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Thank you, Chairman Jordan, Ranking Member Kucinich, and other members of the
Subcommittee for the opportunity to appear before you this morning to discuss the stimulus bill
enacted two years ago tomorrow.

The two-year anniversary of the American Recovery and Reinvestment Act (ARRA)
presents an appropriate time to evaluate the legislation’s effectiveness. There are many metrics
by which one could assess this massive federal policy, but in my testimony today, | will focus on
just two: cost and “shovel-readiness.”

While it is certainly clear that the stimulus bill failed to create a robust economy, I will
not attempt to describe here any empirical simulations of the bill’s impact (or lack thereof) on the
economy. For better or worse, the ARRA was enacted because President Obama and Democratic
majorities in the House and Senate believed that a large fiscal stimulus could make a positive
contribution to the economy by stimulating aggregate demand. Under that premise, and the
assumption that the stimulus bill spending was not completely offset by a decline in private
activity, the effectiveness of the legislation depends, quite simply, on the stimulus spending
occurring in a timely fashion. My testimony today will look at whether or not that happened.

As described in greater detail below, my conclusions include the following key points:

e The massive, poorly considered stimulus bill rushed through Congress was not designed
to spend money quickly. While some activities such as one-time additional Social
Security payments, extended unemployment benefits, and other aid occurred quickly,
funding that involved actual projects or federal contracts were very slow to begin.

¢ In the seven months of fiscal year 2009 remaining after enactment of the ARRA, only 18
percent of the stimulus bill’s spending occurred. Even now, over one-fourth of all
stimulus monies remain unspent.

e A number of departments and agencies with large stimulus fund allocations appear
particularly bad at getting money out the door, including the Departments of Energy,
Transportation, Commerce, and Homeland Security and the GSA.

e The ARRA will continue to cost money beyond that estimated by the Congressional
Budget Office (CBO) because many provisions are being extended or made permanent.

Cost of the ARRA

President Obama was inaugurated on January 20, 2009, with plans for a massive fiscal
stimulus that was rushed through Congress in the first weeks of the new administration. The
Chairman of the House Appropriations Committee, David Obey, introduced H.R. 1, the
American Recovery and Reinvestment Act of 2009, an $819 billion stimulus bill, on January 26,
2009, and the House passed it two days later on January 28. The Senate followed suit two weeks
later with their $838 billion package on February 10. A conference report was agreed to on



February 13 (with a vote of 246-183 in the House and 60-38 in the Senate). President Obama
signed the bill into law on February 17, 2009.

At the time of enactment, CBO estimated the ten-year cost to be $787 billion.! CBO
projected that $120 billion would be spent in the remainder of fiscal year 2009; $219 billion
more would be spent by September 30, 2010; and the remaining $237 billion (41 percent of the
total) would be spent in fiscal year 2011-2019.% Despite rhetoric about shovel-ready projects and
the importance of getting money out the door, this bill, rushed through the legislative process in
three short weeks with little time for serious deliberations, was designed to spend funds over a
long period of time.

In addition, as discussed in more detail below, the budgetary cost of the ARRA does not
reflect the full cost of stimulus legislation passed by Congress over the last two years. A number
of provisions contained within the ARRA on a temporary basis have already been extended in
law, thereby further increasing the cost.

Initial Spending Efforts

In total, actual stimulus spending in fiscal year 2009 ($113 billion) was fairly consistent
with what CBO projected when the bill passed. However, and of great importance, the
composition of spending differed significantly from the original top-line estimate. Spending on
construction and infrastructure projects, designed to fuel job creation, was far below the original
estimate because federal departments and agencies tasked with spending money on infrastructure
and construction overwhelmingly failed to get the money out the door on time. The total amount
spent only matched projections because transfer payments to states and individuals for
unemployment insurance and education far exceeded initial projections.

At the end of fiscal year 2009, the Departments of Commerce, Defense, Energy,
Homeland Security, Interior, and Transportation had spent less than 10 percent of their stimulus
funds, far less than what was originally anticipated. In the case of the Department of Energy, the
stimulus bill originally provided $38.7 billion to promote energy efficiency and develop
renewable energy sources, yet only $779 million, or 2 percent, of the money was spent by
September 30, less than half of what was expected. The Department of Transportation, with its
particular emphasis on shovel-ready projects, spent 8 percent of its stimulus funds—only three-
fourths of what it was expected to have spent by that time. Other agencies have done far worse—
the National Institutes of Health and the National Science Foundation spent only 1 percent of

! In January 2010, CBO revised the estimate of the bill upward from $787 billion to $862 billion due to higher-than-
anticipated outlays on unemployment compensation, food stamps, and Build America Bonds. Alan D. Viard called
attention in July 2010 to many newspapers’ continued use of the outdated CBO estimate six months after it was
revised (see http://blog.american.com/?p=17572). In August, CBO revised its estimate down to $814 billion, but still
$27 billion higher than the original estimate. And just last month, the agency again revised its estimate, this time to
$821 billion, estimating that outlays from the ARRA in fiscal year 2011 will be $148 hillion, with another $148
billion in outlays through fiscal year 2019.

2 CBO, “A Preliminary Analysis of the President’s Budget and an Update of CBO’s Budget and Economic
Outlook,” March 2009, Table 1-3, www.cbo.gov/ftpdocs/100xx/doc10014/03-20-PresidentBudget.pdf.



their stimulus funds in the first seven months. At that rate, those agencies would take 58 years to
exhaust their stimulus money.®

In the meantime, spending for transfer programs, especially for unemployment insurance
benefits, and new and existing federal education spending, proceeded much faster in fiscal year
2009 than anticipated. States received $6.5 billion more than CBO estimated for education
through the Department of Education’s new State Fiscal Stabilization Fund. Spending for student
financial assistance at the Department of Education also outstripped CBQO’s original estimate by
about the same amount. Altogether, the Department of Education spent $20.6 billion by the end
of fiscal year 2009, $11.7 billion more than anticipated. The Department of Labor spent $27.5
billion, exceeding CBQO’s original estimate by nearly $10 billion, because total unemployment
benefits were substantially more than expected. The Department of Health and Human Services
was the biggest spender by department, with nearly $33 billion in outlays, nearly all of it federal
payments to the states to operate Medicaid, about the same amount as originally forecast.*

In November, CBO acknowledged the slow spending by the Departments of
Transportation, Energy, and Commerce, as well as “other federal agencies” that “spent
considerably more slowly than originally estimated.”® The agency also confirmed that spending
on unemployment benefits (Department of Labor) and Pell grants (Department of Education)
was higher than originally projected.®

Spending to Date

For my testimony today, | have prepared new estimates of spending to date by various
departments. According to CBO, $340 billion was spent through fiscal year 2010, and $296
billion remains unspent. This aggregate performance metric of share of funding spent is
troubling, but fairly abstract—a closer examination of certain departments yields even more
disturbing results.

Examples of Slow Stimulus Bill Spending

Transportation. The Department of Transportation (DOT) received the single largest
amount of infrastructure spending dollars in the stimulus bill and was supposed to be home to the
“shovel-ready” projects, those ready to begin within 90 days. In total, the ARRA allocated $48
billion to DOT. As of December 31, 2010, DOT had made nearly $45 billion available, almost
the entire allocated amount. However, at the end of September 2009, DOT had spent only 8
percent of the $45 billion; by the end of calendar year 2009, only 18 percent; and at the end of
2010, only slightly more than half of their available funds.

® Alex Brill and Rachel Forward, “About That Stimulus: The Shovel Wasn’t Ready” American.com, October 27,
2009, www.american.com/archive/2009/october/about-that-stimulus-the-shovel-wasnt-ready.
4 -

Ibid.
® CBO Director’s Blog, “ARRA Spending for 2009 Close to CBO’s Estimate,” November 2, 2009,
http://cboblog.cho.gov/?p=409.
® Ibid.
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Energy. Among the departments and agencies receiving more than $7 billion, the
Department of Energy (DOE) is by far the worst at spending funds in a timely manner. As of
December 31, 2010, DOE had made available nearly $35 billion in ARRA funds but had paid out
only one-third of that amount.

Department of Energy ARRA Spending
(in millions)
$40,000 -
435000 - Funds available 12/31/10
$30,000 -
$25,000 -
$20,000 -
$15,000 - 33%
$10,000 - O
5,000 - 5% /
? 2% Funds paid out
$O T T T T T T T 1
Q1 2009 Q2 2009 Q3 2009 Q4 2009 Q1 2010 Q2 2010 Q3 2010 Q4 2010
SOURCE: Recovery.gov

Other underperforming departments and agencies. Further examples of faltering
attempts to spend stimulus funds include:



e A $1.5 billion surface transportation fund controlled by the Secretary of
Transportation has spent only $39 million (2.6 percent).

e The DOE account for Fossil Energy Research and Development has had $3.4
billion made available but paid out only $145 million (4.3 percent).

e The Department of Housing and Urban Development’s Community Development
Fund has made available $3 billion but paid out only $782 million (26 percent).

e The Department of Defense military construction budget has made $1.1 billion
available but spent only $109 million (10 percent).

e $2.4 billion has been made available for distance learning, telemedicine, and
broadband through the Department of Agriculture, but only $40 million (2
percent) has been spent.

e The Department of Health and Human Services has made over $1.9 billion
available for the Office of National Coordinator of Health Information
Technology but has spent $161 million (less than 9 percent).

Stimulus That Never Goes Away

In addition to actual stimulus spending being stretched out for years, we will see some
stimulus policies for a long time to come for a different, but still troubling, reason: many of the
provisions in the stimulus will not be temporary. Congress has already extended through 2012
some policies originally established or expanded in the ARRA, such as the expansion of the
earned income tax credit, the creation of the American Opportunity tax credit (which replaced
less generous education tax incentives), and the lower refundability threshold for the child tax
credit. These extensions will increase the deficit an additional $44 billion in the next few years.’
And Congress has already extended other ARRA provisions as well. For example, Medicaid
assistance to states (FMAP) enacted in the ARRA expired in December 2010, but was
subsequently extended (at less generous levels) through June 2011 at an estimated cost of $16
billion.® Congress has also enacted nearly $125 billion in unemployment benefits and loaned $42
billion to states for more benefits.®

Furthermore, the intent of the bill was clearly to create a number of permanent programs.
For example, the $8 billion included in the ARRA for high-speed rail is not a sufficient amount
for deployment. President Obama’s fiscal year 2010 budget, released a little more than a week

7 Joint Committee on Taxation, “Estimated Budget Effects of the ‘Tax Relief, Unemployment Insurance
Reauthorization, and Job Creation Act Of 2010,”” December 10, 2010,
www.jct.gov/publications.html?func=startdown&id=3715.

8 CBO, “The Budget and Economic Outlook: Fiscal Years 2011 to 2021,” January 2011,
www.cho.gov/ftpdocs/120xx/doc12039/01-26_FY20110utlook.pdf.

° Department of Labor, Employment and Training Administration, “Trust Fund Loans,”
www.workforcesecurity.doleta.gov/unemploy/budget.asp.



after the bill’s enactment, included an additional $5 billion for high-speed rail, and last week, the
administration called for $53 billion more.

In addition, the fiscal year 2010 budget proposed making at least 37 percent of the ARRA
permanent.*® While some of those policies have expired and not been extended, the intent was
clear. And some policies that have not already been extended remain in the President’s budget.

Conclusion

At the time the bill was being developed, policymakers and analysts debated whether tax
cuts or spending increases would be more effective. The argument advanced by some, including
administration officials, was that, because people would save instead of spend money from tax
cuts, the only way for the government to ensure increased aggregate demand was for the
government to do the spending directly—and quickly. Therefore, “shovel ready” became the
term of the hour, with proposals for such projects coming from all quarters, including a $149
billion list of 18,750 “ready to go” projects from the U.S. Conference of Mayors.**

As it turns out, based on the data from the last two years, the government was arguably
no better at spending money than taxpayers would have been. Of course, the reasons are quite
different. Taxpayers may save tax breaks because of personal economic insecurity or fear of
future, offsetting tax hikes. Government didn’t spend more simply because of red tape,
indecision, or the long-term nature of many projects funded in the bill. In addition to the
departments described above, the Departments of Commerce, Defense, and Homeland Security
and the GSA and a number of smaller agencies were particularly poor performers. In October,
President Obama, faced with myriad delayed infrastructure projects, finally admitted that
“there’s no such thing as shovel-ready projects.”*?

Of course, some funds were quickly dispensed, including additional cash payments to
Social Security beneficiaries, unemployment benefits from the Department of Labor, and
transfers to the states from the Department of Health and Human Services.

By now, prospects are not as bleak as they were two years ago. The recession has
technically ended. The labor market, while dismal, has stopped deteriorating. The stock market
has rebounded, and consumer spending is on the rise. Now, it is reasonable to conclude, is not
the time for a stimulus. Yet, ironically enough, it will be a challenge to stop the massive
spending that was so slow to start up two years ago.

1% Alex Brill and Amy Roden, “A Sickening Deficit,” Forbes.com, October 19, 2009, www.aei.org/article/101184.
1 Jennifer Levitz and Philip Shishkin, “Stimulus Brings Out City Wish Lists: Neon for Vegas, Harleys for
Shreveport,” Wall Street Journal, February 4, 2009, http://online.wsj.com/article/SB123369271403544637.html.
12 Michael D. Shear, “Obama Lesson: ‘Shovel Ready’ Not So Ready,” New York Times Caucus blog, October 14,
2010, http://thecaucus.blogs.nytimes.com/2010/10/15/obama-lesson-shovel-ready-not-so-ready.



Appendix: American Recovery and Reinvestment Act of 2009: Select Spending Data
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Commerce and Justice Departments and GSA ARRA Spending
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