinois manufacturer.

Adjacent to Representative Olson’s district, MEMC operates a polysilicon manufacturing facility.
The MEMC facility is one of three large U.S. polysilicon manufacturing facilities. Together, these
three facilities produce approximately 40% of the global supply of polysilicon for the solar
industry. The MEMC facility is located in an industrial area west of Houston, and is adjacent to
Representative Olson’s district.

V. SUSTAINING THE GROWTH OF THE SOLAR INDUSTRY AND JOBS
A. Tax Policy

The cornerstone of federal policy in support of solar energy is the Investment Tax Credit {ITC)
for residential and commercial projects, enacted as part of the Energy Policy Act of 2005 by a
Republican Congress and Administration. The solar ITC is in place until the end of 2016 and has
been a tremendous success, generating billions of dollars of investment in solar and helping to
create good-paying, stable jobs nationwide. Prior to the recent financial crisis, many solar and
other renewable energy projects relied on third party tax equity investors to monetize the value
of the commercial tax credit. However, the economic downturn dramatically reduced the
availability of tax equity, severely limiting the financing available for renewable energy projects.
Congress acted to remedy this problem in 2009 with the enactment of the Section 1603
Treasury Program which allows the owners of commercial solar projects to receive a direct
payment in lieu of the {TC. This program was extended in fate 2010 for an additional year.
Section 1603 has been an extraordinarily effective policy mechanism, supporting the
deployment of over 1,500 solar projects in more than 40 states. Very few federal policies have
had that type of return on investment. SEIA believes it should be extended for at least another
year due to the stifl sluggish economy and continued shortfall of tax equity financing.

SEIA also believes that solar manufacturing incentives are needed to both preserve and grow
sofar manufacturing jobs in the United States. Currently, no solar manufacturing incentives are
in place due to the failure to extend the Section 48C manufacturing tax credit, which expired at
the end of 2010 By contrast, countries such as China provide extensive support to their
renewable manufacturing industries, making it very difficult for American companies to
compete. If the United States does not respond through tax incentives and other measures, it
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will be very difficult, if not impossible, to keep sofar manufacturing jobs in the U.S. We should
be reclaiming our manufacturing lead on a technology that our country first invented.

B. Financing Mechanisms

SEIA members consistently say that the most serious challenge they face is the difficulty of
obtaining project financing. SEIA urges Congress to consider a variety of financing
mechanisms, including the Clean Energy Development Deployment Administration. SE!A also
strongly supports additiona! funding as well as reforms to the DOE Loan Guarantee Program.

DOE’s Loan Guarantee Program was initially created by the Energy Policy Act of 2005 in
recognition of the great challenges that large-scale nuclear and renewable energy projects face
obtaining affordable long-term financing in the commercial marketplace. Until the financial
community witnesses the successful completion of several of these projects, it will continue to
charge substantial premiums or not lend to such projects at all.

To date, DOE has committed over $26 billion in loan guarantees for 23 clean energy projects
with total project costs of over $40 billion. Cumulatively, these projects will produce almost
four gigawatts of clean energy capacity, deploy three new manufacturing facilities, and will
create tens of thousands of jobs across 19 states.

SEIA strongly opposes the provisions in the House-passed continuing resolution, H.R. 1, which
would eliminate funding for DOE loan guarantees for solar and other non-nuclear renewable
energy projects. In its current form, H.R. 1 would likely kill over 30 clean energy projects that
have applied for oan guarantees Many of the companies with pending applications have
collectively invested hundreds of millions in developing solar projects in reliance on the Loan
Guarantee Program and will likely lose the entirety of their investment and may be bankrupted
if this proposal becomes law. Among the projects placed at risk is the Blythe Solar Power
Project discussed above, located in Chair Bono-Mack’s Bono Mack's district.

Seven of these projects have received only conditional loan commitments. Since OMB will
tikely not consider loan guarantee funding to be obligated until the loans have closed, many of
these projects would be killed by H.R. 1 even though the developers have committed millions of
dollars in reliance on the U.S. government’s promise of support.

There are also approximately 25 additional projects that have received term sheets as part of
the agency’s loan guarantee due diligence review process. These projects have been selected
from hundreds of applications submitted to the DOE loan guarantee program to receive the
balance of loan guarantee funding available under the Section 1705 program.
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The DOE loan guarantee funds that would be eliminated by H.R. 1 are not simply excess
appropriated dolfars sitting in an agency’s reserve account. Every dollar will be spent on clean
energy projects that have been identified by DOE as viable and creditworthy and ones that will
significantly contribute to our nation’s energy needs. To cancel funding for the loan program a
this point, just as these projects are about to be deployed and after companies have already
paid DOE millions of dollars for application, consulting, and facility fees and invested hundreds
of millions of dollars in engineering, preparation and development, would result in a colossal
waste of private capital and erode domestic and international confidence in the U.S. energy
markets. it is both unfair and short-sighted to change the rules this late in the game.
Therefore, SEIA respectfully requests that the House reconsider its position regarding DOE loan
guarantees in the context of negotiations with the Senate on the FY 2011 Continuing
Resolution.

C. Trade issues

Solar is helping to restore America’s diminished manufacturing base. As | mentioned earlier in
my testimony, last year new solar manufacturing facilities opened in Arizona, Georgia, and
Colorado. Numerous others are on the drawing board.

A recent SEIA-GTM study found that in 2009, U.S. solar installations created a combined $3.9
billion in direct value for our economy. Of this, 73%, nearly $2.8 billion was sourced
domestically. Furthermore, the domestic solar industry is a net exporter—bringing money into
the American economy. In 2009, those exports totaled $723 million. For the average PV
system, 71% of the total system value was created domestically. The largest solar product
export was polysilicon, the feedstock for crystalline silicon photovoltaics, of which the U.S.
exported $1.1 billion. Manufacturing incentives, the reduction of non-tariff trade barriers, and
continued assurance of open marketpiaces for American products are all key to ensuring this
trend continues.

We are unique among industries in that a significant portion of the revenue generated by solar
projects resides beyond the physical components. These include site preparation, installation,
labor, permitting, financing, and other soft costs. Together these comprise over 50% of the
total cost of installing a system. These are functions that can’t be exported, and as the industry
has grown, so has the number of electricians, plumbers, and roofers who have been put back to
work.

D. FERC Transmission Policy
Electric transmission constraints are increasingly becoming a barrier to solar development.

Particularly in the Southwest more transmission is needed to deliver utility scale solar power
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generated in remote areas to electricity customers in urban areas. Regulatory responsibility for
transmission is shared between the states and the federal government. One aspect of the issue
that is the responsibility of the Federal Energy Regulatory Commission {FERC) is transmission
planning and cost allocation for the interstate transmission system. in many cases, the most
economic and environmentally sound renewable transmission solutions involve regional
interstate lines. However, the difficulty of reaching agreement on how transmission costs
should be allocated between states often slows, or even kills, necessary transmission.

SEIA applauds FERC for its proposed transmission rule that addresses cost allocation issues
through a highly equitable “beneficiary pays” approach. SEIA also supports the Commission’s
recently issued proposed rule to facilitate the integration of variable renewable resources into
the electric system.

V. CONCLUSION

in conclusion, SEIA, our 1,000 member companies and our workforce of 100,000 strong and
growing thinks that these policy recommendations combined with private investment and
continued technological advances will keep the solar industry as one of the fastest growing
economic sector in the country. These factors will help spur new American jobs across the
supply chain, help revive our manufacturing base and expand the use of solar in our nation’s
energy mix — a national objective that more than 90 percent of the American public supports.

Once again, SEIA deeply appreciates the opportunity to testify before the Subcommittee. |
would be happy to answer any questions.
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Mrs. BoNO MACK. Thank you, Mr. Resch.

The chair will recognize herself for the first 5 minutes of ques-
tioning, and I would like to begin with Ms. Wince-Smith.

In your written testimony, you state that—you call something
the creative destruction of jobs and say it is at the very core of
competition and that policymakers should not try to restore jobs or
industries that have become uncompetitive. Can you explain what
you mean by creative destruction and provide examples?

Ms. WINCE-SMITH. Well, a very simplistic example is back at the
turn of the century when there was an effort to keep the buggy
business in place when we were moving to automobiles. So as part
of the whole technological innovation that goes throughout human
history. So let us focus on, the jobs and industries of the future,
recognizing that there is going to be tremendous productivity gains
coming from the intersections of biotech, nanotech, information
technology and not the jobs really that are more commoditized and
really can be performed at a lower cost and more efficiency else-
where.

Mrs. BoNO MACK. In it, though, you say policymakers shouldn’t
try to restore those jobs but can you sympathize or understand
what Members of Congress do go through when they see industries
fleeing their districts for whatever reason? Can you speak to that
a little bit further? Because as a Member of Congress when this
happens, it is very painful. But can you explain why you think it
is still beneficial?

Ms. WINCE-SMITH. Absolutely. In fact, if you look at the textile
industry, which is an industry where we led the world in the 19th
and 20th century, there are tremendous opportunities to use mod-
ern technology to revitalize that industry. So rather than focus on
competing with Pakistan on certain types of cloth, let us focus on
the industry that is going to embed smart intelligence into the
needs of the military in textiles. So I think what we really need to
look at is, how do we take these industries to the next level and
have a skilled workforce to go with that as opposed to just the sta-
tus quo.

Mrs. BoNO MACK. So what you are saying is, we are actually pre-
venting the growth by sort of dumbing down technologies?

Ms. WINCE-SMITH. Absolutely.

Mrs. BoNO MACK. And you testified that manufacturing today
has a much higher multiplier in the economy than at any time in
past history. Can you quantify that multiplier, and how does it
compare in past times?

Ms. WINCE-SMITH. Yes, I can actually give you the data for the
multiplier right now. It is about $1.4 in output versus 58 cents for
any other sector. And we will submit that complete data set for
you, but it is very, very significant, and also, it is beyond the tradi-
tional view of manufacturing. You have to look at the whole value
system around that including the services that support the manu-
facturing.

Mrs. BoNO MACK. Thank you.

Mr. Greenblatt, today’s Washington Post reports that Maryland
Governor Martin O’Malley wants to double the State’s surcharge on
electric bills. That is to pay for construction of offshore wind farms.
Can you talk about how that would affect your competitiveness?
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And I am a Californian. I believe that is going to increase your en-
ergy costs and that is going to affect you in a big way. Can you
talk about it?

Mr. GREENBLATT. It is not a good idea. We are in favor of having
low energy—we should eliminate taxes for manufacturing on en-
ergy because we are creating jobs when we build in the State of
Maryland, and when you make it harder for us to compete with
Virginia or Pennsylvania or China or Mexico, we are going to lose
jobs in our State. It is very shortsighted.

Mrs. BoNO MACK. Thank you. Would you talk a little bit—the
free trade agreements, you specify that they would be very helpful.
Can you go into that, why they would be helpful for you?

Mr. GREENBLATT. Because it will give us almost 100 million new
consumers we could shoot for, we could sell to. For example, Korea,
Panama, Colombia have almost 100 million consumers, and we
want to compete, we want to grow, we want to hire more people
in Baltimore and export to Korea, for example. Right now when I
ship a wire basket to Korea, there is an 8 percent tax against me.
Once the Korean trade agreement is approved and enacted by the
Congress, that 8 percent will go away. So we will be much more
competitive and we are going to hire more people in Baltimore that
are unemployed now so we can improve our economy.

Mrs. BoNO MACK. Thank you.

Mr. Resch, are you now or have you ever been a Californian?

Mr. REscH. No, but I have always wanted to be.

Mrs. BoNO MACK. Have you ever been to Blythe?

Mr. REscH. No, I have not yet.

Mrs. BoNO MACK. Can you say—you talk about the loan guar-
antee program but can you say that the solar projects in my dis-
trict have never had regulatory impediments that have stopped the
development? Have there been sort of cross policies that have inter-
sected where you all have found the development slowing down be-
cause of regulation?

Mr. RESCH. Absolutely, land-access policies, siting and permitting
policies. We face the same kinds of impediments that any large in-
dustrial face would in siting in America today.

Mrs. BoNO MACK. Have you ever scratched your head about why
the government does things the way they do?

Mr. REscH. Of course, and——

Mrs. BoNO MACK. I mean, you spent your time talking about the
loan guarantee program but it is my hope that we talk about regu-
lations that are slowing down prosperity in our country, and if you
can spend 10 seconds—I am over my time, so 5 seconds talking
about if the truth is regulation has impacted you as much as any
loan guarantee program, correct? Yes or no is fine.

Mr. REscH. The answer is yes, and we have the ability to deploy
very, very rapidly thousands of megawatts here in the United
States, much faster than you will see in clean, coal, natural gas or
even new nukes, but without removing some of those regulatory
impediments, we will never see that happen.

Mrs. BoNO MACK. The chair will recognize Mr. Butterfield for 5
minutes.

Mr. BUTTERFIELD. Thank you, Madam Chairman.
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Dr. Boushey, the Republican C.R. that was put forth a couple of
weeks ago to fund the government through the end of this fiscal
year takes what I call a “whack and hack” approach to spending
cuts. The approach taken in the proposal put forth by the President
is a bit more surgical and strategic, to say the least. In particular,
the Republicans have proposed cuts of $8 billion from infrastruc-
ture, $5.5 billion from R&D, $5.1 billion from education, $26.7 bil-
lion in cuts to Pell grants for low-income college students. The
President, on the other hand, has proposed increases in these
areas. These are also three areas that the manufacturers and the
Competitive Council and all of us on this side seem to agree are
key to our long-term economic competitiveness and stability.

Dr. Boushey, if we follow the approach to federal spending cuts
put forward by our friends on the Republican side and the Repub-
licans promise of job growth through spending cuts fails to mate-
rialize, will these cuts do anything really to cut the deficit, in your
opinion? I have looked at your r AE1lsum and you have a very im-
pressive background and you are an economist. What is your opin-
ion on this? Will it affect the deficit in any way?

Ms. BousHEY. Well, two comments. First of all, there are two
sides to the deficit, right? There is revenue and there is spending,
and one of the challenges of the great recession and where we are
right now is that revenues are down because people don’t have in-
comes because we have nearly 14 million people out of work. Those
people without incomes, without jobs, they don’t pay as much in
taxes, if any, and then that of course leads to a growing deficit. You
also have more people who need services, who don’t have jobs and
so they need more assistance. So, yes, if these measures that have
been taken in this C.R. do not lead to economic growth, then cer-
tainly that will increase the deficit, but moreover, we are really
sort of cutting off our nose to spite our face with this C.R. in that
we need these investments in our long-term economic future. We
need to be investing in education. We need to be investing in tech-
nologies. We need especially to be investing in infrastructure. Much
of our infrastructure in the United States is aging, it is frayed and
it just don’t work, and so we need an infrastructure that supports
all of the businesses in America so that they can compete.

Mr. BUTTERFIELD. So as a conclusion that if we make these mas-
sive cuts in spending that it is not going to result in America’s com-
petitiveness being improved?

Ms. BOUSHEY. I am very afraid that it will reduce our competi-
tiveness, and the Center for American Progress and the Economic
Policy Institute just released a letter earlier this week signed by
over 325-some-odd economists including a number of Nobel laure-
ates saying that this budget, that that C.R. will hurt our competi-
tiveness because we do not make the investments that we need to
make in America.

Mr. BUTTERFIELD. Dr. Boushey, while I am with you, let me ask
you this. In your testimony you note that the Federal Reserve sur-
vey of senior loan officers shows that while bankers are lending for
mergers and acquisitions, which ultimately leads to job losses, they
are not lending for investment in plants and equipment that will
create jobs and expand economic opportunities. Can you explain
more about this?
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Ms. BousHEY. Well, what, of course, we have seen since the end
of the—the financial crisis led to tightening credit conditions and
we have seen that across the board. We have seen that it continues
to be the case for small businesses that they are facing tight credit
conditions and that that is a part of the problem, especially for the
small business owners who need those funds to make those invest-
ments.

Mr. BUTTERFIELD. Let me go to you, Mr. Resch, if I can. With the
situation in the Middle East as it is, particularly in Libya—and gas
prices are on the rise yet again. As of yesterday, gas prices had in-
creased in each of the last 8 days by a total of 24 cents. The na-
tional average stood at $3.39 for a gallon of gas. Some are specu-
lating that the price per gallon could hit $4 by the summer. Let
us pray that that does not happen. Rising fuel prices can and will
have a ripple effect across our fragile economy. This isn’t a new or
surprising development for anyone. We have long known that our
dependence on foreign oil puts our economic security in the hands
of others.

Mr. Resch, what do you think we must do to spur demand in the
United States for clean energy technologies?

Mr. RESCH. It is absolutely critical that we do so, and part of it
is education, but just in the same way that we provide subsidies
to the oil and gas and coal industries, we need to make sure that
we are providing a level playing field for wind, solar and other
technologies. Unfortunately, our policies are on again, off again, 1
year, 2 years, where those industries enjoy permanency. So pro-
viding a stable regulatory and policy framework is absolutely crit-
ical. The investment is there. The infrastructure is built. We are
going to see these industries continue to grow very, very rapidly as
long as we provide stability for the business environment.

Mr. BUTTERFIELD. It is sad that we get to $4-a-gallon gasoline
before the American people really concentrate on the importance of
renewable energy.

Mr. RESCH. It is amazing.

Mr. BUTTERFIELD. Thank you for the work that you do.

I yield back.

Mrs. BoNO MACK. I thank the gentleman.

The chair recognizes Ms. Blackburn for 5 minutes.

Mrs. BLACKBURN. Thank you, Madam Chairman.

Ms. Wince-Smith, I appreciate that you mentioned creative de-
struction, especially in the creative economy as we look at tech-
nologies. The lifecycle is so sort and I think it is important that we
not try to prolong the lifecycle of a product that the American peo-
ple do not want. So thank you for mentioning that.

Mr. Cummiskey, I want to come to you. Very quickly, Georgia,
is it a right-to-work State?

Mr. CUMMISKEY. Yes, ma’am, it is.

Mrs. BLACKBURN. OK. And that I would assume helps the Quick
Start program?

Mr. CUMMISKEY. It helps a lot of things including Quick Start,
yes, ma’am.

Mrs. BLACKBURN. And if you would submit for me the budget
that you have for Quick Start and then the dollar, the ratio on your
return for investment. I would love to know that. It sounds like a
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great program, and sometimes we in Tennessee at your border get
a little bit jealous of some of the work you are doing there. What
I would also like to know from you, because of the work you all are
doing in some of the high-tech industries, what are the five things
that you hear from the companies that you are working with when
they talk about the Federal Government and they say they need
to get this, that or the other off the book and you can just submit
those for the record, and we would appreciate knowing what those
five things are. We need to drill down and get some of these oner-
ous regulations off the books.

Mr. CUMMISKEY. Yes, ma’am.

Mrs. BLACKBURN. OK. Dr. Holtz-Eakin, for you, I appreciated
that you talked about the households, businesses, governments,
international partners and the effect the budget has there. I would
love to have from you kind of a checklist as you look at this com-
mittee and our goal being to energize domestic production and
manufacturing, how we best do that. As you look at these four sec-
tors, what your advice would be on five items that we could do that
you see would serve us well.

Mr. HoLT1Zz-EAKIN. I would be happy to submit that.

Mrs. BLACKBURN. Thank you. I appreciate that.

Mr. Wilson, I want to chat with you a minute, because your
group supported the Dodd-Frank or Frank-Dodd, whatever you
want to call it, bill, and I have to

Mr. WILSON. Actually, Congresswoman, the roundtable did not.

Mrs. BLACKBURN. Oh, they did not? OK. Well, I have to tell you,
I hear from my bankers and small businesses out in the district as
we are doing these listening sessions that this is horrific. They
want this thing off the books because it impairs their ability to get
credit and they see it as a true impediment. I would love to hear
from you your thoughts on how that legislation has and will con-
tinue to affect small businesses, and even though we don’t have ju-
risdiction over that piece of legislation, I think that it prohibits
people moving to the next generation of technology that Ms. Wince-
Smith has, individuals that want to innovate something or a com-
pany that wants to locate in Georgia. So can you give me about 30
seconds on that one?

Mr. WILSON. Sure. I think one of the biggest concerns as I tried
to make clear in my remarks is that there is still a lot of uncer-
tainty about what the rules of the road are going to be going for-
ward. So on top of the crisis, on top of not knowing what your cap-
ital liquidity requirements are going to be going forward and we
may not know what those are going to be until the end of the year
given the current state of U.S. rulemaking. None that helps estab-
lish the certainty nor do we know the full economic impact of what
that is going to be. I happen to think that the 250 new rules com-
ing out of Dodd-Frank are going to have a negative effect on eco-
nomic growth and job creation. I can’t prove that you today. That
is the kind of thing where I think the economic impact assessments
that I referenced in my testimony would be useful, that either this
committee or the Financial Services Committee could request of the
Treasury and other financial regulators, or my idea of putting it on
a new legislative requirement that all new future financial rules
have a true economic impact assessment to——
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Mrs. BLACKBURN. Basically like we did in the pledge with the
$100 million impact.

Mr. Cummiskey, submit to me also how much you all have in-
creased your exports in Georgia. I would be appreciative of know-
ing that, and give your governor my regards.

Mr. CumMISKEY. I will.

Mrs. BLACKBURN. Mr. Resch, I would love to come to you for just
a second, please, sir. Your member companies, how many receive
government subsidies?

Mr. REScH. There are just a few that have received any kind of
form of grants to help develop

Mrs. BLACKBURN. And you don’t know how much those total?

Mr. REscH. I would have to look it up, but it is a pretty small
R&D that exists in the solar industry.

Mrs. BLACKBURN. OK. How many of those businesses would be
viable without those government grants?

Mr. RESCH. Most of them would be, but what they are trying to
do is really advance the technology beyond where the state is
today, to expand applications into military applications, portability,
increased efficiency drive down costs so those programs are really
designed to kind of lift up the industry, similar to what you see in
R&D programs for other energy technologies that

Mrs. BLACKBURN. OK, and then in 2005 you testified before this
committee that tax incentives were necessary to jump-start the
solar market but that those incentives should decline over time, so
do you still hold that position?

Mr. RESCH. You know, I think our industry needs this very sta-
ble platform in order to build upon. We have tax credits that exist
through 2016. By 2016, we are hoping to be the source of—

Mrs. BLACKBURN. Yield back.

Mrs. BoNO MACK. Thank you.

The chair recognizes Ms. Schakowsky for 5 minutes.

Ms. ScHAKOWSKY. Well, following up on that, Mr. Resch, how
viable do you think the oil and gas industry would be without the
$40 billion in subsidies they get over 10 years?

Mr. REscH. I think the reality is, we need all energy sources. We
are dependent upon foreign sources of energy right now. I think we
need to refocus on our domestic sources and look at technologies
like solar and wind that could be manufactured here, that could be
deployed on homes and on businesses and in utility-scale applica-
tions.

Ms. SCHAKOWSKY. But do you think we still need to subsidize, es-
pecially now that gas is at $100 a barrel once again? Do you think
that they really need to be subsidized?

Mr. REscH. Certainly it doesn’t make any sense to subsidize an
industry that is as profitable as the oil and gas industry while not
providing the kinds of support for emerging technologies that are
actually creating jobs here in the United States. But when you look
at the economics of oil and gas, there is no doubt there are opportu-
nities to encourage drilling that probably do require some kind of
tax incentives, but ultimately what we want to do is make sure we
support all of the energy technologies because we are going to need
more of it going forward, especially more of the clean energy tech-
nologies.
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Ms. SCHAKOWSKY. Thank you.

I want to ask a question that I have been mulling over for quite
a while now. In the United States of America, the income inequal-
ity has been growing enormously over about the last 30 years so
that right now about the top 1 percent of earners control about 39
percent of the wealth, which is more than the bottom 90 percent.
The top .001 percent of Americans, the very, very rich, have an av-
erage income of about $27 million and the bottom 90 percent have
an average income of about $31,000. It seems to me that that is
a problem, not only for our economy but for our democracy as well
when we have that kind of income inequality, and I am wondering
if anybody wanted to comment on that. It seems like we are still
going in the direction rather than of high-wage economy toward a
low-wage economy. We still see while manufacturing is picking up,
we still actually give some incentives for businesses to go overseas.
Does anybody want to comment on this? Yes, Ms. Wince-Smith,
and then we will go to Dr. Boushey.

Ms. WINCE-SMITH. Well, we have a lot of data at the Council on
Competitiveness over the years that really showed the direct cor-
relation between educational attainment and income levels over
time, and you are correct about the growing inequality gap. But on
the issue of—and so our whole education strategy is—and of
course, we spend more per child from K-12 than any other country
in the world outside of Switzerland and we are not getting the out-
comes. So the whole issue around how we get the impact from the
investment in education is huge going forward.

And the other thing I would say on, the issue of low wages and
how that relates to manufacturing, even in countries such as China
now, there is tremendous data that their wage structure is increas-
ing as they become more productive and companies are not invest-
ing in China because of low wage. It is the skill of the workers, it
is the overall capital structure, regulatory environment. So we have
to look at all of these things as a system and really optimize what
do we need to do to ensure we have the highest skilled workers and
do the best high-value activity in this country.

Ms. SCHAKOWSKY. Although it is also true that productivity has
gone up even as average wages for the middle class have done
gown.

Dr. Boushey?

Ms. BOUSHEY. You are right about that, Congresswoman, that, as
we have seen America become wealthier and we have seen workers
in the United States become more and more productive, you have
seen an increasing divergence between how much the average
worker is getting of those productivity gains or not, and that has
been a trend that has been going on for the past 30 years.

One of the things we have talked about on this that many folks
on this panel have talked about today is understanding the eco-
nomic impact of regulations and understanding the economic im-
pact of what government is doing. And I think that what your
question about inequality points us to is thinking not just what it
means for profits but what does this mean for the kinds of jobs that
are being created and not just for folks at the very, very top but
across the distribution. When we are talking about jobs in the
United States, we have to remember that six in ten workers who
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are in this economy don’t have a college degree, and are we cre-
ating good jobs for them, and they are indeed good customers for
many of the kinds of businesses and things that we have been talk-
ing about here on this panel.

Ms. SCHAKOWSKY. Thank you. I yield back.

Mrs. BoNO MACK. The chair recognizes the gentleman from Ken-
tucky, Mr. Guthrie.

Mr. GUTHRIE. Thank you, Madam Chairman. Thank you for rec-
ognizing me.

I first want to talk, I know we have had Mr. Zandi quoted for
his proposal or his analysis, and also I believe he is the one that
said that—resounding success, which most people that defend this
thing was actually well, it would have been worse if we hadn’t done
it but the President said it is going to create 3.5 million jobs and
8 percent unemployment so if you are going to define something as
resounding success, you might want to say at least you hit the
goals you put forward.

Mr. Holtz-Eakin, I know you are familiar with the Goldman
Sachs study. Do you want to comment on that since it has been
quoted here today and why you think it is probably not the best
analysis?

Mr. HoLTz-EAKIN. Well, I certainly that the fundamental flaw
with these analyses is that there is no conduit anywhere in them
for someone to be worried about the future. They are entirely driv-
en by the current cash flows, and so mechanically if the Federal
Government spends less, that cash flow goes down, they say the
economy is smaller. There is no ability for the private sector to rec-
ognize that taxes aren’t going to go up in the future, interest rates
are going to explode, there is not going to be a financial crisis so
I am going to make the investment, get offsetting impacts. That is
the basis reason to be doing this. So the studies are rigged to be
at odds with the basic motivation for the policy, and I think they
shed no light on the potential effectiveness of them whatsoever in
the same way that they were very misleading about what would
happen with the stimulus bill.

We are in the middle of a recovery that is driven by destroyed
balance sheets. Households’ homes are worth a lot less than they
used to be. Their pensions have been damaged. Governments have
red ink as far as the eye can see. None of this is about the current
cash flow. This is about the fact that the assets and liabilities don’t
line up in any deep way but we have got the wrong analysis in-
jected into that situation. You get bad policy advice.

Ms. BOUSHEY. Can I comment on that?

Mr. GUTHRIE. Yes.

Ms. BousHEY. I would like to comment on that for a moment.
You know, when we think bout economic growth, we often sort of—
maybe it is sort of a black box so let us sort of open that up for
a second. When you look at our gross domestic product, there are
four basic components: consumption, which is about 70 percent of
GDP, investment, government spending and net exports. In the
short term, and what these models that the Goldman Sachs folks
put forward, what these models measure is the impact over the
next couple of years of reducing one of those components in a sig-
nificant way. So in a moment when we already have so many indi-
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vidual consumers cutting back, we already see investment is at
decades lows, right? So firms aren’t investing because they don’t
see customers. People don’t have any money, as Dr. Holtz-Eakin
said, because of the unemployment and also the reduction in their
balance sheets. The decline in spending from the Federal Govern-
ment will reduce growth in our economy.

Now, over the long term, of course, we need to be concerned
about the taxes, the tax increases to pay for that, but in the short
term where we have high unemployment, that is what that model
is showing you.

Mr. GUTHRIE. But also I want to say I know anecdotally a lot of
businesses aren’t investing because they are concerned about the
regulatory environment and the uneasiness that is coming forward.
I know that from personal experience from people that I know. And
so those of us who are concerned understand there are investments
that are going to yield in the future. We spend a lot of money on
education. That is something I was driven by in the state legisla-
ture. When you look at what I think we are looking at, inflation
that is coming if we don’t get control of our budget deficit by print-
ing money inflation is going to come. Interest rates, pressure has
to be there eventually. I know they are record low. But looking at
why does—if we say investments in the long term, we are looking
in the long term and not trying to be, well—you are not trying to
cut your nose off to spite your face. What we are trying to do is,
how are we going to have a sustainable future and a sustainable
budget, and if we don’t do it now, then when? Mr. Holtz-Eakin?

Mr. HoLTZ-EAKIN. I just have one thing. These models are used
by policymakers at times and they can be useful. I have been in
the White House twice. I used these models when I ran the Con-
gressional Budget Office. But they are missing things that are cen-
tral to the economic moment. They, for example, assume a stable
regulatory environment. We have an avalanche of new regulations
in Washington. Last year we had a record number of Federal Reg-
ister pages and this year we are coming to see come online Dodd-
Frank, 240 rulemakings, 20 times more than we have ever seen,
the Affordable Care Act, an extraordinary regulatory expansion,
the EPA boiler rules, five other rulemakings in process. There is
nothing in those models that recognizes what is happening to the
business community in reality.

Mr. GUTHRIE. And manufacturing is a pathway to the middle
class for so many people, and that is why we have to make sure
we preserve that in the environment.

I know you probably want to comment. I only have 20 seconds.

Ms. BOUSHEY. Certainly, completely, manufacturing is certainly
vital to American workers. But two things. I mean, one on infla-
tion. I mean, we are at a moment where we are not seeing a lot
of pressure on the capacity here in the United States. We are not
seeing pressure on employment, we are not seeing pressure on our
productive capacity. It remains at about 76 percent of——

Mr. GUTHRIE. We are seeing record-high commodity prices.

Ms. BousHEY. That is true, but there is a lot of——

Mr. GUTHRIE. There are other reasons for that. I understand.

Ms. BOUSHEY. And so that is actually again why economically it
makes sense that this is a good time for government to invest,
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right? You have bridges that you need to invest in. Now is the time
to do it. I will stop there.

Mrs. BoNO MACK. The chair recognizes Mr. Harper for 5 min-
utes.

Mr. HARPER. Thank you, Madam Chair.

You know, one of the things that we have noticed in my home
State of Mississippi is that I haven’t found any business or any in-
dustry yet that believes that they are underregulated, and I guess
what I would like to ask first of all is, if I could ask Commissioner
Cummiskey, in your State, what have you seen that has worked
that you would say would be good for other States and for us to
look at?

Mr. CUMMISKEY. I go back to what I talked about, about those
type of endeavors, but our trade, we put a lot of time and effort
into our trade and not just with large companies but with small
business, less than 20 employees, and opening up pathways to peo-
ple all across the State through our trade offices and our offices
both in Georgia and outside internationally who really have had
great success finding new markets for them. Going back to that,
one thing that has worked is, every time a free trade agreement
is signed, we have seen exports to those new areas increase by 206
percent. So that is what is working right now, and that is one other
area that I didn’t get a chance to talk about because of time issues
but trade and trying to find new markets and putting some energy
and time into that has paid off exponentially for us right now.

Mr. HARPER. This is for anyone on the panel. As far as rec-
ommendations on changes in the tax code, what would come to the
top of your mind?

Mr. HoLTz-EAKIN. I want to echo the comments that were made
in Mr. Greenblatt’s opening remarks. Our corporate tax code is at
odds with our ability to compete around the world. We are the last
major economy that clings to a worldwide system of taxation. Ev-
eryone else has gone to taxing companies only on the basis of their
activity in the jurisdiction, whether it is the United States or
Brazil or Germany. We as a result are at a fundamental disadvan-
tage in the way we structure our tax system, and our rate is way
too high. Again, the President’s fiscal commission said we should
move toward an internationally competitive rate and a territorial
system. Absolutely, positively, it is the top thing to do in the tax
code.

Mr. HARPER. And if you did that, in what time period would you
expect to see a turnaround or an impact in this country if we made
that change?

Mr. HoLTz-EAKIN. I think you should just cut the rate right now.
We have to end up there anyway so why wait? You would get a
boost in the near term and you get sensible tax policy in the long
run.

Mr. HARPER. Yes, sir?

Mr. GREENBLATT. I think you also have to reduce the complexity.
We are paying about 40 grand a year in accountants and compa-
nies to make sure that we pay the right amount of payroll tax,
make sure we pay the right 401(k). If we make any mistakes, in
inadvertent booboos, we get very large fines, even if we are not
meaning to do anything. So we spend over 40 grand a year. I would
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much rather hire two unemployed Baltimore city steelworkers, get
them working for me rather than paying my accountant for this.

Mr. HARPER. Yes, ma’am?

Ms. WINCE-SMITH. I would just add and support what Dr. Holtz-
Eakin has said. You know, we see all over the world other councils
on competitiveness that are partners of ours actually making fun
of the United States now because of our corporate tax structure,
countries in the Nordics, are saying, “How could you have the cap-
ital cost structure you have?” And we have the data now. It is not
so much that U.S. companies that are sitting on, what is it, $1.8
trillion. They are now investing in this country because they are
not customers. It is because their global enterprises and they are
optimizing all over the world where they are going to do their high-
value work and so it is a very complex issue. Having a very oner-
ous corporate tax structure with all the other things we know, it
is really just a knife in the coffin now. And when Canada and
Japan can move very quickly, why can’t we?

Mr. HARPER. Yield back.

Mrs. BoNO MACK. The chair recognizes Mr. Pompeo for 5 min-
utes.

Mr. PomPEO. Madam Chairman, thank you.

Dr. Boushey, there has been some discussion about what we did
with H.R. 1. We heard lots of criticism from it. Do you think there
is any connection between job growth and deficit spending and pro-
jected deficit spending?

Ms. BOUSHEY. Certainly. In the short run or in the long run?

Mr. PoMPEO. I am talking about jobs.

Ms. BOUSHEY. Yes. OK. Then that is—right now in this economy,
we continue to have an output gap. We had a crisis

Mr. POMPEO. So how much bigger should ARRA have been?

Ms. BoUusHEY. When we——

Mr. PoMPEO. Ma’am, there is a question. You suggested that we
don’t have enough stimulus so I would like a number about how
big you think the stimulus should have been to solve the problem
in Kansas of unemployment.

Ms. BOUSHEY. It is a compositional problem and it was a num-
bers problem. So Christina Romer, then-chair of the Council of Eco-
nomic Advisors, argued for a stimulus of over a trillion dollars.
That would have provided a bigger bank for the buck. But the sec-
ond issue is that when the House got ahold of the bill—I am sorry.
When the Senate got ahold of the bill, they changed it and changed
the composition of where spending went. If you want to make a big
bang for your buck in terms of government spending at a time of
massive recession and massive unemployment, you want to spend
it on things that have the largest multipliers, and Ms. Wince-Smith
has provided a nice sort of primer on the multiplier effect.

Mr. PoMmPEO. I appreciate that, but I would like to reclaim my
time.

Ms. BOUSHEY. So you don’t want to be spending that on tax cuts,
you want to be spending it on——

Mr. PoMmPEO. All right. So there is a compositional problem. So
we took $61 billion out of the fiscal year 2011 budget, and you
think we should have instead added how much money?
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Ms. BousHEY. I think we should have retargeted on things that
would increase investment and increase our spending on infra-
structure.

Mr. PoMPEO. Thank you. I have heard you offer no solutions for
what we should have done.

Ms. BOUSHEY. My testimony has a number of solutions.

Mr. PoMPEO. I appreciate that.

Mr. Resch, you suggested we should not have visited tax credits
associated with your industry. I don’t know exactly what the dol-
lars were that we removed. Tell me, if we put that back in the
spending bucket, what do you think we should take out?

Mr. REScCH. It is specifically a loan guarantee program. It is actu-
ally not a tax credit. It is $2.5 billion that were specifically re-
moved in H.R. 1. And what we are looking at reducing is some-
where on the order of $30 billion of economic investment that that
would drive and somewhere around the order of 20,000 to 25,000
jobs throughout the United States, and that is just direct jobs in
the manufacturing of these facilities. You have then all of the man-
ufacturing plants in Michigan and all the rest that would support
these jobs.

Mr. PoMPEO. Mr. Greenblatt, we heard this morning from EDA
that they provide grants to various industries and businesses.
Would your business rather try and chase a grant from the Federal
Government or have consistently lower tax rates?

Mr. GREENBLATT. If we could have lower tax rates, if we could
put it on a postcard, you know, this is how much we made, this
is what our percentage is, this is how much the check is going to
be for, I would love that. I think every business would be happy
to give up any grants.

Mr. PoMPEO. I think so too. I spent the last 15 years of my life
in the manufacturing world until I became part of the problem 60
days ago, so I think that is what—I certainly know what would
have helped my competitors too, not just me, be successful.

Dr. Holtz-Eakin, you have talked about this deficit issue. I came
to this because it is always tomorrow, so the folks from the Center
for American Progress and other groups always say we have to
spend today and we do the savings part somewhere down the road.
It sounds to me like you think today is the day.

Mr. HovLTZ-EAKIN. Today is absolutely the day, and the evidence
is fro