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TUESDAY, MAY 25, 2021

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 9:30 a.m., via
Webex, in Room SD-215, Dirksen Senate Office Building, Hon. Ron
Wyden (chairman of the committee) presiding.

Present: Senators Cantwell, Carper, Cardin, Brown, Bennet,
Casey, Warner, Whitehouse, Hassan, Warren, Crapo, Grassley,
Thune, Portman, Toomey, Cassidy, Lankford, and Daines.

Also present: Democratic staff: Michael Evans, Deputy Staff Di-
rector and Chief Counsel; Ian Nicholson, Investigator and Nomina-
tions Advisor; Joshua Sheinkman, Staff Director; and Tiffany
Smith, Chief Tax Counsel. Republican staff: Gregg Richard, Staff
Director; and Jeffrey Wrase, Deputy Staff Director and Chief Econ-
omist.

OPENING STATEMENT OF HON. RON WYDEN, A U.S. SENATOR
FROM OREGON, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The Finance Committee meets to discuss four
nominations that will round out President Biden’s team leading the
Treasury Department. Lily Batchelder is nominated to serve as As-
sistant Secretary for Tax Policy. Professor Batchelder is not only a
leader when it comes to crafting tax policies that bring working
Americans into the economic winner’s circle, she is also a friend of
the committee.
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Along with Senator Bennet, I serve on the Intelligence Com-
mittee. I am not going to get into any classified kind of matters,
but suffice to say this is a group that has plenty of friends here
in the committee, and they were actually kind of duking it out al-
most to see who would introduce our nominees. And all kidding
aside, we are just particularly proud of Professor Batchelder, who
is an alum of the committee, and we are glad that she is here.

From 2010 till 2014, she served as Chief Tax Counsel to then-
Chairman Max Baucus, and later became Deputy Director of the
National Economic Council under President Obama. She has al-
ways been an advocate for the proposition that tax policy is not just
about revenue. She knows, for example, that tax policy can drive
inequality or help solve it and create high-skill, high-wage jobs for
the country. So we are always happy to welcome Professor Batch-
elder to the committee.

While we are on the topic of those whom we know well, I appre-
ciate Jon Davidson, who is nominated to serve as Assistant Sec-
retary for Legislative Affairs. He too is well-known and respected
in these corridors. For decades he served as Chief of Staff to Sen-
ator Bennet. People who worked with the two of them know that
Senator Bennet’s team has been the gold standard when it comes
to designing and building support for policies that help working
families and the middle class in the country get ahead.

Mr. Davidson brings decades of Capitol Hill experience to his
nomination. He played a key role in the transition that helped the
Biden administration hit the ground running on January 20th.

Ben Harris has been nominated to serve as Assistant Secretary
for Economic Policy. If President Biden is known for one thing, it
is his lifelong principled commitment to working people in down-
trodden communities like Scranton, PA. It takes a lot of hard work
and a lot of planning, never more so than during a severe jobs cri-
sis, to build an agenda of fresh, bold economic policies reflecting
those core Biden principles.

Dr. Harris has been right at the heart of that process. His work
has proven wrong anybody who thought that the Biden administra-
tion was going to take half measures rather than big strides to help
people get ahead in the wake of the COVID crash.

And finally, Nellie Liang is nominated to serve as Under Sec-
retary for Domestic Finance. So many have followed her work and
have been in touch with me to praise her work. I think it is impor-
tant to note that at the outset, because there has not been a
Senate-confirmed official in this job since 2014. So I am pleased
that President Biden has put forward such a highly qualified nomi-
nee.

Dr. Liang has 3 decades of experience at the Federal Reserve.
She was the first-ever Director of the Division of Financial Stability
on its creation in 2010, coming out of the Great Recession. Her ex-
perience in that job is going to be key to her work at the Treasury
Department leading an office on protecting our economy from risks
and from downturns.

The bottom line, the group joining the committee today is an all-
star team of economic policymakers focused on giving everybody in
the country a fair shot and a fair opportunity to get ahead, not just
those at the top. The nominees are highly qualified and a strong
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addition to Secretary Yellen’s leadership team at the Treasury De-
partment, along with Deputy Secretary Adeyemo. This committee
is going to lean often on their expertise.

Tomorrow the committee is going to have a debate as well, so col-
leagues know, aimed at bringing our system’s energy taxes, 44 sep-
arate energy taxes, into the 21st century and creating a wave of
new, clean energy jobs for our country.

The committee is working on changes to the international cor-
porate tax system, based on the proposition that, again, everybody
ought to pay their fair share, even the big mega-corporations that
got a huge tax handout from the 2017 Trump tax law. And the
committee is working with Treasury on the new Child Tax Credits,
as well as efforts to close the tax gap and rebuild the IRS resources
to crack down on cheating by high-flyers.

So there are lots of areas that I know our nominees are going to
be asked about this morning. I want to thank them again, and wel-
come Senator Crapo’s opening remarks, and then we have some
formalities and we have some introductions.

Senator Crapo?

[The prepared statement of Chairman Wyden appears in the ap-
pendix.]

OPENING STATEMENT OF HON. MIKE CRAPO,
A U.S. SENATOR FROM IDAHO

Senator CRAPO. Thank you, Chairman Wyden.

Today we welcome four nominees for positions at the Department
of Treasury. Congratulations to each of you on your nomination.

Treasury is responsible for implementing laws and congressional
intent concerning tax, economic, fiscal, financial, and national secu-
rity issues. Over time, the Treasury Department’s responsibilities
have expanded. With increased responsibility comes the need for
transparency and accountability.

Each of our nominees, if confirmed, should recognize this com-
mittee’s oversight responsibilities to the American people regarding
Treasury policies and activities, including activities at the IRS.

So far in this Congress the Department has not adequately rec-
ognized the need to be transparent and accountable to this com-
mittee. Today I am interested in learning more about policy posi-
tions and advocacy of our nominees. I expect to learn even more
from what need to be robust, complete, and detailed responses to
questions for the record that members will ask after today’s hear-
ing.

This is particularly important, as I do not support many of the
tax and financial policies put forward by the administration—and
some of the nominees here today. While we do not have to agree
on every policy, we do need to agree on a reasoned debate and dia-
logue driven by the facts.

Americans are still recovering from the largest negative economic
shock in modern records stemming from the pandemic. We con-
tinue to hear of businesses having difficulty finding employees will-
ing to work at market wages. Inflation has risen, igniting the pros-
pect of a budget-crushing increase in interest rates. This is no time
to enact massive increases in domestic and international taxes, to
further impede labor market adjustments, or to punish low- and
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middle-income workers with higher energy costs and increased gas
prices at the pump.

The Tax Cuts and Jobs Act of 2017 spurred economic activity
and helped lead to historic lows in unemployment rates, particu-
larly for minority workers, and robust wage growth that especially
benefited the low-wage workers.

Reversing those gains with job-killing taxes is not the way to go.
It is important to find bipartisan solutions to reignite growth and
increase jobs and wages for workers.

Mr. Davidson, in your role as Assistant Secretary for Legislative
Affairs, you would advise the Secretary on congressional relations
and help coordinate Treasury’s interactions with Congress. As I
have said before, there is work to be done at Treasury to improve
transparency and accountability, and interactions with both sides
of the aisle in Congress.

Dr. Harris, the Assistant Secretary for Economic Policy analyzes
and reports on current and prospective economic developments
both here and abroad, and assists in formulating economic policies.
Economic analysis is often speculative, but all views must be
heard. Discussions must be based on positive, actual descriptions
of what we know or do not know. Normative advocacy has its place,
but should not be the only basis for our policy discussions.

Ms. Batchelder, the Assistant Secretary for Tax Policy develops,
recommends, and implements Federal tax policy on behalf of the
Treasury. I do not agree with some of the normative policies for
which you advocate and need assurance that, if confirmed, you and
others at Treasury give opposing, reasoned views a fair shake.

Finally, Dr. Liang, the Under Secretary for Domestic Finance
oversees and assists in areas of domestic finance, banking, and
other economic matters. I have concerns that some in the adminis-
tration desire to reimagine financial markets to become more driv-
en by political preferences of one side, and I look forward to learn-
ing more about your positions.

I again stress the need for each of you, if confirmed, to work
across the aisle and to be transparent and responsive. I look for-
ward to your testimony and to detailed responses to your questions.

Thank you.

[The prepared statement of Senator Crapo appears in the appen-
dix.]

The CHAIRMAN. Thank you, Senator Crapo.

Now we are going to have the introductions. Senator Bennet will
introduce Mr. Davidson.

OPENING STATEMENT OF HON. MICHAEL F. BENNET,
A U.S. SENATOR FROM COLORADO

Senator BENNET. Thank you, Mr. Chairman, and thank you and
Ranking Member Crapo for allowing me to introduce Jonathan Da-
vidson, President Biden’s nominee to serve as Assistant Secretary
of the Treasury for Legislative Affairs.

President Biden could not have made a better choice. And I can
think of few people who understand how government works, and
especially Congress, better than Jon. Jon served, as you said, Mr.
Chairman, on Capitol Hill for over 2 decades. He worked his way
up from a job as a body person to the late Senator Sarbanes, to
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eventually become his Chief of Staff. Jon spent time in the House
of Representatives working for John Sarbanes before returning to
this body as Chief Counsel to Senator Warner, and then, despite
his better judgment, as my Chief of Staff. [Laughter.]

Jon served in that role for over a decade, which is virtually my
entire time in the Senate. I still believe that Jon was the best Chief
of Staff in the entire U.S. Senate, particularly when you consider
the hand he was dealt. As my colleagues may remember, I came
to this body with no experience in elected office. I was appointed
to the job at a time when only 3 percent of Coloradans knew who
I was. I had no shortage of ideas about what I wanted to do, but
I had no idea how to do them. Jon was the perfect partner. And
even though we are not that distant in age, he was always more
patient, more savvy, more strategic about how to operate the levers
of the Senate to make progress for Colorado and the country than
I was.

And over the past 10 years, as my Chief of Staff, Jon helped me
navigate almost every issue before this committee, from trade and
tax policy to fiscal matters, economic competitiveness, and support
for working families. Jon combined an expertise about the issues
with a deep appreciation for what mattered to people’s lives.

Jon is unusual for someone who has had such a distinguished ca-
reer on the Hill, because there is no trace of ego about him. He has
always been about the work, which is making our institutions de-
liver for everyday people. Jon reveres this body. He appreciates
how, at their best, our institutions can transform the vastly dif-
ferent perspectives across the country into an enduring result that
makes a difference in people’s lives.

He knows that democracy is hard work. There are no shortcuts,
and Jon would not take one even if there were one. He has always
led with integrity and inexhaustible drive. He is an excellent man-
ager and mentor of people, and he has certainly been an important
mentor to me over the past 10 years. I do not know anyone who
has worked harder, and I do not know anyone who has taken less
credit for what he has achieved.

When Senator Brown, Chairman Wyden, and I helped pass the
Child Tax Credit earlier this year—the single biggest investment
in families in half a century—it was largely because Jon had
helped pave the way with years of hard work behind the scenes far
from the bright lights and TV cameras. That is who he is.

Whatever I have achieved in this job over the past 10 years is
a credit to Jon’s leadership and partnership. And whatever my
failings in this job—and there have been plenty—they inevitably go
back to times when I did not listen to Jon.

Let me end with this: Jonathan Davidson is a first-rate public
servant, a patriot, and a friend. And as much as it pains me to see
him leave our team, I take comfort knowing that Treasury will
gain a highly effective and respected leader at this pivotal juncture
for the country, and that this committee will have a faithful inter-
locutor at the Department of Treasury. I cannot thank Jon enough
for his service to Colorado, and I am so grateful to his wife Erin
and his kids Leo, Mia, and Serena for allowing Jon to give so much
of himself to our team over the past 10 years. I urge my colleagues
from both sides to confirm this exceptional nominee.
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The CHAIRMAN. A terrific sendoff, Senator Bennet.
Senator BENNET. Thank you.
The CHAIRMAN. Senator Warren?

OPENING STATEMENT OF HON. ELIZABETH WARREN,
A U.S. SENATOR FROM MASSACHUSETTS

Senator WARREN. Thank you, Chairman Wyden, and thank you,
Ranking Member Crapo.

I am pleased to have the opportunity to introduce Professor Lily
Batchelder of Massachusetts, who has been nominated to be our
next Assistant Secretary for Tax Policy. Now Lily already has an
impressive track record of fighting for equity and efficiency in our
tax system, in government and in academia. And she has the ex-
pertise to get the technical details of tax policy right to make sure
that it really delivers on creating a fair system that works for ev-
eryone.

Lily received her bachelor’s degree in political science with hon-
ors and distinction from Stanford University, her MPP from the
Harvard Kennedy School, and her J.D. from Yale Law School. She
is currently the Robert C. Kopple Family Professor of Law at NYU
School of Law, where her academic research has covered many crit-
ical issues, including making sure that the rich pay their share, all
the way to examining how tax policies impact families.

She has written about the benefits of a wealth tax—go, Lily!—
and she has detailed how Trump’s child care proposals have left
out low-income families. She also recently co-founded NYU’s Tax
Law Center. It serves as a strong public interest voice on tax laws
to balance out lobbying by the wealthy and big corporations.

Lily also has extensive public service experience. She was ap-
pointed by President Obama to serve as Deputy Director in the
White House National Economic Council and Deputy Assistant to
the President, where she was responsible for tax and budget issues,
including tax reform, retirement policy, and low-income benefits.
She also served as majority Chief Tax Counsel on the Senate Fi-
nance Committee and thus, as the chairman pointed out, is well-
known already to many of us.

This is a critical time for tax policy. We must make big, bold in-
vestments in American families. And we must make equally big
and bold changes to our tax policies to make sure that the wealthy
and the giant corporations are paying their fair share.

Lily Batchelder has the experience, she has the expertise, and
she has the principle to work with Congress on the legislation and
on the implementation that are required to make much-needed re-
forms to our tax policy.

Lily is a person of deep values and great integrity. So I want to
say “welcome,” Professor Batchelder. We are pleased to have you
here. We are looking forward to today’s discussion. And, like Sen-
ator Bennet, I urge all of my colleagues to get to know you. I be-
lieve they will want to support you in this hearing, and want to
support you in your work at the Department of the Treasury.

Thank you.

The CHAIRMAN. Thank you, Senator Warren.

And now we have our nominees. What we have to do is, we are
going to hear their openers, and then we have a standard set of
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questions, and then the members will start talking about what
they are interested in.
Ms. Batchelder, please?

STATEMENT OF LILY LAWRENCE BATCHELDER, NOMINATED
TO BE ASSISTANT SECRETARY FOR TAX POLICY, DEPART-
MENT OF THE TREASURY, WASHINGTON, DC

Ms. BATCHELDER. Ranking Member Crapo and members of the
committee, thank you for the opportunity to appear before you
today. And thank you, Senator Warren, for the very kind introduc-
tion, and to Chairman Wyden.

It is an honor to appear before this committee, having served as
the Chief Tax Counsel under former Chairman Baucus for 4 years.
And being a tax person, that was a dream job, and I am humbled
today to be considered for another dream job, which is serving as
Treasury Assistant Secretary for Tax Policy.

I have great respect for this committee and the critical nature of
this work. We face immense challenges as a country in navigating
the pandemic and the economic recovery, in tackling long-term fis-
cal challenges, and in doing so in a way that increases opportunity
for all Americans.

If I am fortunate enough to be confirmed, I would strive to be
a strong partner to you in this work. I have spent most of my ca-
reer working on tax policy, and I am passionate about its role in
advancing shared prosperity and economic mobility. Tax revenue
funds many of our critical social programs. Tax benefits can curtail
or exacerbate our disparities by income, wealth, race, ethnicity,
gender, and geography.

At the same time, well-constructed and well-implemented tax
policy can minimize any associated gaming or distortions to busi-
ness activity, while poorly constructed policy can do the reverse,

This is one of the things I love about tax. It is simultaneously
about high-level values, but also practical technical details that cre-
ate opportunities to work across the aisle.

There are many aspects to this position which I look forward to,
if I am confirmed. I would hope to contribute to and advance Presi-
dent Biden’s policy agenda to further our economic recovery, build
back better, promote racial and gender equity, and address the cli-
mate crisis.

This would include working with you and your staffs to make
sure any agreements you reach are drafted in technically sound
ways. I would also work to ensure that Treasury issues timely and
sound guidance on tax issues consistent with congressional intent
and responsive to input from a broad range of stakeholders.

Finally, I would strive to serve as a strong partner to the IRS
on tax implementation and administration. This would include new
programs they have been tasked with implementing like the fully
refundable Child Tax Credit, and also their ongoing duties like tax-
payer service.

For many years the IRS has been asked to undertake a very
large and expanding set of responsibilities with, until recently, flat
or declining funding. I would work to assist them in any way the
Office of Tax Policy could, because we all benefit from a well-
functioning IRS.
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If confirmed, I am committed to engaging with you on a bipar-
tisan basis. Over the course of my career, I have worked in the
public, private, academic, and nonprofit sectors. These experiences
have taught me to see tax policy from multiple perspectives and
how to work effectively and constructively with people who may
have different views than my own.

My family could not join me today because of the pandemic,
which I see as a good thing, because we have a 15-month-old
daughter, Maia, who would probably be tearing apart this hearing
room and waving to each of you, but she reminds me every day
why public service is important: to make a better world for her,
and even more so for all the children growing up without the finan-
cial security and other advantages we are lucky to be able to pro-
vide her with.

I want to thank my family, especially my partner Peter, my par-
ents, brothers, and in-laws, for their love and support. Without
that support, including their care for Maia, I probably would not
be in a position to undertake this role with such large responsibil-
ities that I take so seriously.

Thank you for considering my nomination, and I look forward to
your questions.

4 [The prepared statement of Ms. Batchelder appears in the appen-
ix.]
The CHAIRMAN. Thank you, Ms. Batchelder.
Mr. Davidson?

STATEMENT OF JONATHAN DAVIDSON, NOMINATED TO BE AS-
SISTANT SECRETARY FOR LEGISLATIVE AFFAIRS, DEPART-
MENT OF THE TREASURY, WASHINGTON, DC

Mr. DaviDSON. Thank you, Chairman Wyden. Mr. Chairman,
Ranking Member Crapo, members of the Finance Committee, I ap-
preciate the opportunity to appear before you today. I am honored
by President Biden’s nomination and having a chance to serve
under Secretary Yellen.

And, Senator Bennet, I would like to express deep gratitude to
you for your way overly kind introduction. And all of the words
that you said, I could easily turn around and say about you. I am
deeply grateful for the work I have been able to do with the Sen-
ator. I have spent almost half my career with him, and I have
learned so much about the long game, and decency, and thoughtful-
ness from Senator Bennet and his team.

I am also so proud of our work that we were able to do together
during that time. Most recently, it has been an absolute thrill to
see his and Senator Brown’s American Families Act, not to be mis-
taken for the American Families Plan, become law, which will lift
nearly 50 percent of this country’s children out of poverty in one
single year.

I would also like to thank Senator Warner, from whom I have
learned so much as well, for his friendship and extraordinary sup-
port. And, as Senator Bennet mentioned, I started my career with
Paul Sarbanes, who passed away late last year. He was another
mentor, as is Senator Bennet, and is dearly missed by me and my
family. He was someone who made me understand and appreciate
the historical conscience of the Senate. And I want to extend grati-
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tude to John Sarbanes, his son, who has been so successful in the
House of Representatives and helped me learn to navigate the
ways of that body.

Finally, and most importantly, I would like to thank my family—
my kids Leo, Mia, and Serena—who all make us so proud almost
all of the time. And I know nominees often throw around hyper-
boles, but my wife Erin Sheehy is the reason I have been able to
make it through anything difficult in my adult life. She has been
absolutely critical throughout this process, and I have said more
than a few times she has carried me and my family.

And the same goes for my brother, who is the best older brother
anyone could ever have, and to my father, who has been an exam-
ple of the very best in parenthood, and in life generally. He taught
me about politics, diplomacy, and public service. And finally, my
mom, whom we lost earlier this year, but whose relentless commit-
ment to the underdog continues to inspire me every day. Thank
you, and I love you all.

The partnership between Treasury and this committee, and Con-
gress overall, is so important to the Federal Government and to the
country. Just like all of you, the Treasury Department is working
hard to help us recover from the pandemic and the related eco-
nomic crisis.

Treasury is implementing significant relief and recovery efforts
and working on policies to strengthen our economy, to repair gaps
in our Nation’s infrastructure, and to remedy uneven access to the
American Dream. And it has done all of that work on top of its sub-
stantial day-do-day responsibilities like financing the government
and implementing foreign economic sanctions.

I fully appreciate how much we need to work closely with this
committee in its legislative and oversight functions to succeed in
these efforts. If I am confirmed, my goal will be to serve as a re-
ality broker between Treasury and Capitol Hill. Where we can pro-
vide information to members of Congress to help them do their jobs
and aid their constituents, we should do so fully. Where we cannot,
we should provide a clear and cogent explanation as to why not.

I am privileged to have spent the majority of my career working
on Capitol Hill. I have learned so much about trust and character
up here, and I have also learned to be cognizant of the fact that
there is always even more that I do not know. I recognize that al-
most everyone who comes to work here has good intentions. Most
of the members and staff are true patriots who want to help our
country.

I also know that most of the good work we can all do together
happens beneath the political din and sensationalized conflict,
something I learned from Senator Bennet. If confirmed, I will listen
to you and work with you to make real progress for every Amer-
ican.

To conclude, I want to thank the chairman, the ranking member,
and their staffs. We all recognize how much work, in addition to
nominations, everyone has to do on this committee. And I am
grateful for the effort it took to prepare for and conduct this hear-
ing.

Thank you, and I look forward to your questions.
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[The prepared statement of Mr. Davidson appears in the appen-
dix.]

The CHAIRMAN. Thank you, Mr. Davidson.

Dr. Harris?

STATEMENT OF BENJAMIN HARRIS, Ph.D., NOMINATED TO BE
ASSISTANT SECRETARY FOR ECONOMIC POLICY, DEPART-
MENT OF THE TREASURY, WASHINGTON, DC

Dr. HARRIS. I would like to begin by thanking Chairman Wyden
and Ranking Member Crapo for considering my nomination. I
would also like to express heartfelt gratitude to President Biden for
his nomination, and to Secretary Yellen for placing her trust in me
to serve in this role.

Please allow me to also acknowledge my oldest daughter Lillian,
who is behind me. As a father, I have tried to instill in my daugh-
ters a deep appreciation for the value of democracy, and it is a true
privilege to invite Lily to witness the inner workings of our demo-
cratic system firsthand.

Seated here today, I suspect they share the same humility felt
by many others before me. It is truly an honor to be considered as
a successor to a storied group who have held this role previously,
including economists of remarkable talent serving under both the
Republican and Democratic administrations.

Prior Assistant Secretaries for Economic Policy include Phill
Swagel, Rich Clarida—now respectively CBO Director and Vice
Chair of the Fed—who held this role under President George W.
Bush. Prior Assistant Secretaries also include Janice Eberly, Karen
Dynan, and Alan Kruger, all of whom I have had the privilege to
1("1epo1it to at some point in my career, and all of whom I admire

eeply.

Should I be confirmed, I will strive to live up to the legacies set
by these economists and others who have served in this role. Under
the leadership of these prior Secretaries, the Office of Economic
Policy at the Treasury Department has earned a reputation for pro-
viding unbiased, high-quality empirical analysis to the Treasury
Secretary and other policymakers.

As an ardent supporter of evidence-based policy, I regard this ap-
proach as a critical step to making sound and effective policy. After
roughly 2 decades spent working in the policy arena, one of the
most important lessons I have learned is that good policy usually
follows good analysis.

Indeed, I believe that a commitment to following the data and
evidence should help lead our economic decision-making as we
transition between recession and recovery. In times of marked un-
certainty such as the current period, it is my view that embracing
robust and timely analysis is the only way to get it right.

I cannot tell you with certainty how our economy will emerge
from this crisis, but I do know that we will better understand the
challenges facing our country if we prioritize data and evidence.

If confirmed, I am eager to work with the members of this com-
mittee and your staffs on a collaborative and bipartisan basis. As
a former Hill staffer, I am well aware of the importance of coopera-
tion between the executive and legislative branches, and under-
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stand that superior policy is a byproduct of robust collaboration
and frequent communication.

This preference for collaboration is further driven by my deep re-
spect for this committee, which regularly confronts the most vexing
and important economic challenges facing our country. It is not lost
on me that I have much to learn from the insight of this commit-
tee’s members and its staff.

I would like to conclude by thanking my family—my wife Jessica
and my daughters Lily, Juliette, and Annie—for their support and
patience. Through my three prior stints in public service, they have
learned that my desire to serve the American public comes at a
cost to them, and I am grateful that they are willing to share my
time with the U.S. Treasury Department.

Thank you for your consideration.

[The prepared statement of Dr. Harris appears in the appendix.]

The CHAIRMAN. Thank you very much.

Next is Dr. Liang. Welcome.

STATEMENT OF J. NELLIE LIANG, Ph.D.,, NOMINATED TO BE
UNDER SECRETARY FOR DOMESTIC FINANCE, DEPARTMENT
OF THE TREASURY, WASHINGTON, DC

Dr. LiaNG. Thank you, Chairman Wyden, Ranking Member
Crapo, and members of this committee. Thank you for the oppor-
tunity to appear before you today.

I am truly honored to have been nominated by President Biden
to be Under Secretary for Domestic Finance at the Department of
the Treasury, and by the trust of Secretary Yellen. I am grateful
to the committee for considering my nomination. I am also grateful
for the support and love of my husband of 37 years, Ken Howard,
who is here with me today, and my children Greg and Kim, who
may be watching.

I would also like to recognize my parents, who immigrated to this
country many decades ago with very little beyond their life value.
But they believed that in this country, if their children went to
school, worked hard, and committed to family and community, they
would have many opportunities to contribute to this country’s po-
tential and share in its prosperity.

I am an economist by training and have spent many years in
public service. I have studied extensively and have seen up close
how financial institutions and financial markets effect economic
and financial stability. I am committed to applying those insights
from that experience—as well as some data, research, and broad
outreach—to policymaking.

The pandemic revealed fragilities in the economy, especially in
some communities that were least able to bear the burden. It also
revealed the fragilities in parts of the financial system. If con-
firmed, I will work to support the President’s and the Treasury
Secretary’s priorities, and work with this committee to promote a
financial system that will lead to more sustainable and more equi-
table economic growth.

In doing so, I will build on the strength of the U.S. financial sys-
tem, which is the world’s strongest, providing trillions of dollars of
credit to households, businesses, and governments each year to
support their spending and investments. This system has dem-
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onstrated time and again its ability to adapt to new changes in de-
mand for services and in technologies, bringing about significant
changes in how financial services are delivered.

New technology today, such as in digital assets, will likely lead
to more significant changes. If confirmed, I look forward to working
with members of this committee and others to ensure that the
evolving financial system continues to meet the needs of the Amer-
ican people. I will work to improve credit access to the underserved
communities, including through implementation of programs at
Treasury that provide both capital and technical assistance to
small businesses and underserved communities.

In addition, while our dynamic financial system spurs growth, it
can also lead to regulatory gaps over time. I will work to ensure
we are adopting policies that recognize these changes, to ensure
customers and investors are informed and protected and risks to fi-
nancial stability are mitigated.

In addition, a critical responsibility for Treasury is to manage
the costs of government financing. The Treasury securities market
is the deepest, most liquid market in the world. The country bene-
fits from the special attributes of Treasury securities. I believe it
is critical that we ensure the Treasury market functions well in pe-
riods of stress.

If confirmed, I will work to provide an assessment of recent
changes in the market and recommend policies as needed to ensure
a robust, resilient Treasury securities market. I recognize these ef-
forts would take significant communication with the members of
the staff and of this committee if I were to have the honor of serv-
ing in the Treasury Department, and I would very much look for-
ward to working closely with you and your colleagues.

Thank you again for the privilege of appearing before you today,
and I look forward to answering your questions.

[The prepared statement of Dr. Liang appears in the appendix.]

The CHAIRMAN. Thank you very much, Dr. Liang.

Now for all of you, there are some obligatory questions I am re-
quired to ask of each of you before we turn to member questions.

First, is there anything that you are aware of in your background
that might present a conflict of interest with the duties of the office
to which you have been nominated?

Dr. HARRIS. No.

Ms. BATCHELDER. No.

Dr. LIANG. No.

Mr. DAVIDSON. No.

The CHAIRMAN. Second, do you know of any reason, personal or
otherwise, that would in any way prevent you from fully and hon-
orably discharging the responsibilities of the office to which you
have been nominated?

Dr. HARRIS. No.

Ms. BATCHELDER. No.

Mr. DAVIDSON. No.

Dr. LIANG. No.

The CHAIRMAN. Third, do you agree, without reservation, to re-
spond to any reasonable summons to appear and testify before any
duly constituted committee of the Congress if you are confirmed?

Dr. LIANG. Yes.
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Ms. BATCHELDER. Yes.

Dr. HARRIS. Yes.

Mr. DAVIDSON. Yes.

The CHAIRMAN. Finally, do you commit to provide a prompt re-
sponse in writing to any questions addressed to you by any Senator
of this committee?

Dr. LIANG. Absolutely.

Dr. HARRIS. Yes.

Ms. BATCHELDER. Yes.

Mr. DAVIDSON. Yes.

The CHAIRMAN. Very good. I appreciate all of your responses.

We are now going to go to the 5-minute rounds for members. I
am going to start with you, Professor Batchelder.

To me, as our tax policy point person, the debate really starts
with the fact that there are two tax systems in America. There is
one tax system for the nurse in Medford, OR who is treating
COVID patients, and that nurse is required to pay taxes with every
single paycheck. And then there is another tax system in America,
and that is for billionaires who have accountants and lawyers who
are deeply skilled, and to a great extent their taxes are optional.
They can pay what they want when they want to.

So, given this double standard with respect to taxes in America,
it is especially important to make sure that the Internal Revenue
Service collects the dollars that the American people are owed. And
I am going to be introducing legislation shortly with colleagues to
make sure that the IRS has the tools to be actually able to collect
froncl1 wealthy tax cheats those funds that the American people are
owed.

So, my first question to you is, what is your sense of the size of
the tax gap? And then, how often should the Internal Revenue
Service update the amount? Because, when we looked at it last, it
was like practically from yesteryear. And so, tell us, by way of
starting, your sense of the size of the tax gap, and how often should
the Internal Revenue Service update it, please.

Ms. BATCHELDER. Thank you for the question, Mr. Chairman.
And the tax gap, I think, is a critical issue that I would look for-
ward to working on, if confirmed.

In terms of the size of the tax gap, the most recent estimate is
based on tax years 2011 to 2013. And overall, Treasury recently

ut out a report estimating that the tax gap amounts to at least
57 trillion over the next 10 years.

I think that report from tax years 2011 to 2013 is probably an
under-estimate, for several reasons. One is, it is just based on old
data. The economy has grown, so you would need to update it for
the growth of the economy and inflation. The second is that the
IRS budget has been cut substantially as a share of GDP since
then. And so probably the tax gap has grown as a result of weaker
enforcement and weaker taxpayer services.

Third, the tax gap is calculated based on very detailed audits of
a small number of taxpayers. And those audits can miss a lot. So,
there is a long line of research finding that the tax gap is especially
large when there is limited or no information reporting. And you
mentioned a nurse working with COVID patients probably has all
of her income reported on her W-2. But there are other forms of
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income that are not wage income that there is no information re-
porting on. And those are disproportionately types of income that
are earned by high-net-worth individuals and large corporations.

And those types of wealthy taxpayers also can severely outgun
the IRS. So I remember in private practice I briefly worked on a
client matter for a high-net-worth individual who had something
like 30 different partnerships that they owned. And all these part-
nerships owned each other. And I could not make heads or tails of
the issue, and they were supposed to be our client. So I can just
imagine what it would be like to be an IRS employee trying to fig-
ure this out.

The CHAIRMAN. I want to get into one other area, just on the
issue of how often you think it would be appropriate for the IRS
to update.

Ms. BATCHELDER. Yes. That is something that, if confirmed, I
would love to work on, it being much more frequent, ideally annu-
ally. I would certainly need to get briefed by Treasury staff and the
IRS, but I think we can learn a lot by more frequent reporting.

The CHAIRMAN. Let me get in one more. And that is, tax policy
to a great extent is also about how we make this country more
competitive, how we get the high-skill, high-wage jobs that we all
want for our constituents.

In this regard, Senator Brown and Senator Warner and I have
all come together to lay out a proposal to really have a framework
for international taxation. And in particular, what triggered my in-
terest were these examples of companies stashing profits in tax ha-
vens instead of investing in America. And those are the kinds of
changes that the three of us are trying to put in place.

Give us, as part of my final question, your sense of how the com-
mittee ought to look at tax policy as it relates to competitiveness
and making sure it is a tool to get those high-skill, high-wage jobs
for Americans?

Ms. BATCHELDER. Yes. I share your concern about competitive-
ness. I think that should be one of the things that we always look
at when evaluating tax policy proposals. And in the international
sphere, we should also look very carefully at incentives to invert.

And I am aware of the proposals that you and your colleagues
have put forth and would be very eager to work with you, if con-
firmed, on the Office of Tax Policy assisting in any way we can.
International tax is very technical, so I would be eager to work on
that.

The CHAIRMAN. We will look forward to it. Obviously, there are
a lot of pieces that go into the mix of ensuring we can out-compete
everybody, whether it is in education or infrastructure and the like.
We are going to need your counsel on the tax issues.

Senator Crapo?

Senator CRAPO. Thank you very much, Mr. Chairman.

And, Ms. Batchelder, I would like to start out with you as well.
You may be aware that yesterday I sent a letter to Secretary
Yellen with strong concerns about her strategy at the OECD.

I am very concerned that, from what I understand, the adminis-
tration’s proposal is to proceed with doubling our GILTI tax rate,
the only existing international minimum tax that is in place, before
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there is even an OECD agreement in place with regard to other
countries moving.

I am also very concerned about whether the administration will
insist that digital service taxes that unfairly discriminate against
U.S. companies be eliminated as a condition in these negotiations.

Could you please respond? First, do you agree that the United
States should move ahead, changing its own tax policy with regard
to the GILTI rate, before the OECD negotiations are even con-
cluded?

Ms. BATCHELDER. So I should say first that I would look forward
to getting briefed on these issues, if I was lucky enough to be con-
firmed. In general, there are both the negotiations, as I understand
it, going on with the OECD and then legislative proposals that the
President has put forth. And if I was confirmed, I would be very
eager to assist in conversations about those proposals. They would
of course require the approval of Congress, and I would be eager
to work and discuss areas of cooperation on a bipartisan basis.

Senator CRAPO. What about digital services taxes? Do you believe
that a ban on digital service taxes, or at least managing them in
a way that is fair and equal, should be a part of any agreement
at the OECD?

Ms. BATCHELDER. As I understand it, Treasury has put forth a
different proposal than the previous discussions under which some
other countries had been proposing digital service taxes. In general,
I have a bias against taxes that target a specific industry, and cer-
tainly against those that are focused just on U.S. companies. And
even if it was just an industry as a whole, I think there would need
to be a very strong reason why a tax would focus on a specific in-
dustry.

Senator CRAPO. Well, I encourage you, if you are confirmed, to
use your voice at Treasury to advocate that the United States not
enter into an agreement, or not pursue raising our taxes, before
there is even an OECD agreement, and that we protect against dis-
criminatory digital taxes.

Mr. Davidson, on the same issue, Treasury surely has performed
analysis of how proposals that it is contemplating will affect U.S.-
headquartered companies. Will you commit to advising Treasury to
provide Congress with quantitative and qualitative analysis that it
has performed on its international tax proposals in the OECD
framework, if you are confirmed?

Mr. DAVIDSON. Excuse me. I was on mute. Treasury would like
very much to work in a collaborative way, and to provide analysis,
and hopefully we will meet that standard. If I am privileged to be
confirmed, I would very much look forward to working with you
and your staff on providing that kind of analysis.

Senator CRAPO. Well, thank you very much.

And, Dr. Liang—actually, I want to hold off and move to Dr.
Harris.

Again, the President has, and various administration officials
have, identified that under the administration’s tax proposals no-
body making under $400,000 a year will have their taxes increased.
“Nobody” means an individual, as I read it.
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However, at various times some administration officials have
changed that description to be a family, rather than an individual
making less than $400,000, would not pay increases in taxes.

Given that you are currently employed and working at Treasury,
is it your understanding that the administration’s position on tax-
ation is that no individual making under $400,000 will pay more
in taxes, or is it that no household making under $400,000 will pay
more in taxes?

Dr. HARRIS. Senator, it is my understanding that in the Amer-
ican Families and American Jobs Plan that was laid out by the
Biden administration, the definition of the taxpayer who would be
protected from any tax increase of any sort differs slightly for sin-
gle taxpayers versus married taxpayers. And for single taxpayers,
it is around $460,000, and for married taxpayers it is in the low
500,000s. I am sorry I do not have the exact numbers.

Senator CRAPO. All right; thank you.

Dr. Liang, my time has run out. I was going to ask you an FSOC
question, but I will send it to you in writing. Thank you.

The CHAIRMAN. And just so we are clear on this question, the
discriminatory digital tax—and I see Senator Grassley here, and he
and I have teamed up on this for years. This is the equivalent of
a digital dagger aimed directly at our high-skill, high-wage compa-
nies. And there is going to be bipartisan opposition to it.

Next is Senator Cantwell.

Senator CANTWELL. Thank you, Mr. Chairman. Thank you so
much for the nominee’s willingness to answer questions.

I will start with Ms. Batchelder. I know that the President wants
to do something to make housing more affordable, and my col-
leagues Senator Young, Senator Wyden, and I, and Senator
Portman, have all led the charge of trying to increase the Low-
Income Housing Tax Credit. It is a very important tool.

In 1986, the Low-Income Housing Tax Credit was started and
built nearly 3.5 million affordable housing units. Our bill would try
to rehabilitate over 2 million affordable housing units over the next
10 years. What is the President’s plan for extending the Low-
Income Housing Tax Credit?

Ms. BATCHELDER. I share your concern about the affordable
housing crisis in this country. As I understand it, the President’s
American Jobs Plan includes a number of proposals, both tax and
non-tax, to expand access to affordable housing, including a sub-
stantial expansion of the Low-Income Housing Tax Credit. And, if
confirmed, I would look forward to working with you on these pro-
posals and any others that would address this important issue.

Senator CANTWELL. So is there something right now that you
think needs to change in the tax credit to make it an improved
product?

Ms. BATCHELDER. If confirmed, I would certainly want to get
briefed on the issue. But as I understand it, the President has pro-
posed a large expansion to it. And we certainly, in Washington
State and elsewhere, need a lot more affordable housing. And so I
think looking at ways to make it more effective and more available
would be important.

Senator CANTWELL. Thank you.
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Another issue that I believe needs attention is the unfair com-
petition that has basically impacted local journalism. In the COVID
relief bill, we were able to propose a bipartisan support for making
sure that newspapers could continue to retain a workforce. They
lost—a huge impact—some as many as 70 percent of their workers
over the last decade because of what has been a challenging transi-
tion to digital formats, and also some unfair competitive practices.

We are looking at continuing the focus of this, of the COVID bill,
because that will run out in some period of time, but we do believe
that these legal issues about either antitrust, or unfair competitive
practices, will continue for some time. We think the legal battle
and legal challenges to that will take a while.

So I want to know if you or the administration are supportive of
a continued tax incentive for retaining and keeping a local jour-
nalism workforce in the United States?

Ms. BATCHELDER. That certainly sounds like a very important
issue, Senator. And if I was confirmed, I would look forward to get-
tin,C}:{l briefed on it and discussing it with your staff and working to-
gether.

Senator CANTWELL. If you could take that to your colleagues at
Treasury, because we are definitely going to be proposing this. We
are definitely going to want to continue to have competitive voices.
I would love to even see the Treasury Secretary speak out about
this. Why? Because we all know that perfect information helps us
have functioning markets. And in fact, when we have not had per-
fect information, we have not had quite a functioning market.

So competitiveness in journalism, the many voices to basically
continue to review and get information correct, I think is essential
to our economy. And so I will hope that people will take that infor-
mation and help be supportive of this effort to retain this work-
force, instead of continuing to lose, at a very dramatic moment,
what is the essence of competitive voices.

Some colleagues have suggested we are just going to have one
publication over here, and one publication over there, and they are
going to speak with these voices. That is not what our country has
been built on. Our country has been built on the diversity of voices.
And again, as I said, help us get not just FOIA and information,
but really help us oversee it and make sure that our markets and
the information that it takes for our economy to function actually
have the right and perfect information.

So, I look forward to hearing from both Treasury and the Biden
administration on this issue.

Thank you, Chairman Wyden.

The CHAIRMAN. Thank you, Senator Cantwell.

Next will be Senator Grassley, followed by Senator Carper.

Senator GRASSLEY. Ms. Batchelder, there was a big concern in
my county meetings that I had over the last Easter break, and May
break, about the stepped-up basis. Farmers and small businesses
are very concerned about it.

I want to give you a little bit of history that you probably know
the details of as much as I do, but Congress experimented with
something similar in the President’s stepped-up basis proposal in
the Tax Reform Act of 1976. This proposal did not subject the gains
to an immediate tax, but generally replaced the stepped-up basis
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with a carry-over basis. This proved very unworkable and led to
outcries.

I was just a member of the House at that time. I was not even
on the Ways and Means Committee. But this outcry led me to work
with then-Senator Harry S. Byrd of Virginia. And through what we
did at that particular time, Congress almost immediately post-
poned the rule and ultimately repealed it in 1980.

Now the President’s proposed transfer tax has some of the same
problems of trying to determine basis after an owner has passed,
particularly if the farm has been in the family for generations. It
is almost impossible to, or nearly impossible to determine basis.

So my question to you—but I want to put two questions together.
So the first question is, given this proved unworkable in 1976, why
do you think this time it is any different? And then, in regard to
the second question along the same issue of stepped-up basis, the
President’s description of the proposal claims that it will have pro-
tections for family farmers and businesses, but has no specifics.

So, one, about the unworkable proposal in 1976, why is it any
different this time? And can you provide any detail on what protec-
tions family farmers and small businesses would have so we do not
have a repeat?

Ms. BATCHELDER. Thank you very much for the question, Sen-
ator. I am aware of the provision that was passed in the 1970s and
how it was repealed before it was enacted or went into effect.

As I understand it, it was not a particularly well-designed provi-
sion. Actually, in the Bush tax cuts there was a provision that en-
acted carryover basis for the year of 2010. It was repealed after
2010. But we did have carryover basis during that year under the
Bush tax cuts. And I have not heard of very large issues that hap-
pened because of that, but I would certainly want to learn more
and would be eager to work with you on this issue.

In terms of the treatment of family farms and businesses, as I
understand it reading the proposal, it would delay any tax due for
all family farms and businesses until they were no longer owned
and operated by the family. And there are some precedents for this
kind of provision that I worked on back in my time with former
Chairman Baucus, but I would be eager to work with you and your
staff, if confirmed, to make sure that that was drafted in a way
that was workable and technically sound.

Senator GRASSLEY. Please understand that this is a major con-
cern, particularly in agriculture, but I think also small business. I
will direct my last question to you as well.

The President and many of my Democrat colleagues often com-
plain about companies paying zero tax. However, frequently the
reason a profitable corporation pays no tax is because it is eligible
for tax incentives such as green energy incentives. Recently there
has been a proposal from both sides of the aisle to make incentives
in the green energy space essentially refundable by providing a
direct-pay option. This option is included in the chairman’s
technology-neutral proposal. Given concerns about companies pay-
ing no tax, do you have concerns that a direct-pay option could re-
sult in companies having a negative tax liability?

Ms. BATCHELDER. Well, I would certainly want to get briefed in
more detail on the proposals. But in general, it strikes me as valu-
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able to look at technology-neutral incentives for clean energy. And
I guess the rest of your question was about zero tax liability. I
would say in general I have some work looking at taxpayers’ pay-
ments over time, and I find it helpful to look at what it is individ-
uals or companies are paying over time, rather than a 1-year snap-
shot.

Senator GRASSLEY. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Grassley.

Senator Carper is next.

Senator CARPER. Ms. Batchelder, welcome home. Great to see
you. We want to welcome Benjamin Harris, and Nellie Liang, and
Jonathan Davidson as well. Thank you. Congratulations on your
nominations, and our thanks to you for your willingness to serve.
Our thanks to your families, those who are present and those who
are not, for their willingness to serve with you as well.

If T could, Ms. Batchelder, in your testimony you state your de-
sire to be a strong partner to the IRS. Should you be confirmed,
how would you work with the IRS to effectively address the tax
gap? Our friend, Commissioner Rettig, was sitting right where you
are sitting several months ago, and he told us that if we would pro-
vide additional dollars for enforcement for the IRS, we would bring
in somewhere between $5 and $7 in additional revenue for every
$1 that we invested. It sounds like a pretty good return to me.

How would you help make that happen? Thank you.

Ms. BATCHELDER. Thank you, Senator, for the question and the
work on this important issue. And I would be very eager, if con-
firmed, to work with Commissioner Rettig and work with all of you
and your staff on proposals to address the tax gap. As I understand
it, the administration has put forward a proposal to expand invest-
ment in IRS resources and to increase information reporting by
asking large financial institutions to provide some more informa-
tion. And both of those could raise a substantial amount of revenue
without changing the law in terms of what taxpayers owe, whatso-
ever.

And there are a bunch of different ways that this happens. If the
IRS receives more resources, they not only are able to look at more
returns where there are—you know, a relatively small number of
taxpayers do not pay the taxes they owe. The vast majority of
Americans do pay all the taxes that they owe.

It would also allow the IRS to invest in its IT systems, which are
very antiquated. The foundation of those IT systems is written in
a language called Fortran that, I confess, predates me, and I am
not particularly young. And it would also allow the IRS to expand
taxpayer services. And there is also evidence that when there are
more taxpayer services, when taxpayers are able to reach someone
on the phone, that increases their compliance.

So, for all of these reasons, I would look forward to working with
you on these proposals, and any others.

Senator CARPER. Thank you for that response.

Let me ask one question for all the panelists. What tools—I chair
the Senate Committee on Environment and Public Works. We focus
usually on climate change and other issues including, this very
week, surface transportation legislation. But for each of you, what
tools and policy levers under the jurisdiction of your prospective



20

roles in Treasury should we utilize to tackle climate change and
build a clean-energy economy? What tools and policy levers under
the jurisdiction of your prospective roles in Treasury should we uti-
lize to tackle climate change and build a clean-energy economy?

And Jonathan Davidson, would you go first, please?

Mr. DAVIDSON. Thank you, Senator Carper, for that question.

Senator CARPER. Please be succinct, if you will, so everybody can
make a comment. Go ahead, Jonathan.

Mr. DAVIDSON. Just briefly, I know the others will have re-
sponses, but I think leadership and collaboration are the tools that
we should use. And if I am privileged to be confirmed in my role,
I will look forward very much to working with you. I know how
much of a leader you are in this area and in the cross-over between
the infrastructure provisions that this administration is proposing
and the need to address climate change. And so we look forward
to your partnership with us, and vice versa.

Senator CARPER. Thank you so much.

Nellie Liang? Dr. Liang?

[Pause.]

Senator CARPER. I cannot hear you.

Dr. LiaNG. Thank you, Senator. Investors are seeking informa-
tion about climate change, and banks need to better assess their
risks. At Treasury, we are working to help develop information to
investors so they can make better informed investment decisions.

The Secretary, as Chair of the Financial Stability Oversight
Council, is also working with regulators to assess those risks. They
are not, however, directing banks whom to lend to, or what invest-
ments to make, but are working to provide the information. Thank
you.

Senator CARPER. Thank you.

Dr. Harris, please.

Dr. HARRIS. Thank you, Senator. I know you are a leader in this
area. So I agree with Jonathan’s answer around collaboration. I
agree with Nellie’s answer around transparency. I might also add
that now is an important period for robust public investment in the
way we produce and consume energy. So this can include, for ex-
ample, subsidies for more efficient household appliances. It can also
include policies like the clean energy standards that were included
in the JOBS Act.

Senator CARPER. Lily, just a brief comment, please.

Ms. BATCHELDER. Yes, I understand that the President has put
forth a number of proposals in this space that I would be eager to
work with the committee on, if confirmed, and I also know that you
are marking up an energy tax bill tomorrow. So I think that is an-
other example of something that, if confirmed, I would work on.

The CHAIRMAN. Thank you, Senator Carper.

Senator Portman is next, if he is there.

Senator PORTMAN. Thank you, Mr. Chairman. First of all, I wel-
come Professor Batchelder back to the committee. And for all the
other Treasury nominees, you all have an important role to play
here as we try to get this economy back on track post-pandemic.

We are very concerned, as you know, about what we see in terms
of inflation. We are concerned about the jobs market. We have 8.1
million jobs open right now, which is the most in the history of our
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country. And a lot of employers in all of the States we represent
are telling us they just cannot get workers.

An interesting Wall Street Journal article today is about what all
of us would suspect, which is that companies are learning how to
automate more and spending more of their resources on technology
and automation to avoid having to worry about not having enough
workers.

That is not a good sign, in my view, although it may lead to a
more efficient economy. It may lead to, also, a lot of these jobs not
being available in the future. And that concerns me a lot, and it
is one reason we need to get back to work.

The last thing we need to do is to make ourselves less competi-
tive. We have a bill on the floor right now about making America
more competitive compared to China and other countries, and yet
we are talking about changes on the international tax front that
would, once again, make America’s workers uncompetitive globally.
And I just do not get that.

Professor Batchelder, we worked on this issue together when you
were working with Senator Baucus, and we agreed as a general
rule that we needed to go to a territorial system, and we needed
to be sure that we allowed repatriation to occur without the big tax
hurdle. And sure enough, that has happened: $1.6 trillion has come
back, repatriated since the 2018 time period when the 2017 bill be-
came effective; higher R&D here in the United States, more capital
investment to the tune of hundreds of billions of dollars. So these
are all good things, in addition to, of course, wages going up, which
everyone expected who believed that by making us more competi-
tive, we were really making our workers more competitive, which
is what the CBO thinks.

So, with that background, I would like to ask you briefly, Ms.
Batchelder, about the tax increases, including this tax increase in
what is called the Global Intangible Low-Taxed Income, also known
as GILTI. It is what we have put in place as sort of an alternative
to a minimum tax. Other countries do not have it at all. As you
know, the vast majority of OECD countries do not. But we have
put it in place, thinking this is a good thing to keep income from
being shifted to low-tax jurisdictions.

And now there is a proposal to increase the GILTI tax substan-
tially—in fact, to double it. I would note that Deputy Assistant Sec-
retary Clausing recently publicly confirmed Treasury’s position is
to retain the foreign tax credit haircut at 20 percent on GILTI also,
yielding a rate of about 26 percent plus.

So I guess my question to you would be, explain to me how you
feel about this. I mean, how can a U.S. company possibly compete
globally, let us say a company in the United States that is com-
peting globally with other global companies, when they are not fac-
ing this GILTI tax at all and yet we are saying that the U.S. com-
pany would have to pay 21 percent, maybe as high as 26 percent,
on top of the corporate tax rate in the foreign country.

How can a U.S. company working abroad, serving customers
abroad, possibly compete with that?

Ms. BATCHELDER. Thank you for the question, Senator. And I
share your concern about the competitiveness of U.S. companies,
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and especially U.S. workers, and also about any tax provisions that
create incentives to invert.

Personally, I have a slightly different perspective on the likely ef-
fects of the President’s proposals. While I agree that no other coun-
try has a minimum tax exactly like ours, they do have many provi-
sions in place designed to limit the ability to shift profits to low-
tax jurisdictions by companies resident in their countries that I
think are analogous to GILTI.

So, for example, many deny participation exemptions for certain
foreign countries or lines of business, partially tax foreign earnings
of their companies across the board. Many also include CFC rules
that are akin to our subpart F provision but, unlike our subpart
F provision, are not limited to passive income but applied to active
income also. And some have interest expense limitations that are
stronger than ours.

So for these reasons, I support the President’s proposals. But I
will also say I am always eager to hear perspectives about how we
can make sure that proposals in this space improve the competi-
tiveness of American workers, and make sure that we do not have
incentives to invert.

Senator PORTMAN. Okay. Well, we have a fundamental disagree-
ment on that, I am afraid. And I think what you are saying today
is a little different than what you used to say with Max Baucus.
I do not think it is anything comparable to the 26-percent-plus rate
in any of the OECD countries, certainly. And I look forward to fur-
ther conversations with you about that, because I feel very strongly
that this is going to hurt the very workers whom finally we have
made competitive, and finally got their wages going up.

So we look forward to that conversation. I hope you will be open
to points of view, not so much of me and other members of this
committee, but the people who are in the trenches making these
decisions every day. I am concerned about some of the academics
at Treasury and at the White House who have this theoretical
view, but it is not consistent with the reality of people trying to sell
stuff overseas using American capital and labor.

The CHAIRMAN. My colleague’s time has expired.

Senator Cardin is next.

Senator CARDIN. Thank you, Mr. Chairman. And I also want to
extend my thanks to all four of our nominees for their willingness
to serve at this critical time in our Nation. But a special shout-out
to Jonathan Davidson. I got to know Jonathan when he was on
Senator Sarbanes’ staff. I know how much Senator Sarbanes val-
ued that relationship. Obviously he moved on to Congressman Sar-
banes, then Senator Warner, and Senator Bennet.

So a shout-out. We are very proud of this nomination, and we
know that you will serve well in this role of congressional relations.

I want to ask Ms. Batchelder a question concerning pensions.
But let me set this up first, if I might. Treasury has a great deal
of jurisdiction over the issues of fairness in our society. I have
heard President Biden talk about narrowing the systemic discrimi-
nations in our system, and we know that we have discriminations
in our tax code, and the chairman talked about that in his first
question.
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We have challenges in entrepreneur opportunities. We have chal-
lenges in economic development. And we also have challenges in re-
tirement savings. We have an opportunity in this Congress to move
forward on a bipartisan proposal. Senator Portman and I have in-
troduced legislation, bipartisan legislation that was introduced by
the chair and ranking member of the Ways and Means Committee
on the House side, and it really does advance the fairness in retire-
ment savings.

It provides easier ways for employers to offer plans to their em-
ployees. And when money is on the table, lower-wage workers and
middle-income workers are more likely to participate. We expand
dramatically the Saver’s Credit, which has been a very valuable
tool for low-income workers. We cover part-time workers. We pro-
vide for lifetime income options, which is again much more of a
need for the lower-wage workers. And we deal with those who have
student debt. And I want to thank Chairman Wyden for his leader-
ship on that particular issue.

So my question to you is that, knowing that we have a bipartisan
opportunity, will this be a priority, if you are confirmed, to be able
to work with us to move pension legislation, retirement savings leg-
islation, in this Congress?

Ms. BATCHELDER. Absolutely, Senator. I am aware of your long-
standing work with Senator Portman on this issue and would be
very eager, if confirmed, to work with you on extending access to
easy ways for people to save. There is a lot of evidence that making
it simple and easy for people to save for retirement increases the
amount and likelihood of savings for retirement. And also there is
sort of a patchwork of coverage, and particularly low-wage workers,
workers of color, workers in rural areas, workers at small busi-
nesses, are less likely to have access to an employer-based easy
way to save for retirement. And I would be eager to work with you
with concerns on these issues.

Senator CARDIN. Thank you.

I want to ask you one question about paid tax preparers, and the
chairman has been very engaged in this also. We know about the
complexities that have been put into our tax code. We hear about
the challenges of taking the Earned Income Tax Credit and how so
many of these mistakes have been made by the incompetency of
paid tax preparers. And yet the IRS does not have the capacity to
regulate.

How high of a priority will it be to seek congressional authoriza-
tion so the IRS can in fact regulate the paid tax preparers?

Ms. BATCHELDER. I believe this proposal was in the recently
issued Report on Tax Compliance by the Treasury Department.
And I would be eager to work on any effort to regulate unregulated
tax preparers and make sure—I should emphasize, when we talk
about the tax gap, we should be thinking about it as people pur-
posely not paying their taxes. There are also people who unwit-
tingly may not pay all the taxes they are owed because unregulated
preparers are giving them bad advice. So I will be eager to work
on this issue.

Senator CARDIN. And the tax gap is huge, and we really need to
deal with it. And it adds to the systemic discrimination in our sys-
tem. But at the other end, there are taxpayers who are entitled to
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benefits who are not able to get those benefits because they cannot
access them.

So our program to provide assistance to lower-wage workers so
they can get their benefits is also an important element in this.

I look forward to working with you all on these issues, and again
I thank you for your willingness to serve our Nation.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Cardin.

Senator Bennet?

Senator BENNET. Thank you, Mr. Chairman.

Mr. Davidson, we have had a lot of conversations over the years
about what is working well here and what is not working so well
here. And I wonder if you could share with the committee your
thoughts about how we can achieve important priorities together in
this tough political environment? And I would be interested to hear
whether, if confirmed, you and the Department can play a role in
facilitating greater cooperation, including on the important issues
this committee addresses.

Mr. DAVIDSON. Thank you, Senator, for that question. I will start
with an example. Just before I left your office and your team, we
were able to work with Ranking Member Crapo preliminarily on
some legislation. And he and his team were in a very difficult polit-
ical environment, and stuck with that process all the way
through—kept his word all the way through, and took arrows. And
I think that a starting point for bipartisanship is that kind of cour-
age. It is evidenced across a lot of the members of this committee,
and again it goes back to working beneath the political crossfire.

I also think, Senator, that one of the things that you taught me
is that going and standing in the shoes of people who are not going
to vote for you, and learning from those communities about how to
fashion policy in a way that is designed for everybody in the coun-
try, and designed to serve the interests of people who are never
going to agree with you, that is something that I have learned
deeply through my work with you. And my ability to understand
that has, I think, helped me understand the policy process a lot
better.

So I think there is a lot of evidence, especially on this committee,
that there is plenty that we can do. And I think as long as we take
the time to listen, and if we are patient and believe each other, I
think there is progress to be made. But I appreciate the question.

Senator BENNET. Mr. Chairman, I also want to call all the nomi-
nees’ attention to the Social Impact Partnerships to Pay for Results
Act, which was a bill that I wrote with Senator Young, bipartisan
legislation that offers an innovative way to improve the effective-
ness of certain social services.

After a rigorous review, the SIPPRA Commission approved eight
applications in November 2019, including projects in my State of
Colorado, as well as those of Senators Young, Lankford, and Scott.
And today the Treasury Department has only released one of the
eight approved grants, 2 years after applications were due. The
other seven projects, including the four States represented by Sen-
ators on this committee, are still delayed, leaving communities and
families in limbo.
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I guess, Dr. Harris, if confirmed, can you commit to looking into
this to make sure that we can figure it out?

Dr. HARRIS. Senator, in a word, yes. I know you have been a
champion for this important approach, and I will just quickly note
that I have a background in evidence-based policy, and the SIPPRA
approach is a favored strategy for those who truly want to see ef-
fective government. So this pay-for-results approach, I think, is
critical, and I will 100-percent commit to making this program
more effective.

Senator BENNET. Thank you. And I also want to ask you one fur-
ther question. In the last Congress, a bill that I wrote with Senator
Portman and Senator Brown and Senator Young to help curb evic-
tions and help provide a model for the Emergency Rental Assist-
ance Program in the COVID relief packages, the version of the bill
we are working to reintroduce in this Congress, will include a sub-
stantial permanent program to provide emergency rental assistance
for eviction mitigation.

What are your views on the eviction and housing crises? And
what role should the Treasury and the Federal Government play
in mitigating these crises?

Dr. HARrIS. So I think that when economists have studied the
economic disruption from evictions and foreclosures, we have real-
ized that there are longstanding economic costs, and that policy-
makers should do everything we can to avoid them while having
a well-functioning housing market.

The actions taken by Congress to provide emergency assistance
during COVID, I think, were critical in forestalling and avoiding
that type of economic disruption. We need a more permanent sys-
tem. So I am supportive of legislation which puts in place a better
safety net for America’s homeowners and renters.

Senator BENNET. Thank you, Mr. Chairman. And with my final
20 seconds, I want to thank all the nominees for your willingness
to serve. We are very grateful to every one of you and to your fami-
lies, and I hope you will express to the Treasury Secretary how
grateful we are for her fulfilling her commitment to make the Child
Tax Credit payable on a monthly basis starting in July. We deeply
appreciate that.

The CHAIRMAN. And thank you for your terrific work on this. And
one of your partners will be next.

Senator Brown?

Senator BROWN. Thank you. Thank you, Mr. Chairman. And
thanks for the comments, and always pushing hard on the Child
Tax Credit, Senator Bennet, my friend from Colorado.

I want to start by commending each of the nominees for their
commitment to public service. You have all had years of Federal
experience. I thank you for your willingness to come back and serve
your country.

Mr. Davidson, a special shout-out to you. Thank you for your
service to the questioner right before me, to Senator Bennet. You
were a big part of our efforts over the years to expand the Earned
Income Tax Credit and the Child Tax Credit, and I know your com-
mitment will continue at Treasury. So thank you.

And, Ms. Batchelder, I would like to start with you. One of the
most important parts of the ARP was that expansion of the Child
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Tax Credit. The IRS Commissioner has told us that IRS is ready
for the monthly distribution, as Senator Bennet just mentioned,
starting in July.

I just want to ask you to work with the IRS to ensure as many
eligible families as possible take advantage of this credit. Will you
commit to us that you will do that?

Ms. BATCHELDER. Absolutely. This is such an exciting new pro-
gram, and as you know, the expansion, including making the Child
Tax Credit fully refundable, would cut child poverty by an esti-
mated 40 percent. And if confirmed, I would be very committed to
working with the Commissioner and the IRS, as well as any out-
side partners, to make sure as many eligible families as possible
are taking advantage of that provision.

Senator BROWN. Thanks for saying that. And I noticed a moment
ago Senator Portman was on the screen. And in his State and my
State, 92 percent of children will be eligible for the Child Tax Cred-
it—some in a big way refundable, others less so in higher-income
groups, but 92 percent.

Another question on take-up of refundable credits. As you know,
one in five filers eligible for the EITC does not get it. What are
your ideas for increasing take-up of the Earned Income Tax Credit?
And would you consider acting on a recommendation to the Treas-
ury Inspector General to send some EITC refunds automatically?

Ms. BATCHELDER. Yes. Again, this is a critical program, together
with the Child Tax Credit. The EITC is lifting 5.5 million children
out of poverty, even prior to the American Rescue Plan. And as you
know, take-up is—well, 20 percent of people on average are not
taking it up. And that is especially the case among folks who do
not have dependent children living at home.

If confirmed, I would be very eager to work with the IRS and
outside partners on increasing take-up. And although I would cer-
tainly want to be briefed on the issue, I would very much consider
working with the IRS on TIGTA’s recommendation that you men-
tioned. It strikes me as an excellent way to get much-needed tax
benefits to low-wage workers, many of whom would otherwise be
taxed into poverty.

And I would also be eager to explore ways to increase take-up
among workers with dependent children, whether it is through ad-
ditional outreach, making sure that the letters that do go out are
formatted in a way that makes them easy to understand and
makes taxpayers more likely to act upon letters notifying them
that they are probably eligible for the EITC, and thinking cre-
atively about ways to make it easy for people to file returns so that
they can get this much-needed tax benefit.

Senator BROWN. Thank you, Ms. Batchelder. I hope we know the
contribution that those dollars going to low-income people make,
the contribution they make to neighborhoods and communities as
those dollars are spent at the grocery store, and the drug store, and
spent in the community to pay rent, and all the things that will
matter.

I also serve as chair of the Senate Banking and Housing Com-
mittee, which oversees much of the work of the Office of Domestic
Finance, including oversight of our housing finance system. We
have an affordable housing crisis—everybody knows that—in this
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country. We need our entire housing system working together to
address that crisis, including the GSEs.

The Banking and Housing Committee has heard a lot of con-
sensus on what we need to do to put the GSEs on a path to pro-
mote long-term stability and make sure they are focused on ex-
panding access to affordable housing.

So, two just really quick questions, and it can really be “yes” or
no.” Dr. Liang, will you commit to working closely with me and
my staff on the future of our housing system, and on GSEs?

Dr. LIANG. Senator Brown, I believe that is a very important ini-
tiative. Yes.

Senator BROWN. Thank you, Dr. Liang.

Mr. Davidson, will you commit to working closely with me and
my staff on issues related to the housing finance system?

Mr. DAVIDSON. Yes, Senator Brown. I know about your leader-
ship on these issues and would look forward to that, if I am privi-
leged to be confirmed.

Senator BROWN. Good. Thank you so much to all of you for your
interest in public service.

And, Mr. Chairman, I have 8 seconds, and I am done. Thank
you, sir.

The CHAIRMAN. Thank you very much, Senator Brown. That was
very helpful.

Senator Lankford is next.

Senator LANKFORD. Mr. Chairman, thank you very much.
Thanks to all the witnesses as well for your testimony and the
work leading up to this.

Ms. Batchelder, I want to get a chance to talk to you a little bit
about China. That has been a frequent conversation for us on the
Hill of late. We have quite a bit of conversation ongoing on China
right now. And that deals with not only the economic advantages
that China has, but also their competitive advantages with our
companies as well, and how we can balance that out.

I am concerned that there is dialogue going on right now about
forming a tax agreement with the OECD, or proposing a tax pro-
posal that does not require China to be included in that, which
could put a significant disadvantage again to American companies.

Help me understand your proposals and your thoughts on wheth-
er the United States should go first, or be able to form a tax agree-
ment, or be able to increase our tax burdens on our companies, and
have China not included in that agreement, or not know what
China is going to do as well?

Ms. BATCHELDER. Thank you for the question, Senator. And I
share your concern about competitiveness, including vis-a-vis
China. I would certainly need to be briefed on these issues, if I was
fortunate enough to be confirmed.

Though the one thing I would note is, as I understand the way
that these negotiations are being structured, if there was an agree-
ment on an international minimum tax, it would not be necessary
for every country to sign on in order for it to apply with large force
throughout the globe.

So I believe there is that provision called a UTPR, which is an
enforcement mechanism in Pillar 2, that would effectively—for ex-
ample, if China was not part of this agreement, and I have no rea-
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son to think that they would not be, but hypothetically if they were
not, it would apply the minimum tax to Chinese resident compa-
nies to a large extent as well.

But again, I would need to be briefed on this issue and would
very much look forward to discussing your concerns and perspec-
tives on this.

Senator LANKFORD. Yes; there is some conversation that China
would actually get an exception under Pillar 2 in that. Are you
aware of any of that conversation? And would you be agreeable to
an exception for China?

Ms. BATCHELDER. I am not aware of that discussion and would
need to be briefed on the technical details.

Senator LANKFORD. So obviously, Congress needs to be engaged
in this. Any sort of agreement that is a treaty agreement, or is an
agreement for changing tax policy, would require bipartisan co-
operation and engagement on this issue. Congress wants to stay
engaged, and the Senate certainly wants to be able to stay en-
gaged. Do you know of any way that a tax agreement could be
made with other nations that would have a direct effect on the
United States’ companies and United States citizens that would not
go through Congress?

Ms. BATCHELDER. I should say, first of all, that I would be, if con-
firmed, very eager to make sure that Congress and this committee
are continually briefed on the negotiations, and make sure that my
staff, if confirmed, was doing so as well.

And as I understand it, any treaties require the advice and con-
sent of the Senate. And so I would expect that to be the case. I,
again, would need to be briefed on the issue. I could imagine sce-
narios where something that the U.S. is already in compliance
with, then maybe there would not be the need for congressional ac-
tion, but I would really need to be briefed on the issue.

Senator LANKFORD. But you do not know of an issue, or a way
that taxes could be increased on American companies, or American
taxpayers, through an executive agreement that the administration
would make without going through Congress?

Ms. BATCHELDER. I am not aware of what you are discussing, no,
or how that would work.

Senator LANKFORD. Okay; that is helpful. There has been some
conversation that the administration is examining ways to be able
to change tax policies without going through Congress, and so we
will follow up on that in the days ahead.

Dr. Harris, I do want to ask you just about the economic effects
of the unemployment assistance that is currently ongoing, and your
thoughts on continued growth of unemployment assistance. We
have seen a tremendous increase in the number of job openings in
America.

In my State, we have the largest number of job openings in the
history of my State since we have kept records, and we are strug-
gling under the additional unemployment benefits that have been
given out, where people literally make more not working than they
do working. And it has been very difficult to be able to incentivize
people to return to work, even though there is a tremendous num-
ber of job openings. Do you see that as good economic policy in the
days ahead, to be able to continue something like that?
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Dr. HARRIS. Senator, thank you for raising this point. I should
note that, in my opening statement, I noted the importance of com-
munication with Congress. I also believe in communication with
the business sector. So in my discussions with various business
leaders and companies, I have heard this concern, that they are
having a hard time in certain instances hiring workers.

I will say that I also committed to being evidence-based, and
looking at studies that have come out of the San Francisco Fed and
various other educational institutions, universities, I have not seen
the evidence showing that the $300 plus-up has yet been a sub-
stantial detriment to hiring. And so I will continue to monitor that,
and I think it is a valid point.

Senator LANKFORD. I look forward to that dialogue. I would in-
vite you to meet with any employers you would like to in Okla-
homa, if you would like to come to Oklahoma. I could drive you
around and let you get a chance to meet a lot of folks who would
certainly disagree with the San Francisco Fed on that. With that,
I will yield back.

The CHAIRMAN. I thank my colleague. And we want to go on. I
just want to be clear. On this unemployment issue, there are a lot
of pieces to this puzzle. And on this committee, we have proposed
a number of reform efforts. And the reality is, as a result of these
Republican Governors and their actions over the last few weeks,
several million persons, many of whom are going to be women and
especially vulnerable, are going to end up with an income of zero.
They will have lost not just the $300, but the extra week. If they
are gig workers, they will lose that, and they may have exhausted
their benefits.

And I do not believe any member of Congress wants to see people
destitute that way. So we are going to continue this debate. There
have been a number of reform proposals in this committee. There
are 53 different systems, if you look at the way they are set up ad-
ministratively. We have proposed a uniform baseline.

We are going to continue that discussion.

And Senator Casey is next.

Senator CASEY. Mr. Chairman, thanks very much. I want to
thank the nominees who are in front of us. I will direct my ques-
tions to Dr. Harris and Ms. Batchelder.

I will start with children, and one challenge we all face. We know
that both child care and early childhood education, often referred
to as early care and education, both are central to the Nation’s eco-
nomic infrastructure and, frankly, our recovery. And it is particu-
larly important to women’s labor force participation. There is just
no question about that.

The COVID-19 pandemic has laid bare the importance of the
caregiving economy—namely, those workers who care for and sup-
port children, seniors, and people with disabilities. We are seeing
more clearly now than ever that quality and affordable care is cen-
tral, both to the economy as well as the recovery itself.

I was glad to see a measure that I had been leading for the last
number of years to expand one of the three tax credits we have fo-
cused on in the Rescue Plan: the child and dependent care tax
credit, shorthanded, the child care credit. That was included in the
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Rescue Plan which was enacted, but it also included—the expan-
sion of it is included in President Biden’s American Families Plan.

So, Dr. Harris, I will focus for a moment on you. Both child care
and the care economy are economic imperatives. Can you discuss
how you intend to elevate this issue and speak to its importance
in terms of our short-term and long-term competitiveness?

Dr. Harris. Thank you, Senator. I will say that in economics,
there are few consensus views. But one is that investments in child
care yield long-term returns. And so I think that from the perspec-
tive of those who care about our economy over not just months and
years but decades, investment in child care is critical.

It is also a workforce issue. Caregivers right now only receive a
typical wage rate of around $12.25. That is not enough, and I think
it is inconsistent with their value to children and economic produc-
tivity.

We also have a child care supply problem. And I know that there
are efforts by members of the committee and others to expand the
supply of child care. And lastly, of course, you just mentioned, Sen-
ator, there is a massive affordability problem. And that results in
less labor force participation and puts our economy at a disadvan-
tage relative to some of our competitors.

So for all these different areas I have just laid out, I commit to
continuing to study this issue, to elevate it, and to serve as a faith-
ful advisor to the Treasury Secretary on this issue.

Senator CASEY. Well, 1 appreciate that, because we know now
from all the data for 50 years, the connection between learning and
earning. If they learn more now, they are going to earn more later.
That is clear. So we cannot talk much about economic growth, or
out-competing China or growing GDP, without early care and
learning.

Ms. Batchelder, I know that making this child-care credit perma-
nent is a priority for the President, and I hope to work with you
on this as well. It is a long-overdue expansion of the ABLE pro-
gram, which is, for those who do not know, it is really a 529 plan
for people with disabilities. And I look forward to that and working
with you.

I do not know if you have any comments on either issue.

Ms. BATCHELDER. I would look forward to working with you on
these issues, if confirmed, Senator. And I share your concern about
child care. As a new mom, it has become particularly visceral to me
how important access to quality child care is. And on the child and
dependent care tax credit, I would also be particularly interested
in looking at ways to partner with and support the IRS in making
sure that people are claiming benefits to which they are entitled.

Senator CASEY. Thanks very much.

And my last question pertains to a bill that I have been advo-
cating for a number of years, an automatic stabilizers bill for re-
gional and national recessions.

We know that after 2008 we had folks who—huge numbers of
Americans, I guess it was something on the order of 8 million, un-
employed, but many for several years. And we did not have a strat-
egy for those workers.

We know that communities will continue to suffer from the per-
sistent challenges flowing from the pandemic, whether it is a local-
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ized recession or a large, massive job loss in a particular commu-
nity.

Dr. Harris, I know that my staff has talked to you about this
issue, but I just wanted to hear your views on legislation like that,
or policy like that with respect to the economic recovery ahead, and
how we have to focus on stabilizers for localized recession.

Dr. Harris. Thank you, Senator. My view on automatic stabi-
lizers is that they can be a critical part of a macroeconomic re-
sponse to a downturn. But of course, our economy is not just a na-
tional economy, but the sum of local and State economies.

So you know, while I commit to studying your bill and your ap-
proach in further detail, as described to me by your staff, it feels
like a very worthwhile approach towards supporting local econo-
mies which may experience downturns in times when our national
economy does not.

Senator CASEY. Well, thanks very much.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Casey.

Senator Warner is next.

Senator WARNER. Thank you, Mr. Chairman. And let me just fol-
low up quickly on what my friend Bob Casey just talked about. I
am all for automatic stabilizers. I know, Mr. Chairman, you have
been in favor of that as well. But we have to have the IT systems
to be able to allow that movement in benefits. I applaud the efforts
you did, Mr. Chairman, at the beginning of CARES. I think many
people wondered how we ended up with that $600-a-week plus-up
in the midst of the crisis and, as you well know, I think we all were
willing to have that move as the economic circumstances changed.
But our IT systems are so old that they could not adjust. As a mat-
ter of fact, my understanding is the previous administration’s
Labor Secretary said it would take 6 months before the Depart-
ment of Labor could even get their IT systems to adjust in a new
fashion.

So I agree with Senator Casey, but we have to make sure we
make the investment in our IT, both at the State and the Federal
level, to have that ability to change unemployment plus-ups as nec-
essary.

Ms. Batchelder, I wanted to talk to you about—as you know,
Chairman Wyden and Senator Brown and I put forward some ideas
on international tax, an extraordinarily complicated arena. And
while I would argue some of the things—while I was generally not
supportive or involved in the 2017 efforts—they did involve the
issues around deferral, and they did grapple somewhat with the re-
patriation issue. But on the other hand, what they did was, I felt,
gave away the store. They moved America from being near the top
on international tax rate to literally the bottom. And we are now,
depending on the cut, either 33rd out of all 35 OECD nations, or
35 out of 35. But being the world’s largest economy and at the bot-
tom in terms of collecting revenue from our businesses, I think it
is unfair to the American people.

And I guess I do not want us to go back up to the top, but I also
think we do need to be somewhere in the middle, and some of the
efforts around FDII and BEAT and the 10-percent implied guar-
antee for companies that go out and build factories in the high-tax
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jurisdictions like Germany, who does not treat us fairly, how do we
get at this? How can we make sure that we keep American busi-
ness competitive, Ms. Batchelder, but at the same time make sure
that the American people actually get a fair share—and a respon-
sible share—of revenues coming from our business partners?

Ms. BATCHELDER. Thank you for the question, Senator. And, if
confirmed, I would be eager to work with you and members of the
committee on international tax provisions, and corporate tax provi-
sions more broadly.

I share your concern about competitiveness and would note that,
in terms of the U.S. corporate rate, even under the President’s pro-
posal the rate would be lower than at any point since World War
II, other than since the TCJA.

So I would be very eager to work on the President’s agenda, both
in terms of the corporate tax and in terms of the international pro-
visions specifically. And I recognize this is a highly technical area,
so, if confirmed, I would look forward to, together with the Treas-
ury staff, assisting you in any agreements that are reached in this
area to make sure that they are technically sound and drafted so
that they operate in the way that is intended.

Senator WARNER. Well, one of the things that could help move
us forward and stop some of the forum-shopping that goes on by
companies—and I hope Secretary Yellen will be successful—is hav-
ing our partners in the OECD set some level of minimum corporate
tax rate so that you cannot escape to the Ireland-type tax havens
and, in a sense, avoid obligation.

I was going to—I see my friend, Senator Cortez Masto, there. 1
was going to go ahead and make my commercial again to this panel
about one of the things we can deal with in terms of the wealth
gap—and I have talked with these nominees about this—which is
to look at a new product, Chairman Wyden, that would in a sense
have a first-generation home buyer pay the same mortgage pay-
ment that they would pay on a traditional 30-year mortgage but,
with an interest rate subsidy, actually create a 20-year mortgage
product. And that would actually double the wealth accumulation
for first-generation home buyers. And I look forward to working
with the administration on that proposal.

Let me just close with a personal note, that we have great nomi-
nees here. I want to single out, though, Jonathan Davidson, who
helped me for the first number of years before my friend Michael
Bennet stole him, where he became Chief of Staff. And I would re-
spectfully ask all of my colleagues, even my Republican colleagues,
to cut Jonathan a break and make sure he gets a resounding posi-
tive vote. He will do a good job on the legislative side for our Treas-
ury team.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Warner. And I want you to
know two things. One, we are working on a first-time home buyer
approach as well. So I think it is particularly constructive, what
you are talking about, and also apropos of this whole question with
respect to stabilizers and the like, and Senator Bennet and I have
had a proposal on that. You have to update the technology.

When we put together the $600 extra per week during the dire
times in the Spring of 2020, I remember conversations with busi-
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ness leaders, and they were talking to me about COBOL program-
ming. And some of them thought it was 20 years old. And I said,
respectfully, we are talking about 60 years old.

So we are going to make those investments in that legislation
that this committee has been very much committed to.

Senator Cortez Masto is next.

Senator CORTEZ MASTO. Thank you, Mr. Chairman. And con-
gratulations to all the nominees.

Ms. Batchelder, let me start with you. I have introduced a bill,
the Hospitality and Commerce Job Recovery Act, to provide critical
relief and help rebuild the hospitality industry that is so critical to
my State in Nevada, as well as other States across the country. For
the hospitality industry, which still has a ways to go in recovering
from the pandemic, can you please discuss how you would use your
role to ensure a full recovery for the travel and tourism sectors?

Ms. BATCHELDER. Thank you for the question, Senator, and I
would be eager to work with you on your proposals in this area,
if I am lucky enough to be confirmed.

I certainly can see why the pandemic could be devastating for
the hospitality industry, and I think that is an important sector.
We must make sure tax policies and other policies are helping it
to recover adequately.

Senator CORTEZ MASTO. I appreciate that. And for my colleagues,
please know that in Nevada, particularly southern Nevada, the un-
employment rate is still higher than the national average. It has
decreased. We are looking much better and getting people back to
work, but there are still many businesses, including some of our
hotels and casinos, that are closed right now.

So it is going to take us time to come out of this, and that is why
I am looking for a long runway to help our travel and tourism, in-
cluding international travel, which has not started yet. And that is
going to have a major impact on our travel and tourism industry
across the country as well. So I just want to make sure everybody
understands the impact to so many still, because of this pandemic.

Ms. Batchelder, let me continue with you. I was proud to lead
the effort in extending the solar investment tax credit to support
creating clean, renewable energy jobs, but these activities, like so
many others, were impacted and delayed by the COVID pandemic.

Last year, Congress extended the legislative qualifying deadline,
or the Continuity Safe Harbor project, that it must meet to be eligi-
ble for the investment tax credit, but unfortunately the previous
administration made no such change to the current 4-year adminis-
trative Continuity Safe Harbor. Financiers, other decision-makers,
are already bumping up against this discrepancy, and it is begin-
ning to affect their decisions now for future activities.

If confirmed, will you work with the administration to extend the
safe harbor provision to ensure that projects that were delayed due
to unforeseen circumstances during the COVID-19 pandemic can
still qualify for the full credit?

Ms. BATCHELDER. Thank you, Senator. If I am confirmed, I would
certainly want to be briefed on this issue, but it sounds very impor-
tant, and I would be eager to learn from you and your staff and
people in the industry, to understand the challenges that they are
facing.
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Senator CORTEZ MASTO. Thank you. And we look forward to
working with you as well on this important issue.

Dr. Liang, thank you for the opportunity to meet with you just
recently. If confirmed, what initiatives would you and the Biden
administration support to close the wealth gap and combat income
stagnation?

Dr. LIANG. Thank you for that question. So I think the wealth
gap is an important issue in this country, and the pandemic re-
vealed this in the extreme. I believe there are opportunities that
can be created to build wealth, and some of the initiatives in the
Office of Domestic Finance would improve access to credit for small
businesses, and credit to disadvantaged communities.

Treasury is currently implementing those programs and will be
making them long-term, continuing the relief program, so there
will still be a longstanding commitment to those efforts. I think
that can go a long way to providing and helping to close the wealth
gap.

Senator CORTEZ MASTO. Thank you.

Dr. L1aNG. And I look forward to working with you on this issue.

Senator CORTEZ MASTO. I do as well. And as you can hear, my-
self and many of my colleagues, we all feel the same way. So I ap-
preciate your comments there.

Mr. Davidson, thank you also, and congratulations on your nomi-
nation. As you know, the administration and individual States
across the country have set ambitious goals for combating climate
change, including my home State of Nevada, which is aiming to
reach 50 percent renewable generation by 2030, and 100 percent by
2050.

In pursuit of these goals, I was proud to lead the effort in extend-
ing the solar tax credit and joining my colleagues Senators Carper,
Burr, and Stabenow in introducing the Securing America’s Clean
Fuels Infrastructure Act, to provide incentives to support building
ﬂeclessary infrastructure as the country moves towards electric ve-

icles.

If confirmed, how would you work with Congress to advance leg-
islation like this that helps us build the clean energy economy and
address the climate crisis?

Mr. DAVIDSON. Senator Cortez Masto, thank you for that. And I
think one of the great privileges, if I am confirmed, would be to
work with the expertise at Treasury and to make, hopefully, that
expertise available as much as possible to the Congress, and to
Senators who are leading on initiatives like the ones you described.

If T am privileged enough to be confirmed for the position, I
would love to engage with you and your staff to see how much
progress we can make in the areas that you are leading on, espe-
cially in the climate areas.

Senator CORTEZ MASTO. Thank you. I thank you all.

The CHAIRMAN. I thank my colleague for her leadership.

We are going to be on a sprint now to see if we can get this done
before the end of this vote.

And Senator Daines is next.

Senator DAINES. Thank you, Mr. Chairman. By the way, that
conversation on first-time home buyers is so important. I agree
with you, and I think
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The CHAIRMAN. We would like to make it bipartisan.

Senator DAINES. Yes. One of the concerns, though, I have is with
the inflationary pressures now on the economy. The worst thing we
could do is to see the inflation continue on. Of course, if interest
rates go up, it would probably be the biggest impediment. So it is
something we ought to keep an eye on. So, thank you.

I would like to start off with a question for Professor Batchelder
to help clarify some details in the tax proposals put forward by the
administration. President Biden’s current individual tax proposals
result in two successful upper-middle-income married workers fac-
ing a significant tax increase. However, an unmarried couple that
lives together and earns potentially hundreds of thousands of dol-
lars more, both collectively and individually, than the married
workers would face no tax increase whatsoever.

Professor Batchelder, would you advise the administration to re-
vise its proposal to avoid marriage penalties?

Ms. BATCHELDER. Thank you for the question, Senator. And mar-
riage penalties, and marriage bonuses, are a tough issue. The U.S.
is actually unusual in that we allow couples to file jointly. Most
countries have married couples filing singly. And when one does
that, you do not have the problem of marriage penalties or mar-
riage bonuses.

Senator DAINES. Unusual compared to what countries?

Ms. BATCHELDER. I do not have the exact number, but I would
guess 95 percent.

Senator DAINES. I would hope America, who stands in support of
marriage

Ms. BATCHELDER. Yes. Oh, this is not about pro- or anti-mar-
riage, but——

Senator DAINES. Well, but the policies are very anti-marriage
where, if you are not married, you have a much greater, significant
tax advantage.

Ms. BATCHELDER. Well, currently the way the code is structured,
there are both marriage penalties and marriage bonuses. It de-
pends on how the two members of the couple, how their earnings
are relative to each other.

So in some cases, when you get married, you collectively pay a
lot less in tax. And in other cases, you pay more in tax. And that
is a function of the fact that we do not do single filings.

1Sen‘fgltor DAINES. So do you think the marriage penalty is good
policy?

Ms. BATCHELDER. I think it is a tough balance between marriage
penalties and marriage bonuses, and I would be willing to discuss
with you whether that balance has been struck in the best possible
way.

Senator DAINES. Thank you.

Dr. Liang, if the Federal Reserve in the future adopts yield curve
control measures, how, if confirmed, would you advise the Treasury
Secretary regarding potential coordination with respect to implica-
tions for any target by Treasury of the weighted average maturity
of our outstanding debt?

Dr. LIANG. First, the position that I would be in would be at
Treasury, which is independent of the Federal Reserve. And having
spent many, many years at the Federal Reserve, I understand how
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fiercely they defend their independence. And I think it is important
for macro-stability.

In terms of interest rate policy, the Treasury Department issues
Treasury debt to minimize the cost of financing the government
debt. And it issues across the maturity spectrum, from short 4-
week bills up to 30-year securities at this point.

Generally the maturity is fairly stable, around 7 years, and fluc-
tuates just with whether the government needs to finance short-
term especially. If there is an issue of what the appropriate weight-
ed average maturity is, we would be very interested in working
with you on this issue. But the objective is to finance the govern-
ment at low cost.

Senator DAINES. Thank you. You have a very distinguished back-
ground working on both sides certainly—the Fed and Treasury.

Dr. Harris, where do you see inflation going in the next 1 to 3
years, and

Dr. HaRRIS. That is an important question right now, as we tran-
sition between—I'm sorry.

Senator DAINES. Yes, and do you worry at all about additional
potential inflationary effects, if some of President Biden’s proposals
are enacted into law?

Dr. HARRIS. Thank you, Senator. So when—this is such an im-
portant question right now as we are transitioning between a re-
cession and the recovery. You see an increase in prices as Ameri-
cans go out in the economy more, largely thanks to the actions
taken by Congress to pass legislation to get our economy back on
track.

I share the same vision as, say, Goldman Sachs for example,
which yesterday put out a report that saw inflation as largely tran-
sitory, most likely. Of course, there is uncertainty, so I do think it
is critical that we economists continue to monitor inflation. But my
view is, right now it is largely the result of a transitory shift to re-
covery and some certain supply chain disruptions.

Senator DAINES. Thanks, Dr. Harris.

Thanks, Mr. Chairman.

The CHAIRMAN. I thank my colleague.

Senator Hassan?

Senator HASSAN. Well, thank you, Chair Wyden. And I want to
thank you and the ranking member for this hearing. I also just
want to thank this extraordinarily distinguished group of wit-
nesses. I thank you all for the service you have already provided.
Thank you for being willing to serve again. And please thank your
families for us, because this is a family affair, as you all know.

I want to start with a question to both Professor Batchelder and
Dr. Harris. I would like to ask you about the importance of pro-
moting workforce development. Today I introduced a bipartisan bill
with Senators Young, Cortez Masto, and Scott that would mod-
ernize and expand tax-free education and training assistance that
em%loyers can provide to employees to meet their businesses’
needs.

Professor Batchelder, how can we leverage the tax code to give
employers tools to hire and retain workers?

Ms. BATCHELDER. Thank you, Senator. I am aware of your bill
and have not been previously aware that the provision at issue had
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not been indexed for inflation in so long. So I would, if confirmed,
be very eager to work with you on your ideas in this space and pro-
vide assistance in any way that we could from the Treasury.

Senator HASSAN. Thank you.

Dr. Harris, how can promoting workforce development help busi-
nesses and workers during the recovery from COVID-19?

Dr. HARRIS. So workforce development in economic models fea-
tures front and center in economic growth. It is very difficult to
imagine an economy which is experiencing healthy and robust and
sustained growth without a healthy investment in workforce devel-
opment.

So I would describe it as critical. But particularly now, when we
are seeing such a widespread shakeup in our economy and our
workforce, in our labor market, in our general approach to doing
business, it is just a critical aspect as we transition between reces-
sion and recovery. I do not see it being near reaching its potential
without a substantial investment in the workforce.

Senator HASSAN. Well, thank you. And I would look forward to
working with both of you on the bill that we just introduced.

To Professor Batchelder, the American Rescue Plan included my
bipartisan bill with Senator Braun to provide a tailored version of
the Employee Retention Tax Credit to new businesses that actually
started during the pandemic. You know, these people had the guts
to start a business in the middle of a pandemic, and they could not
take advantage of some of the things that we folded into the early
rescue packages.

So, at Treasury, will you ensure that new businesses receive
clelaug? and timely guidance ahead of assistance being available in
July?

Ms. BATCHELDER. Thank you, Senator. If confirmed, one of my
priorities would be to ensure that Treasury is issuing, in conjunc-
tion with the IRS, sound guidance and prompt guidance in all
areas, including this. And I would be very happy to look into this,
if confirmed.

Senator HAssAN. Well, thank you. This really is important to
businesses as they figure out how many people they can keep on
p}zllyroll, and how the cash flow is going to go. So I look forward to
that.

Last question. Dr. Harris, the President’s American Jobs Plan
proposes investments in domestic research and development. I am
working on a bipartisan basis to promote domestic R&D, including
a bill with Senator Young and four other committee colleagues that
would strengthen R&D tax incentives for startups, and for strategi-
cally critical industries.

How can supporting domestic R&D help increase U.S. competi-
tiveness, create jobs, and support critical U.S. industries?

Dr. HARRIS. Senator, I should say I am incredibly eager to work
with you and your bipartisan colleagues on this issue. I see invest-
ment in research as being a critical step towards ensuring Amer-
ica’s long-run competitiveness. If you look at trends internationally,
particularly China and other competitors, they are catching up in
terms of the dollars they are spending. And in essence, if we want
to see America continue to dominate on the world stage from an
economic perspective, investment in research is critical.
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Senator HASSAN. Thank you, very much. Again, thank you all for
your willingness to serve. Take care, be safe, and thank you, Mr.
Chair.

The CHAIRMAN. Thank you, Senator Hassan.

And Senator Warren, I believe, is on the web.

Senator WARREN. I am here. Thank you, Mr. Chairman.

The CHAIRMAN. Great.

Senator WARREN. Thank you. So, congratulations to all of our
nominees.

I want to talk about how this economic crisis has affected women
and families. This year, women’s workforce participation hit its
lowest levels since 1988. And 26 percent of women who became un-
employed this year said it was due to a lack of child care.

Dr. Harris, when you look at the data, do you agree that lack of
child care is one factor that is now holding our economy back?

Dr. HARRIS. I agree that—yes. I mean, I agree that lack of child
care was a massive concern prior to the pandemic. It is a continued
concern after the pandemic. And women’s labor force participation,
as you mentioned, Senator, is a critical aspect of long-term growth.

And without a solution, particularly on the supply side for child
care, on the affordability of child care, I do not think we will see
the levels of participation that we need in order to see the levels
of growth that we want.

Senator WARREN. Thank you, Dr. Harris. In fact, you were right
when you referred to how it was already a problem before the pan-
demic. You know, this year the pandemic showed us what working
families have always known: child care is critical infrastructure.
And yet, for generations now we have under-invested in our babies,
and we have left parents to just try to work it out on their own.

Even before the pandemic, half of all Americans lived in child-
care deserts, which are areas where there are not enough licensed
child-care slots for every child who needs one. And COVID only
made this worse. I have thousands of child-care providers who have
been forced to shut their doors

At the same time, child-care workers, mostly women, and dis-
proportionately women of color, are being paid poverty-level wages.

So, Dr. Harris, let me ask you this: do you support a robust Fed-
eral investment in child care to support families, and to ensure
that the caregiving jobs are good, middle-class, dependable jobs?

Dr. HARRIS. Senator, I do support a robust investment in child
care for a few reasons, including some of the ones I just mentioned.
But also, it is not just about getting families and female workers
back in the labor market, it is also just about making life easier
for working families. It does not have to be so hard.

You mentioned the workforce issues. I believe the typical wage—
I mentioned this earlier in my testimony—the typical wage for a
child-care worker is $12.25. That is inconsistent with their value
towards children, and it is inconsistent with what we know about
investment in child care and long-run productivity. So I am abso-
lutely supportive of that.

Senator WARREN. Good. Well, thank you, Dr. Harris. I appreciate
it.

You know, I am glad that President Biden has put this issue
front and center, but we need enough Federal funding to actually
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solve the problem, not just nibble around the edges on this. And
that means a $700-billion investment to raise the wages of every
child-care worker and guarantee affordable care for every family.

We also need to provide enough high-quality spots for every
child, and that is why I am introducing the Building Child Care
for a Better Future Act this week with Chairman Wyden. This bill
increases the child-care entitlement to States to $10 billion a year.
And it also creates a new $5-billion-a-year supply building program
to help child-care providers open, get licensed, get trained, hire
skilled staff, and provide high-quality care.

So let me ask you, Professor Batchelder. Could we fund trans-
formative investments in child care—the kind we are talking about
here—simply by giving the IRS the resources to make sure that the
wealthy and the giant corporations are paying the taxes that they
actually already owe?

Ms. BATCHELDER. Yes, Senator, we could raise a large amount of
revenue by reducing the tax gap and focusing that reduction on
high-net-worth individuals and large corporations. The President
has put forth a proposal that Treasury estimated would raise $700
billion in the first decade and $1.6 trillion in the following decade.

And there are reasons to believe this might be an underestimate.
It does not include the effects of upgrading IT systems or improv-
ing taxpayer services. And it also does not include the indirect ef-
fects of additional enforcement on voluntary compliance.

There is a lot of evidence that people comply more when enforce-
ment is improved, even if they are not personally audited. There
was one statistic that amazed me in that report—and I had to
write this down because there were so many zeros—that only
0.00004 percent of partnerships are audited. So just to talk about
one industry that I know, there are some large law firms with
thousands of attorneys. Partners earn over a million dollars a year,
and I find it hard to believe, if one knows that your audit rate is
0.00004 percent, that that would not affect voluntary compliance.

Senator WARREN. Well, thank you, Professor Batchelder. This is
why yesterday I introduced the Restoring the IRS Act. This bill
provides mandatory funding for the IRS to ensure that it has the
resources it needs to go after wealthy tax cheats, including the
partnerships that you mentioned.

Together with my wealth tax and Real Corporate Profits Tax, we
could raise trillions of dollars without increasing the taxes on 99.9
percent of Americans by a single penny. These three proposals to-
gether generate more than enough revenue to pay every cent of the
Building Child Care for a Better Future Act, plus every cent of the
investments in child care in President Biden’s American Jobs Plan
and American Families Plan, and every cent of all the other critical
investments in families and workers in those two plans combined.

So, let us not waste this historic opportunity to invest in Amer-
ica’s families. Thank you, Mr. Chairman.

The CHAIRMAN. I thank my colleague.

Senator Whitehouse is next.

Senator WHITEHOUSE. Thank you very much, Mr. Chairman.

Ms. Batchelder, you all are going to be working on trying to clean
up the offshore tax swamp with an international minimum tax so
that it is not a race to the bottom in corporate tax avoidance. And
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I appreciate your work on that and stand ready to help wherever
we can.

As you know, several of my ideas are operative in that space.
The point that I would like you to address here is what happens
in America when an American company with a big offshore pres-
ence is able to garner for itself a lower overall tax rate than often
the usually smaller American corporations that do not have the
scale to get involved in offshore tax gimmickry or offshore inter-
national operations, and now have to compete with a company that
gets tl;e advantage of a lower tax rate from having offshore oper-
ations?

It seems that that is an incentive to drive jobs offshore, and it
seems that it is an unfair competitive advantage for the bigger
company. Your thoughts?

Ms. BATCHELDER. Thank you, Senator. Yes, these are very impor-
tant issues that you raise. As you know, the President has put
forth proposals to strengthen the GILTI tax to increase the rate
and apply it on a country-by-country basis, which would, to a large
extent, address the issue that you are raising in terms of larger
companies which are more likely to have international operations
being able to obtain lower tax rates on their foreign operations
than they pay on operations within the U.S.

And then also the OECD negotiations are an opportunity, for
really the first time in a century, to overhaul the international tax
architecture and prevent or mitigate a race to the bottom in cor-
porate tax rates.

So, if confirmed, I would look forward to working with you and
with all the members of the committee and the Senate on these
issues and understanding your perspectives on this.

Senator WHITEHOUSE. Great. Just one thing to flag for all the
witnesses. Chairman Wyden has announced that he is going to be
trying to put together a proper price on carbon emissions, some-
thing that a great many people support. There are probably four
or five bills in the Senate right now pointing in that direction. And
obviously a bill like that can create very significant revenue, and
I just wanted to flag that prospect for you as you are thinking
about what taxes and revenues look like, that the carbon pricing
battle looms ahead. But I think we have a very good chance of get-
ting a carbon fee on emissions so that pollution is no longer sub-
sidized by these oil and gas companies.

The second thing I want to flag is that we have asked Secretary
Yellen to look at the saga of the 501(c)3s and the 501(c)4s. My nut-
shell version of the story is that, as soon as Citizens United opened
up unlimited money into politics, the next thing the big donors
wanted was to hide who they were. And they went straight to the
501(c)4s, and then associated 501(c)3s, to hide behind the IRS, I
think very contrary to congressional intent. But with impeachment
threats against the IRS Commissioner, with referrals to DOJ for
prosecution of IRS personnel, they did their level best to try to bat-
ter the IRS into submission, not to enforce or not to amend the reg-
ulations for 501(c)3s and 501(c)4s—the result being a massive in-
flux of anonymous money, dark money, into elections.

I think it is important that we look back on that period and get
a true narrative, one consistent with the Treasury IG report that
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showed that the original narrative cooked up by the dark money
groups was false, and that we clear out the appropriations riders
that were erected to defend the dark money operations so that
Treasury can regulate again in this space, and that we clean up
the swamp of dark money and the misuse of the 501(c)3s and
501(c)4s that are now so profoundly a part of our political system—
and newly. We did not have this a decade ago, and now it is every-
where. And your world intersects with my world here, because I
have to live with the pollution of our political dialogue caused by
these groups.

So we will follow up on those two things—carbon pricing and
501(c)3 abuse—but I wanted to flag them today.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Whitehouse; important
issues.

Senator Thune?

Senator THUNE. Thank you, Mr. Chairman.

The CHAIRMAN. I believe you are out there.

Senator THUNE. Yes, I am out there.

The CHAIRMAN. Good. You are on.

Senator THUNE. Thanks, Mr. Chairman. And thanks to all our
panelists for their willingness to serve.

Let me ask a question about the 2017 law. The Tax Cuts and
Jobs Act introduced section 199A, which provides a 20-percent de-
duction for pass-through businesses such as sole proprietorships,
partnerships, and S corps, with respect to qualifying business in-
come.

TCJA introduced the provision in part to shrink the bias between
corporate and noncorporate income, and most small businesses in
the country operate in pass-through form, many of which have
been hit hard by the pandemic. In fact, I think 98, 99 percent of
the businesses in my State are pass-throughs.

Professor Batchelder, as the administration aims to increase
taxes on corporations, what are your views on raising taxes on
small businesses through the repeal of section 199A?

Ms. BATCHELDER. Thank you for the question, Senator. As I un-
derstand it, the President has not proposed any changes to section
199A, and has also committed to not raising taxes on anyone earn-
ing less than $400,000.

And I share your concern about small businesses and would be
eager to discuss ways to strengthen small businesses, if confirmed.

Senator THUNE. So your understanding is that there is not going
to be a proposal by the administration that would go after the 199A
20-percent deduction currently available to pass-through busi-
nesses with qualifying business income?

Ms. BATCHELDER. Senator, I am not currently in the administra-
tion, so I could not speak to any future plans. But I have been
reading everything that they have put out and have not seen any
proposals to change 199A.

Senator THUNE. To follow up on that, President Biden has said
that nobody earning $400,000 or less would be hit by new taxes,
but it seems to me that some middle-class Americans would be hit
by the administration’s new death tax, eliminating so-called step-
up in basis.
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Under its proposal, the untaxed gains on investment held at
death would be taxed at the top rate of 39.6 percent, above an ex-
emption of $1 million per individual. And there is a good chance
that some parents might die with an estate that has gained a
million-plus in value over the course of their lives, but their heir
might be earning $40,000 to $50,000 a year, and that is especially
true in the case of family farms and businesses where land values
appreciate over decades, even though the farmer may be at times
struggling just to break even.

I understand the President has suggested an exemption for fam-
ily farms and businesses, but it remains to be seen what that looks
like. We have not seen any follow-up on that—other than a general
statement about how it would work—and whether it in fact really
protects anyone.

Can you state, Professor Batchelder, with certainty that no tax-
payer earning less than $400,000 would be hit by the Biden admin-
istration’s step-up in basis tax proposal?

Ms. BATCHELDER. So, as I read the proposal, it has proposed that
no tax would apply to family farms or any small businesses, or for
that matter any family-owned and -operated business, until it was
no longer family-owned and -operated. So I read that as protecting
those businesses, and would certainly, if confirmed, be eager to
work with you and your staff on that provision.

And as I understand it, that proposal also would exempt the first
$1 million in gains, or $2 million per couple. And there is an addi-
tional exemption for residences. So I think it would apply to a very,
very, very small percentage of the population.

Senator THUNE. So you do not think that under that proposal, if
an heir is not liquid, that potentially a taxpayer could have to sell
off some of their inherited assets to cover the tax liability?

Ms. BATCHELDER. Again, as I read it, if the heir was inheriting
a family-owned and -operated business, they would not need to pay
the tax until they were no longer owning it and operating it.

Senator THUNE. All right.

Dr. Harris—and I do not have a lot of time left—but under what
circumstances would you second-guess the administration’s own es-
timates of revenue gained through increased IRS funding meas-
ures?

Dr. HARRIS. Thank you, Senator. So it is my understanding that
the Office of Tax Analysis, which operates in an impressively inde-
pendent way, has scored this as raising $700 billion. There have
been several suggestions that this is an understatement because
they do not take into account certain behavioral effects. So I view
the $700 billion as an understatement, if anything.

Senator THUNE. Okay. And do you—if the IRS receives additional
funding or enforcement resources to narrow that tax gap, would
you agree that any increase ought to come with commensurate ac-
countability and transparency to taxpayers?

Dr. HARRIS. Broadly speaking, I am in violent agreement that
transparency is an important aspect of all areas of policy, and in
particular when it comes to the IRS, which has, obviously, impor-
tant implications for household finances.
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So when it comes to transparency, I think it is an important part
of the IRS’s job, and any policies or regulations the IRS puts for-
ward, I agree that that should be a part of the deal.

Senator THUNE. Thank you, Mr. Chairman.

The CHAIRMAN. I thank my colleague. And we have a vote on
now, and I think we have heard from virtually all of our Senators.
It seems to me all of you have demonstrated beyond any doubt that
you are going to take these positions, and you are going to need
no on-the-job training. And that is a judgment that I think every
Senator who has been following these issues is going to reach.

And clearly you are going to have your hands full, because a lot
of the challenges for the days ahead are going to be very different.
Tomorrow in this room we are going to start talking about chang-
ing the 44 provisions in the Federal tax code which are now a crazy
quilt that does not provide the predictability and certainty we need
for an economy driven by clean energy. And what we are going to
be spelling out is basically that anybody in America, anybody—
whether they are in renewable energy, or they are in fossil fuels—
who can reduce carbon emissions can be part of an incentive sys-
tem.

It is new. It is what the times require. So I am very appreciative
of all four of you, with a long track record of public service. And
I think what you have shown today is that you are going to support
policies that give everybody in America the chance to get ahead.

And I will just close by saying I think that is what Build Back
Better was supposed to be all about. And it also gives us a chance
t(])o build forward together, and that too is what our country is all
about.

With that, I remind my colleagues that questions for the record
are due within a week. And with that, the Finance Committee is
adjourned, and I thank our guests.

[Whereupon, at 11:59 a.m., the hearing was concluded.]






APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF LILY LAWRENCE BATCHELDER, NOMINATED TO BE
ASSISTANT SECRETARY FOR TAX POLICY, DEPARTMENT OF THE TREASURY

Mr. Chairman, Ranking Member Crapo, and members of the committee, thank
you for the opportunity to appear before you today. And thank you, Senator, for the
very kind introduction.

It is an honor to appear before this committee, having served as the Chief Tax
Counsel under former Chairman Baucus for 4 years. Being a tax person, that was
a dream job, and I am humbled to be considered for another dream job today, serv-
ing as the Treasury’s Assistant Secretary for Tax Policy.

I have great respect for this committee and the critical nature of its work. We
face immense challenges as a country in navigating the pandemic and economic re-
covery, tackling long-term fiscal challenges, and doing so in a way that increases
opportunity for all Americans. If I am fortunate enough to be confirmed, I would
strive to be a strong partner to you in that work. I have spent most of my profes-
sional career working on tax policy, and am passionate about its role in advancing
shared prosperity and economic mobility. Tax revenues fund many of our critical so-
cial programs. Tax benefits can curtail or exacerbate our vast disparities by income,
wealth, race, ethnicity, gender, and geography. At the same time, well-constructed
and well-implemented tax policy can minimize gaming and distortions to business
activity, while poorly constructed tax policy can do the reverse.

This is one of the things I love about tax policy: it is simultaneously about high-
level values and about practical, highly technical details that create opportunities
for working across the aisle. There are many aspects of this position I look forward
to if confirmed. I would hope to contribute to and advance President Biden’s policy
agenda to further our economic recovery, build back better, promote racial and gen-
der equity, and address the climate crisis. This would include working with you and
your staffs to help make sure any agreements you reach are drafted in technically
sound ways. I would also work to ensure that Treasury issues timely and sound
guidance on tax issues that is consistent with congressional intent and responsive
to input from a broad range of stakeholders. Finally, I would strive to serve as a
strong partner to the IRS on tax implementation and administration. This would
include the exciting new programs they been tasked with implementing, like the
fully refundable child credit, and also their ongoing duties, like taxpayer service. For
many years, the IRS has been asked to undertake an immense and expanding set
of responsibilities with, until recently, flat or declining funding. I would work to as-
sist them in any ways Treasury’s Office of Tax Policy can, because we all benefit
from a well-functioning IRS.

If confirmed, I am committed to engaging with you on a bipartisan basis. Over
the course of my career, I have worked in the public, private, academic, and non-
profit sectors. These experiences have helped me to see tax policy from multiple per-
spectives, and have taught me how to work effectively and constructively with peo-
ple who may hold different views than my own.

My family could not join me today because of the pandemic, which might be a
good thing, because our 15-month-old daughter Maia would probably be destroying
the hearing room while waving to each of you if she were here. But she reminds
me every day why public service is important—to make a better world for her, and
even more so for all the children growing up without the financial security and
other advantages that we are lucky to be able to provide her with.

(45)
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I also want to thank my family, especially my partner Peter, my parents, broth-
ers, and in-laws, for their love and support. Without that support, including their
care for our daughter Maia, I wouldn’t be in a position to undertake the responsibil-
ities associated with this role, which I take so seriously.

Thank you for considering my nomination, and I look forward to your questions.
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Tax Expenditures: What Are They and How Are They Structured?, in The Tax
Policy Briefing Book (Tax Policy Center, eds.) (July, 2008).

Note: I believe the version I wrote is no longer available on the web because
it has been replaced with an updated version.

What Are the Options for Reforming the Taxation of Carried Interest?, in The
Tax Policy Briefing Book (Tax Policy Center, eds.) (June, 2008).



16.

53

Note: I believe the version I wrote is no longer available on the web because
it has been replaced with an updated version.

What is Carried Interest and How Should It Be Taxed?, in The Tax Policy Brief-
ing Book (Tax Policy Center, eds.) (June, 2008).

Note: I believe the version I wrote is no longer available on the web because
it has been replaced with an updated version.

Reforming Tax Incentives into Uniform Refundable Credits, hAttps://www.
degruyter.com [document/doi/10.2202/1932-0183.1091 [ html, 2:2 Basic Income
Studies (December 2007) (with Fred T. Goldberg, Jr.).

What is an Inheritance Tax?, in The Tax Policy Briefing Book (Tax Policy Cen-
ter, eds.) (October 2007).

Note: I believe the version I wrote is no longer available on the web because
it has been replaced with an updated version.

Taxing Privilege More Effectively: Replacing the Estate Tax with an Inheritance
Tax, https:/ /www.hamiltonproject.org [ assets/legacy [ files | downloads and links
/Taxing Privilege More Effectively- Replacing the Estate Tax with an Inheri
tance_Tax Brief.pdf, Brookings Institution Hamilton Project Policy Brief No.
2007-07 (June, 2007).

Reprinted: Tax Notes (June, 18, 2007).

Reforming Tax Incentives into Uniform Refundable Credits, https://www.
brookings.edu | wp-content /uploads /2016 /06 [ pb156.pdf, Brookings Institution
Policy Brief #156 (April 2006) (with Fred T. Goldberg, Jr. and Peter R. Orszag).

Amicus Briefs and Group Analysis of Policy Proposals

The Games They Will Play: Tax Games, Roadblocks, and Glitches under the
2017 Tax Legislation, https://papers.ssrn.com[sol3/papers.cfm?abstract id=
3089423, 103 Minnesota Law Review 1439 (2019) (with 12 law professors and
practitioners). Earlier version posted as: The Games They Will Play: Tax
Games, Roadblocks, and Glitches under the House and Senate Tax Bills,
https:/ [ papers.ssrn.com [ sol3 / papers.cfm?abstract id=3084187 (December 13,
2017) (with 12 law professors and practitioners).

Brief of Amici Curiae Tax Law Professors and Economists in Support of Peti-
tioner in South Dakota v. Wayfair, https://papers.ssrn.com/sol3/papers.cfm
2abstract_id=3064293, No. 17-494 (Supreme Court of the United States, filed
November 2, 2017) (note that I am a signatory but not the author of the brief).

Brief Amicus Curiae on behalf of 19 Tax Law and Administrative Law Profes-
sors, Altera v. Commissioner, https:/ |papers.ssrn.com /sol3/papers.cfm?abstract
1d=2805432, Nos. 16-70496, 16-70497 (9th Circuit, filed July 5, 2016). (Note:
I am a signatory but not the author of the brief).

Speeches (list all formal speeches and presentations (e.g., PowerPoint) you have
delivered during the past 5 years which are on topics relevant to the position
for which you have been nominated, including dates):

“Issues Specific to Inheritance Taxes,” NYU—UC Berkeley—UCLA conference
on Taxing Capital (September 25, 2020).

“Optimal Tax Theory as a Theory of Distributive Justice”

Harvard Law School Faculty Workshop (October 10, 2019).

NYU Tax Policy and Public Finance Colloquium (September 3, 2019).
University of San Diego Richard C. Pugh Lecture (February 28, 2019).
Indiana University Maurer School of Law Tax Policy Colloquium (January
31, 2019).

Stanford Law School Tax Policy Workshop (January 15, 2019).

Georgetown University Law Center Faculty Workshop (November 29, 2018).
National Tax Association 111th Annual Conference on Taxation (November
17, 2018).

University of Richmond School of Law Faculty Workshop (September 21,
2018).

“Taxing the Rich: Issues and Options”

National Tax Association 112th Annual Conference on Taxation (November
22, 2019).
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NYU Robert C. Kopple Family Professor of Taxation Chair Lecture (Sep-
tember 4, 2019).

“The Triumph of Injustice,” hitps:/ /stonecenter.gc.cuny.edu /panel-the-triumph-
of-injustice /, panelist, CUNY Stone Center on Socio-Economic Inequality (Octo-
ber 23, 2019).

“Toward Tax Fairness: A Proposal to Fix the Unfair U.S. Tax Code,” https://
www.americanprogressaction.org / events [ toward-tax-fairness/, panelist, Center
for American Progress (September 12, 2019).

“Ways We Can Tax the Very Rich,” panelist, Economic Policy Institute con-
ference on Taxing the (Very) Rich (June 25, 2019).

“Effects of the New Tax Law on Corporate and Business Tax Planning Deci-
sions,”  https:/ /www.youtube.com [watch?v=0tESVdyMrrc, panelist, Urban-
Brookings Tax Policy Center and UNC Tax Center conference on Effects of Cor-
porate and Business Provisions of the Tax Cuts and Jobs Act (June 6, 2019).

“Section 199A and the Regulations Thereunder,” moderator, University of Vir-
ginia Law School Tax Study Group (April 12, 2018).

Note: Since I was only the moderator, I did not have prepared remarks.

“The 2017 Tax Bill and the Future of Tax Reform,” discussant, National Tax
Association 111th Annual Conference on Taxation (November 16, 2018).

Note: Since I was only discussing other people’s presentations, I did not
have prepared remarks.

“Reform Options: Taxation of Individuals,” Washington Center for Equitable
Growth convening on Approaches to Progressive Tax Reform After the Tax Cuts
and Jobs Act (November 1, 2018).

“Tax Policy After the Tax Cuts and Jobs Act of 2017,” panelist, American Ac-
counting Association Annual Meeting (August 6, 2018).

“Improving Retirement Savings Choices through Smart Defaults”

Boston College Tax Policy Workshop (November 28, 2017).

Virginia Autumn Invitational Tax Conference (November 17, 2017).
National Tax Association 110th Annual Conference on Taxation (November
9, 2017).

New School Economics Department Political Economy of Aging Workshop
(March 10, 2017).

NYU School of Law Faculty Workshop (February 27, 2017).

“Accounting for Behavioral Biases in Business Tax Reform: The Case of Expens-
ing”
International Tax Policy Forum (June 2, 2017).
American Law and Economics Association annual meeting (May 13, 2017).
Duke Law School Tax Policy Workshop (March 30, 2017).
Tulane Law School Tax Roundtable (March 24, 2017).
NYU Tax Policy and Public Finance Colloquium (January 23, 2017).
Tax Economists Forum, Washington, DC (December 20, 2016).
Journal of Law, Finance, and Accounting Annual Conference (November 12,
2016).
National Tax Association Annual Conference on Taxation (November 11,
2016).
University of North Carolina School of Law Faculty Workshop (October 27,
2016).
Oxford University Centre for Business Taxation Annual Symposium (June
29, 2016).

“The Tax Cuts and Jobs Act: A Tax System for the 21st Century?”, panelist,
National Tax Association 48th Annual Spring Symposium (May 17, 2018).

“The Tax Cuts and Jobs Act: Tax Administration Challenges,” https:/ /www.
youtube.com [ watch?v=R5yD-WMbviw, panelist, 3rd Annual Donald C. Lubick
Symposium, Urban-Brookings Tax Policy Center (April 9, 2018).

“The Tax Bill: Bad Process, Bad Policy,” https:/ /www.americanprogress.org/
events [ tax-bill-bad-process-bad-policy /, panelist, Center for American Progress
(March 1, 2018).



55

“U.S. Tax Reform: Where Are We Now?”, https:/ | www.youtube.com [ watch?v=-
JsdscriglY, panelist, City University of New York Graduate Center (February
28, 2018).

“The New Tax Bill: Key Provisions, (Questionable) Assumptions, and Likely
(Unintended) Consequences,” panelist, Latham and Watkins Forum, NYU
School of Law (February 7, 2018).

“Dream Hoarders by Richard Reeves,” discussant, Ellen Bellet Gelberg Tax Pol-
icy Lecture, University of Florida Levin College of Law (February 2, 2018).

Note: Because this was an informal panel discussion of another person’s
book, I did not have prepared remarks.

“Tax Legislation in the 116th Congress,” panelist, Association of American Law

Schools 112th Annual Meeting (January 5, 2018).

“U.S. Tax Reform,” panelist, Council on Foreign Relations (December 4, 2017).
Note: Because this was an informal panel discussion, I did not have pre-
pared remarks.

“Tax Reform in Theory and in Practice,” panelist, National Tax Association

110th Annual Conference on Taxation (November 9, 2017).

“Tax Cuts and Jobs Act,” United States House of Representatives Democratic
Caucus Dinner (November 6, 2017).

“Destination-Based Taxes under an Income Base,” panel moderator, NYU/UCLA
Tax Policy Conference on New Approaches to Calculation and Allocation of the
International Tax Base (October 27, 2017).

Note: Because I was only the moderator, I did not have prepared remarks.

“Tax Reform,” panelist, New York University Journal of Law and Business and
The Classical Liberal Institute conference on America’s Place in the World: Tax
Reform and Protectionism (October 12, 2017).

Note: Because this was an informal panel discussion, I did not have pre-
pared remarks.
“Opportunities and Risks in Individual Tax Reform,” Testimony before the
United States Senate Committee on Finance (September 13, 2017).
“The Shaky Case for a Business Cash-Flow Tax”
National Tax Association spring symposium (May 19, 2017).
“Does Health Care Reform Provide a Roadmap for Retirement Savings Reform?”
NYU School of Law Summer Workshop (August 11, 2016).

Southeastern Association of Law Schools Annual Conference (August 7,
2016).

Note: Both of these were informal workshops to discuss early stage research
ideas so I did not have prepared remarks.

“Addressing Budgetary Challenges Through a Neglected Type of Automatic
Spending: Tax Expenditures,” https://budget.house.gov/legislation [ hearings/
congressional-budgeting-need-control-automatic-spending-and-unauthorized,
Testi)mony before the United States House Committee on the Budget (June 9,
2016).

“U.S. Tax Legislative Process and Political Landscape,” panelist, 17th Annual
NYU/KPMG Tax Symposium on U.S. Tax Reform—A Perfect Storm (March 10,
2017).

Note: Because this was an informal panel discussion, I did not have pre-
pared remarks.
“Trump’s Economic Agenda: The Path from Rhetoric to Reality,” panelist, NYU
School of Law Forum (March 1, 2017).

Note: Because this was an informal panel discussion, I did not have pre-
pared remarks.

“The Presidential Candidates’ Tax Plans,” moderator, NYU School of Law (Octo-
ber 25, 2016).

Note: Because I was only the moderator, I did not have prepared remarks.
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“Presidential Politics and The Economy,” https:/ /www.c-span.org/video/?4168
59-1/bloomberg-politics-hosts-forum-presidential-candidates-economic-plans,
panelist, Bloomberg Politics at the Table (October 13, 2016).

“Tax Reform Barriers and Opportunities in the Current Political Environment,”
luncheon speaker at Urban-Brookings Tax Policy Center Leadership Council
(September 16, 2016).

Note: Because this was an informal panel discussion, I did not have pre-
pared remarks.

“Tax Reform: What Do the Candidates Say,” panel presentation at 2016 Tax Co-
alition Issues Forum (May 5, 2016).

Qualifications (state what, in your opinion, qualifies you to serve in the position
to which you have been nominated):

I bring deep experience in tax policy and management, having held senior posi-
tions in the executive and legislative branches, including Chief Tax Counsel for
the Senate Committee on Finance and Deputy Director of the National Eco-
nomic Council at the White House, where I covered tax and budget issues. I
have also taught, researched, and written on tax policy at NYU School of Law
for more than a decade, most recently as the Robert C. Kopple Family Professor
of Taxation. Prior to NYU, I was a tax associate at Skadden, Arps, Meagher,
and Flom. Earlier in my career, I worked in direct service in low-income com-
munities. I believe these experiences in the public, private, academic, and non-
profit sectors have helped me to see tax policy from multiple perspectives and
work effectively with people who may hold different views than my own.

My work on tax policy is broad and has covered personal income taxes, business
tax reform, international tax reform, wealth transfer taxes, excise taxes, retire-
ment savings policy, and tax expenditures.

I would be honored to apply this experience to the Treasury’s critical work as
we navigate the current pandemic and economic recovery and as we tackle long-
term challenges.

B. FUTURE EMPLOYMENT RELATIONSHIPS

. Will you sever all connections (including participation in future benefit arrange-

ments) with your present employers, business firms, associations, or organiza-
tions if you are confirmed by the Senate? If not, provide details.

I will go on an unpaid leave of absence from my tenured faculty position at
NYU School of Law (2 years, subject to extension) once confirmed. NYU will not
provide any housing benefits or make any contributions to any retirement plans
on my behalf while I am on leave. Pursuant to NYU’s standard policy, NYU will
continue to pay premiums for my term life insurance coverage for 12 months.

. Do you have any plans, commitments, or agreements to pursue outside employ-

ment, with or without compensation, during your service with the government?
If so, provide details.

No.

. Has any person or entity made a commitment or agreement to employ your

services in any capacity after you leave government service? If so, provide de-
tails.

I have tenure at NYU School of Law.

. If you are confirmed by the Senate, do you expect to serve out your full term

or until the next presidential election, whichever is applicable? If not, explain.

NYU grants a 2-year leave of absence for public service. My expectation is to
serve for 2 years.

C. POTENTIAL CONFLICTS OF INTEREST

. Indicate any current and former investments, obligations, liabilities, or other

personal relationships, including spousal or family employment, which could in-
volve potential conflicts of interest in the position to which you have been nomi-
nated.

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which was developed in consultation with ethics offi-
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cials at the Department of the Treasury and the Office of Government Ethics.
I understand that my ethics agreement has been provided to the committee. I
am not aware of any potential conflict other than those addressed by my ethics
agreement.

. Describe any business relationship, dealing, or financial transaction which you
have had during the last 10 years (prior to the date of your nomination), wheth-
er for yourself, on behalf of a client, or acting as an agent, that could in any
way constitute or result in a possible conflict of interest in the position to which
you have been nominated.

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which was developed in consultation with ethics offi-
cials at the Department of the Treasury and the Office of Government Ethics.
I understand that my ethics agreement has been provided to the committee. I
am not aware of any potential conflict other than those addressed by my ethics
agreement.

. Describe any activity during the past 10 years (prior to the date of your nomina-
tion) in which you have engaged for the purpose of directly or indirectly influ-
encing the passage, defeat, or modification of any legislation or affecting the ad-
ministration and execution of law or public policy. Activities performed as an
employee of the Federal government need not be listed.

In my personal capacity, and solely on my own behalf, I have provided technical
advice, or publicly expressed support and/or concerns, about the following bills,
regulations, and tax administration issues: the Coronavirus Aid, Relief, and
Economic Security Act of 2020 (H.R. 748) and its implementation; wealth trans-
fer tax reforms; reforms to the taxation of capital income and wealth; EITC and
Child Tax Credit reforms; IRS funding, the FreeFile Alliance, and related initia-
tives; the Department of Labor fiduciary rule; the Tax Cuts and Jobs Act of
2017 (H.R. 1) and the regulations thereunder; and State auto-IRA proposals. On
my own behalf, I have also testified before Congress on the topics of individual
tax reform and tax expenditures.

. Explain how you will resolve any potential conflict of interest, including any
that are disclosed by your responses to the above items. (Provide the committee
with two copies of any trust or other agreements.)

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which was developed in consultation with ethics offi-
cials at the Department of the Treasury and the Office of Government Ethics.
I understand that my ethics agreement has been provided to the committee. I
am not aware of any potential conflict other than those addressed by my ethics
agreement.

D. LEGAL AND OTHER MATTERS

. Have you ever been the subject of a complaint or been investigated, disciplined,
or otherwise cited for a breach of ethics for unprofessional conduct before any
court, administrative agency (e.g., an Inspector General’s office), professional as-
sociation, disciplinary committee, or other ethics enforcement entity at any
time? Have you ever been interviewed regarding your own conduct as part of
any such inquiry or investigation? If so, provide details, regardless of the out-
come.

No.

. Have you ever been investigated, arrested, charged, or held by any Federal,
State, or other law enforcement authority for a violation of any Federal, State,
county, or municipal law, regulation, or ordinance, other than a minor traffic
offense? Have you ever been interviewed regarding your own conduct as part
of any such inquiry or investigation? If so, provide details.

N/A.

. Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation? If so, provide details.

N/A.

. Have you ever been convicted (including pleas of guilty or nolo contendere) of
any criminal violation other than a minor traffic offense? If so, provide details.

N/A.
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5. Please advise the committee of any additional information, favorable or unfavor-
able, which you feel should be considered in connection with your nomination.

My previous work for the Senate Finance Committee has sensitized me to the
importance of being responsive to Congress and working in a bipartisan man-
ner.

E. TESTIFYING BEFORE CONGRESS

1. If you are confirmed by the Senate, are you willing to appear and testify before
any duly constituted committee of the Congress on such occasions as you may
be reasonably requested to do so?

Yes.

2. If you are confirmed by the Senate, are you willing to provide such information
as is requested by such committees?

Yes.

QUESTIONS SUBMITTED FOR THE RECORD TO LILY LAWRENCE BATCHELDER

QUESTION SUBMITTED BY HON. BENJAMIN L. CARDIN

Question. On May 8, 2021, the Internal Revenue Service (IRS) issued Notice
2021-31, providing guidance on temporary premium assistance for COBRA continu-
ation coverage enacted as part of the American Rescue Plan Act of 2021.

Notice 2021-31 included guidance in the form of 86 Questions and Answers. My
question for the record relates to Question 62, reprinted below. The issue raised in
Question 62 is of significant concern to me. While I appreciate the Treasury Depart-
ment and IRS indicate they need additional time to address the issue, the COBRA
subsidy is available for a time-limited period and guidance for this instance is re-
quired to ensure the benefit of subsidized COBRA is realized consistent with con-
gressional intent.

There is some urgency to resolving this issue, so I would like to know more than
that the Department and IRS are continuing to consider the issue. I want to make
sure people in the situation captured by Question 62 receive the benefit of the
COBRA subsidy. Therefore, please tell me the date by which we can expect resolu-
tion of the issue in Question 62 and the publication of additional guidance to allow
for full implementation of the COBRA subsidy.

Q-62. In the case of an insured plan subject solely to State law requiring the in-
surer to provide continuation coverage, is the employer eligible to take the premium
assistance credit directly if the employer pays the full premium to the insurer?

A—62. No. Under §6432(b)(3), in the case of an insured plan subject solely to State
law with respect to the requirement to provide continuation coverage, the premium
payee is the insurer providing the coverage under the group health plan. The Treas-
ury Department and the IRS are aware that this requirement may create adminis-
trative issues for certain Small Business Health Options Program (SHOP) ex-
changes that aggregate premiums paid by participating employers or where State
rules require full payment of premiums by the employer; the Treasury Department
and the IRS are continuing to consider this issue.

Answer. Currently, I am not privy to any discussions about guidance or potential
timelines. If confirmed, I am committed to raising the issue promptly with the Office
of Tax Policy (OTP) and IRS staff and responding as soon as practicable.

QUESTIONS SUBMITTED BY HON. ELIZABETH WARREN

Question. Strengthening U.S. tax policies and setting high international standards
on taxation are important pieces of getting giant corporations to pay their fair
share. President Biden has put forward a number of important tax proposals, in-
cluding raising the corporate tax rate to 28 percent and the global intangible low-
tax income (GILTI) minimum tax to 21 percent. The Treasury Department has also
committed to negotiating a global minimum tax at the OECD; however, recently it
put forward a proposal for a rate of “at least 15 percent,” which is much lower than
proposed corporate tax and GILTI rates. Treasury described 15 percent as “a floor”
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and stated that “discussion should continue to be ambitious and push that rate
higher.”?

Will you, if confirmed, push for a global minimum tax rate that is higher than
15 percent? Please explain why or why not.

Answer. Yes, if confirmed, I would push for a higher rate. I believe it is important
to stop the race to the bottom on corporate tax rates.

Question. If you will push for a global minimum tax rate that is higher than 15
percent, how will you accomplish that, given Treasury’s expressed openness to a 15-
percent rate and other obstacles?

Answer. It is my understanding that the administration’s proposal was an open-
ing bid to secure momentum toward a global minimum tax, and that the adminis-
tration’s SHIELD proposal would work as an incentive to push the rate higher.

Question. In 2018, the Trump administration expanded a requirement for a non-
sensical cost-benefit analysis of tax regulations by the Office of Information and
Regulatory Affairs (OIRA). OIRA’s regulatory cost-benefit analysis framework does
not take into account revenue impacts as a cost or benefit, and discounts changes
in the distribution of the tax burden, which should be two primary considerations
in evaluation of tax regulations.2

Do you agree that OIRA’s framework runs contrary to the Biden administration’s
goals of raising revenue to pay for crucial infrastructure investments and doing so
in an equitable way? Please explain why or why not.

If you do agree that OIRA’s framework conflicts with Biden administration goals,
how will you, if confirmed, prevent OIRA review from undermining implementation
of the administration’s tax reforms?

Answer. President Biden has repeatedly emphasized his strong commitment to in-
frastructure investment and to funding that investment in fair and equitable ways
as described in the American Jobs Plan. The post-enactment interpretation of legis-
lation via tax regulations can be a critical factor in achieving the intended goals of
legislation and whether or not projected revenues are raised. I do not believe anyone
in the administration, including at Treasury or OMB, would be interested in impos-
ing requirements or processes that did not advance the President’s agenda or add
value to the rule-making process. If confirmed I would be supportive of revisiting
the 2018 MOA between Treasury and OIRA and considering whether there is a
more appropriate framework for evaluating tax regulations, while still preserving
OIRA’s important role and input in the overall rule-making process. I would be com-
mitted to gathering input from a wide variety of stakeholders as part of any such
process.

Question. The tax system raises many concerns with respect to racial equity and
yet does not provide data based on race and ethnicity, making it more difficult for
us to understand and address the ways in which our tax code and enforcement are
exacerbating inequities. We have yet to see any results from Treasury based on the
ongoing racial equity assessment or new Equitable Data Working Group, on which
you will serve, if confirmed.

Will you commit to a vigorous racial equity review of all tax policies and practices,
including a review of disproportionate IRS auditing of low-income, black taxpayers
and use of predatory private debt collectors, again with a disproportionate impact
on low-income, black Americans? Please explain why or why not.

Answer. My understanding is that the Treasury Department, under the leader-
ship and guidance of Deputy Secretary Wally Adeyemo, is undertaking an examina-
tion at Treasury and Treasury agencies akin to what you have outlined. If con-
firmed, I look forward to working with Deputy Secretary Adeyemo on ensuring a
thorough review of policies and Treasury practices is conducting through a racial
equity lens.

Question. The Earned Income Tax Credit (EITC) is one of the government’s most
effective tools to fight poverty, increase financial stability, and promote work among

1Department of the Treasury, “READOUT: U.S. Department of the Treasury’s Office of Tax
Policy Meetings”, May 20, 2021, https:/ | home.treasury.gov | news / press-releases [ jy0189.

2Greg Leiserson, “Cost-Benefit Analysis of U.S. Tax Regulations Has Failed. What Should
Come Next?” Washington Center for Equitable Growth, September 20, 2020, https://
equitablegrowth.org [ research-paper [ cost-benefit-analysis-of-u-s-tax-regulations-has-failed-what-
should-come-next /.



60

low-income workers and their families.3 Despite the EITC’s importance for sup-
porting working families and their economic mobility, tax refunds received by EITC
recipients who have defaulted on their Federal student loans are subject to offset.
Borrower advocates have documented the harm that EITC offsets cause financially
distressed student loan borrowers, including impairing their ability to get and keep
jobs and pay for basic necessities, and exacerbating housing instability.# The Treas-
ury Department, however, does not provide public data on the amount and value
of EITC refunds that are seized from borrowers each year.

Do you believe the EITC should be exempt from seizure through the Treasury Off-
set Program? Please explain why or why not.

Will you commit to analyzing and releasing data on the composition of tax refund
offsets to identify how many borrowers have had their EITC seized through the
Treasury Offset Program in recent years?

Answer. My understanding is that this analysis would largely need to be handled
by the IRS. If confirmed, I am committed to requesting a briefing by the relevant
offices to better understand the issue and working with them to respond.

Question. The American Rescue Plan that President Biden signed into law in
March 2021 includes a provision that excludes from income any student loan debt
that is modified or discharged beginning December 31, 2020 until January 1, 2026,
including private and institutional loans.5> The average student borrower who earns
$50,000 in income would save approximately $2,200 in taxes for every $10,000 of
forgiven student loans.®

While Congress has provided this crucial relief for student loan borrowers through
2026, Treasury can extend it indefinitely by issuing a Revenue Procedure to ensure
that borrowers will not be taxed for canceled debt. This Rev. Proc. could rely on the
general welfare exclusion, which grants the IRS the clear authority to conclude
“that payments to individuals by governmental units under legislatively provided
social benefit programs for the promotion of the general welfare are not includible
in a recipient’s gross income.”” There is recent precedent for the IRS to issue Rev.
Procs. to shield Federal student loan borrowers from tax liabilities. In 2015, the
Obama-Biden IRS issued Rev. Proc. 2015-57, which was the first in a series of Rev.
Procs. that ensured that student loans canceled by the Department of Education
under borrower defense to repayment would not result in a tax liability for bor-
rowers.8 A similar rationale could be incorporated into a proposed Rev. Proc. regard-
ing IDR forgiveness or administrative debt cancellation.

What steps will you take to ensure that the implementation of the American Res-
cue Plan provision protects all student borrowers, including those with private
loans, whose debt is fully or partially forgiven from being saddled with thousands
of dollars in surprise taxes?

Will you commit to issuing a Rev. Proc. to indefinitely extend this relief for stu-
dent borrowers beyond 20267

Answer. I share your concern regarding the heavy student loan debt burdens that
many Americans face. While a long-term, comprehensive legislative solution to the
problems associated with both borrowing and discharge in the student loan context
would be optimal, if confirmed I would be open to using all of the tools at the dis-
posal of Treasury and the IRS to ensure that borrowers do not face unexpected tax
bills.

3 Center on Budget and Policy Priorities, “Policy Basics: The Earned Income Tax Credit,” De-
cember 10, 2019, https:/ /www.cbpp.org [ research | federal-tax | the-earned-income-tax-credit.

4Persis Yu, “Voices of Despair: How Seizing the EITC Is Leaving Student Loan Borrowers
Homeless and Hopeless During a Pandemic,” National Consumer Law Center, July 2020,
https: | /www.nclc.org | images [ pdf]student_loans [ voices-of-despair-seizing-eitc-in-pandemic.pdf.

50ffice of Senator Elizabeth Warren, “Warren, Menendez Bill to Make Student Loan Relief
Tax-Free Passes as Part of COVID Relief Package, Clearing a Hurdle for Broad Loan Forgive-
ness,” March 6, 2021, https:/ /www.warren.senate.gov | newsroom | press-releases /| warren-menen-
dez-bill-to-make-student-loan-relief-tax-free-passes-as-part-of-covid-relief-package-clearing-a-hur-
dle-for-broad-loan-forgiveness.

61d.

7For example, Rev. Rul. 2003-12, Attps:/ /www.irs.gov /pub /irs-drop [ rr-03-12.pdf.

8 Rev. Proc. 2015-57, https:/ /www.irs.gov [ pub /irs-drop [ rp-15-57.pdf.
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QUESTIONS SUBMITTED BY HON. MIKE CRAPO

Question. There have been repeated references made by the administration to in-
dividual taxpayers and corporations paying “their fair share.” For example, an April
Treasury document describing the Made in America Tax Plan often refers to fair
share. From Treasury’s document, however, it appears that the plan envisions en-
gctment of proposals that would merely move the country “Toward a Fairer Tax

ystem.”

As a prospective adviser to the administration on tax policy, please define what
constitutes a “fair share” and the appropriate measure to use to determine whether
or not an individual is paying their fair share.

Given your definition and measure, for tax year 2021, what is the fair share for
a single filer on taxable income: up to $9.950; $9,951 to $40,525, $40,526 to $86,375,
$86,376 to $164,925, $164,926 to $523,600, over $523,600?

Please define what constitutes a “fair share” and the appropriate measure to use
to determine whether or not a corporation is paying its fair share.

Why do you believe that the Made in America Tax Plan proposes only to move
“toward” a “fairer” tax system, thereby foregoing movement to a fully fair system
and leaving fairness gains unfulfilled to remain on the table for future tax policy
modifications?

Answer. The United States exhibits relatively high levels of income and wealth
inequality and low levels of intergenerational economic mobility compared to other
high-income countries. This makes a progressive tax system especially important.

A progressive tax system is one where tax rates rise with income, so that higher-
income people pay a higher share of their income in tax than lower-income house-
holds. I support a more progressive tax system and one that taxes income from
wealth more like income from work, as President Biden has proposed. It is worth
noting that President Biden has committed to not raising taxes on anyone with in-
come under $400,000.

Question. The Made in America Tax Plan, outlined by Treasury in an April 2021
document, identifies a proposal of “replacing fossil fuel subsidies with incentives for
clean energy production.” The plan proposes to “remove subsidies for fossil fuel com-
panies.”

Please identify your understanding of what subsidies the plan would remove, and
how they differ from like “subsidies” in place for other companies performing similar
activities but not involving “fossil fuels.”

If enacted, do you believe that the plan would lead to higher gas prices at the
pump in the near term, defined as the period 2022-2024?

If so, would you have any concern that such an effect would have disproportionate
adverse effects on low- to middle-income workers whose expenditures on “fossil fuel”
related consumables such as gasoline and heating fuel tend to be higher shares of
their incomes than for upper earners?

Answer. I have not been privy to discussions within Treasury. Thus, my under-
standing of Treasury’s Green Book proposals is identical to what was published in
the Green Book. It describes these proposals under the heading “eliminate fossil fuel
subsidies.” I am not aware of studies finding a substantial effect on gas prices as
a result of such changes.

Question. You have been employed by New York University, which holds billions
of dollars in endowment funds. Some of those funds have come from donations from
people’s wealth and estates. Your employer does not use all of its endowment funds
to help students or researchers. Rather, it carries some of those funds forward, pre-
sumably to help ensure that resources can be made available for future students
and researchers. That is, your employer builds dynastic wealth.

Families in the United States wish to do the same, yet you seem to believe that
bequest motives mainly show up as undue benefit to the “rich” or “ultra-rich.” Peo-
ple wish to accumulate wealth over time, and they choose not to consume all the
accumulation in their lifetimes so that future members of their family can benefit.
While that seems like altruism to me, it apparently seems like some sort of unde-
served dynasty building to you.

Since New York University is building and accumulating dynastic wealth, from
which you derive benefits, should Congress increase taxation of university endow-
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ments and use the proceeds to spend on what you and others may view as more
worthy social investments?

Answer. The taxation of large university endowments is a complex issue. As you
suggest, not all of the benefits of large endowments flow to students from disadvan-
taged backgrounds. At the same time, universities may produce positive exter-
nalities, whether through basic research or increasing the next generation’s human
capital. As I understand it, President Biden has not proposed any changes to the
taxation of endowments. If confirmed, I would look forward to working with Con-
gress to address the issues that endowments raise, including through any legislative
proposals in this space.

Question. Your writing on inheritances, estates, bequests, and the like is largely
premised on your norms and beliefs that inequality has risen substantially, to the
point of overall social concern, and that intergenerational mobility has shrunk. Are
you aware of any research suggesting that your beliefs about inequality are over-
stated and, if so, please identify the relevant research and discuss why you do or
do not find such research compelling?

Answer. As best as I recall, my recent work on inheritance, estates, and bequests
has generally focused on disparities within the U.S. in income, wealth, inheritances,
and intergenerational mobility, and on how the U.S. compares along these dimen-
sions to other high-income countries, not on time trends. That said, I am always
interested in seeing new data.

Question. Among other things, you wrote, in a New York Times opinion article ti-
tled “Tax the Rich and Their Heirs,” about a hypothetical heir’s inheritance, and
corresponding effective tax rate. You identify that: “Some will argue that this exam-
ple ignores any income and payroll tax the wealthy parents paid when they origi-
nally earned the $50 million. But if the couple paid their personal chef’s wages out
of after-tax income, we wouldn’t think their personal chef should get credit for the
taxes they paid.” Given this rather confusing comparison, could you provide your
understanding of the concept and measures of wealth, the concept and measures of
incon;e, and what are the distinguishing features that differentiate the two con-
cepts?

Answer. In this example, I was comparing an adult who inherits $50 million from
his parents (let’s call them Jack and Jane) to someone who works as a personal chef
for Jack and Jane. Under current law, the heir does not owe income or payroll tax
on the $50 million that he inherits, while the personal chef owes both income and
payroll tax on his salary from Jack and Jane. Let’s say that Jack and Jane earned
all of their money from working and paid income and payroll taxes on all of their
earnings. Some argue that their heir should not have to pay income or payroll tax
on his inheritance because Jack and Jane effectively paid those taxes on his behalf.
In other words, the heir should get credit for the income and payroll taxes his par-
ents paid. I was noting that, under this theory, their personal chef should also get
credit for the income and payroll taxes Jack and Jane paid and, therefore, all the
chef’s salary should be tax-exempt. But current law does not provide such an ex-
emption for the personal chef.

Question. During development of the Tax Cuts and Jobs Act, you appeared highly
critical of the effort, including procedural aspects of legislating an outcome, up to
and including criteria to allow provisions to be passed in a reconciliation setting.
You participated in producing highly speculative quantitative analyses of tax pro-
posals from Republicans, sometimes before they were even produced in detailed
enough form to perform quantitative analysis. What was your objective in providing
premature, speculative quantitative analyses of proposals that did not yet even
exist, but could be portrayed in partisan fashion?

Answer. In my quantitative work I try to clearly state my assumptions and, where
there is a partisan valence, adopt assumptions that are the least favorable to what-
ever point I am making, even if such assumptions may be less accurate. It seems
like you may be referring to my work estimating the effects of President Trump’s
childcare proposals. In that work, we detailed our assumptions throughout, noting
how the assumptions underlying our estimates probably understated the regres-
sivity of his proposals.

More generally, I think it can helpfully inform the complicated legislative process
for outside groups to estimate the revenue or distributional effects of legislative pro-
posals before every detail has been specified. For example, my recollection is that
there typically is no legislative language for tax legislation until after it has been
voted out of the Finance Committee because the committee engages in conceptual
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mark-ups. It would seem to be somewhat late for the public only to have access to
preliminary estimates of tax legislation after it has been voted out of committee.
That said, I believe strongly that any estimates by outside groups should be done
with care, integrity, and transparency.

Question. Federal Reserve notes represent lawful money, and are liabilities of the
U.S. Federal Government. Liabilities of the U.S. Federal Government are overseen
and managed by Treasury. The Senate Finance Committee is the authorizing com-
mittee for Treasury and its operations, and has oversight responsibility over Treas-
ury operations and activities.

The Federal Reserve is experimenting with formulating a central bank digital cur-
rency, which has the potential of enabling, along a blockchain, fiscal policy actions
and would involve issuance of liabilities backed by the U.S. Federal Government.
Given that, if confirmed, you would be working at the Treasury, with responsibil-
ities over Federal liabilities that are authorized by Congress, and would likely be
working on issues of financial “stability:”

Do you believe that a central bank digital currency can pose a threat to financial
stability, in that such Federal liabilities, if held in accounts at the Federal Reserve
or Treasury, would be viewed as safe havens in flights to safety, and away from
riskier liabilities of firms provided in financial markets, during periods of market
stress?

Do you believe that a central bank digital currency, designed by the Federal Re-
serve, should be constructed in a way that could easily and rapidly allow for deploy-
ment of accounts that could have balances modulated in accord with business cycle
developments, thereby providing automatic stabilizers or welfare transfers? Do you
support such a design and construction, which will engineer a significant transfer
of ﬁsg)al authority, upon one mere act of Congress, from Congress to the Federal Re-
serve?

Answer. I am not familiar with these issues and their tax aspects. If I am fortu-
nate enough to be confirmed, I would seek a briefing by the relevant Treasury staff.

Question. As a tax expert, what definition can you provide that determines wheth-
er a country is a “tax haven.” Have you ever publicly characterized Switzerland or
Puerto Rico as tax havens, and do you believe that they are according to your work-
ing definition?

Answer. Some researchers define tax havens as jurisdictions with effective tax
rates less than 10 percent; other researchers use metrics based on secrecy. I do not
recall using this term myself with respect to those jurisdictions.

Question. Are there any proposals or issues on which you intend to engage with
members of this committee to achieve bipartisan results? If so, please describe what
those issues are.

Answer. If confirmed, I would be eager to engage with members of the committee
to seek bipartisan agreement wherever possible.

Question. Please describe any bipartisan accomplishments you participated in sub-
stantively during your service on President Obama’s National Economic Council.

Answer. During my previous government service, I served as former Chairman
Baucus’s Chief Tax Counsel in his work on negotiating tax aspects of the American
Taxpayer Relief Act of 2012; Moving Ahead for Progress in the 21st Century Act
of 2012; Middle Class Tax Relief and Job Creation Act of 2012; FAA Modernization
and Reform Act of 2012; Temporary Payroll Tax Cut Continuation Act of 2011; VOW
to Hire Heroes Bill of 2011; U.S.-Korea Free Trade Agreement of 2011; Airport and
Airway Trust Fund Reauthorization Act of 2011; Tax Relief, Unemployment Insur-
ance Reauthorization, and Job Creation Act of 2010; and Small Business Jobs Act
of 2010. I believe all of these bills were passed on a bipartisan basis. I served in
the Obama administration for a much shorter period of time during which little or
no tax legislation was passed. However, I did facilitate policy processes that argu-
ably helped lay the groundwork for the Protecting Americans from Tax Hikes Act
of 2015, which was passed on a bipartisan basis after I returned to teaching.

Question. Some believe that, independent of revenue raised or lost because of im-
plementation of a wealth or inheritance or estate tax, it is important to institute
such taxes so “billionaires” and high-wealth individuals do not hoard such wealth,
or because inequality harms democracy in speculative unmeasured and conjectural
ways. You have devoted a substantial amount of your professional activities in advo-
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cacy of significant increases or implementations of wealth, inheritance, gift taxes
and the like.

Do you support implementation of such taxes with the primary or sole intention
of ensuring that there are fewer people with high wealth levels?

If so, what social problem do you intend to solve by implementing significantly
high taxes on intergenerational transfers, what evidence suggests that your solu-
tions would accomplish your objective, and is there overwhelming support for your
normative objectives?

If I, as a parent, wish to forgo consumption over my life cycle, accumulate wealth,
and bequeath resources to children and grandchildren that I love, is there a social
problem that I am generating by doing so? If so, please tell me what that is, or
whether you believe that what I choose to do can be accepted by you, but only up
to some limits that you deem appropriate?

Answer. My work on wealth transfer taxes is focused on furthering the goal of
everyone having a chance to succeed in the United States, and ensuring that we
do not miss out on individuals’ talents because of barriers to upward mobility. My
understanding is that President Biden did not propose any changes to the estate
or gift taxes in his budget.

Question. You identified during the hearing on your nomination that you would
like to participate in work, if confirmed, at Treasury aimed at increasing enforce-
ment and tax collections at the IRS. Given your background in research, and what
appear to be increased efforts at IRS to engage in normative research, you may also
be interested in working with IRS researchers. In the May 2021 U.S. Department
of the Treasury publication titled, “The American Families Tax Compliance Agen-
da,” research that includes income attribution methodology utilized by researchers
Emmanuel Saez and Gabriel Zucman is referred to, as well as, research in what ap-
pears to be the Critical Tax theory branch of research performed principally by tax
law professors.

Are you aware of any critiques of income and wealth valuation methods utilized
by researchers Saez and Zucman and, if so, do you believe the critiques have merit?

Economist Larry Summers has characterized some of the work by Saez and
Zucman as being “substantially inaccurate and substantially misleading.” Many
economists have criticized some of their methodology and data manipulation as
problematic, and some of their wealth valuation methods are enormously sensitive
to perturbations in discount and interest rates. Do you believe that caution should
be exercised in using income and wealth inequality measures put forward by those
researchers in guiding fiscal policies?

Could you describe your understanding of Critical Tax theory?

The May 2021 Treasury publication cites the article titled “Should the IRS Know
Your Race? The Challenge of Colorblind Tax Data.” Do you believe that the IRS
should require that racial identification should be part of filed tax returns? Please
explain why or why not.

Do you support consideration at the IRS of urging legislation to provide increased
disclosure of taxpayers’ private information for research purposes?

Do you believe that research at the IRS should allow for partisan policy positions
to play a role?

Answer. I am aware of a spirited debate among economists about the best way
to measure wealth and accrued gains on wealth. It is a complicated issue and unfor-
tunately, we do not have good data on wealth in the U.S. This means that all esti-
mates of the wealth distribution are necessarily imperfect, and thoughtful, non-
partisan research can produce different estimates. In my view, each of the various
methodological approaches have pros and cons. I have not written about critical tax
theory and would need to research the various definitions to determine which I
thought was the most accurate.

I support understanding more about the effects of tax provisions and proposals
along many dimensions. If confirmed, I am committed to working with Treasury,
and with the administration as a whole, to better understand these impacts, includ-
ing on disadvantaged groups. The use of identifying information on tax returns is
a complicated issue. If confirmed, I would look forward to being briefed on these
issues, including on the use of IRS data for research. I believe it is vitally important
to make sure that such research protects taxpayer privacy. The IRS is a nonpartisan
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organization and its research is not conducted by political appointees. I believe it
is important for its research to remain nonpartisan.

Question. During your hearing it was suggested that the TCJA changes to inter-
national taxation amounted to “[giving] away the store,” the implication being that
the TCJA changes in this area were a tax cut that amounted to an unfair “give-
away” to the international operations of taxpaying businesses. It seemed in your re-
sponse that you agreed with the characterization. Can you clarify: were the TCJA
changes to international taxation a “giveaway” tax cut and, if so, how? I ask because
according to the revenue estimates prepared by the JCT, the TCJA’s international
tax changes were not a tax cut at all, but a $324-billion tax increase.

Answer. I do not recall referring to the TCJA changes to international taxation
as a giveaway. That said, my understanding is that JCT estimated that the TCJA
international provisions resulted in a slight revenue loss if one excludes the repatri-
ation provision. While the repatriation provision raised revenue within the budget
window, it presumably lost revenue on net over a longer period of time. This is be-
cause it was a tax cut relative to prior law, which would have taxed foreign earnings
at the full U.S. rate (then 35 percent) less foreign tax credits when repatriated,
rather than at the TCJA repatriation rate of 8 percent or 15.5 percent.

Question. Do you consider it to be an unfair “loophole” for a taxpayer to pay a
lower rate on their capital gains than on their ordinary income? If so, would it not
be more appropriate to require all capital gains to be paid at the taxpayer’s ordinary
rates, rather than the President’s current proposal, which would continue to allow
ﬁ tla);payer earning $900,000 to benefit from what you consider to be an unfair loop-

ole?

Answer. The current tax code contains many provisions that favor income from
wealth over income from work. The Biden administration’s tax proposals aim to
shift some of the current priorities and incentives in the tax code so that we recog-
nize and reward the value of work as much as we do income from wealth. If con-
firmed, I look forward to working with Congress to implement a system that pro-
vides appropriate incentives for investment but does not do so at the cost of dis-
favoring workers and small businesses.

Question. In your testimony on the President’s proposal to increase the minimum
tax rate on active foreign-source income earned by U.S. companies operating abroad
to an “all-in” 26-percent rate you allude to various non-minimum tax regimes of for-
eign countries that somehow make them “comparable” to both the current U.S.
GILTI regime and the President’s proposal. Can you provide specific detail as to
how the current law of the U.S.’s major trading partners is comparable to the U.S.’s
with respect to minimum taxes on active foreign-source income?

Answer. Our major trading partners with territorial tax systems generally have
robust anti-base erosion measures in their domestic law to mitigate the incentive
to shift profits offshore that can be created by such systems. My understanding is
that these anti-base erosion measures generally take the form of “controlled foreign
corporation” (CFC) rules and limitations on interest deductions (earnings stripping
rules). Certain jurisdictions also limit or deny application of their territorial system
(i.e., their participation exemption) to certain business entities or business lines.
Most European Union (EU) countries apply their CFC rules within the EU to ad-
dress shifting of profits to low-tax EU countries by targeting certain arrangements
deemed to be artificial (i.e., lacking real economic activities) based on specified cri-
teria.

The criteria for determining whether CFC rules apply to a foreign subsidiary gen-
erally vary, with some countries applying objective standards (generally based on
ownership), others applying more subjective standards (e.g., effective management,
level of taxation, place of incorporation, etc.), and others applying a combination of
such standards. There is also disparity in the types of income that is subject to var-
ious CFC rules. According to an April 2019 report by the Tax Foundation, among
the OECD countries with CFC rules, approximately half tax solely passive income
and the other half tax both passive and active income.?

Given how complex and multi-faceted anti-base-erosion regimes are, it is difficult
to make judgements about which countries’ regimes are more or less onerous, even
without considering the impact of taxpayer planning. Additional background on the
similarities between our provisions for taxing foreign earnings of our resident com-

9Bunn et al., “Anti-Base Erosion Provisions and Territorial Tax Systems in OECD Countries,”
Tax Foundation (April 2019).
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panies and the provisions of our major trading partner can be found at Altshuler
et al., “Lessons the United States Can Learn From Other Countries’ Territorial Sys-
tems for Taxing Income of Multinational Corporations,” Tax Policy Center (2014)
and Joint Committee on Taxation, “Background and Selected Issues Related to the
U.S. International Tax System and Systems That Exempt Foreign Business In-
come,” JCX-33-11 (2011).

Question. In your testimony you indicated that an appropriate “balance” must be
struck between the tax code’s “marriage bonus” and “marriage penalty.” Can you
elaborate specifically on how the President’s proposal to increase taxes on a married
couple with a combined income of $509,300 but not an unmarried couple with a
combined income of $905,398 strikes this balance “in the best possible way”?

Answer. Under what is sometimes called the marriage taxation “trilemma,” an in-
come tax cannot simultaneously have progressive marginal tax rates, tax all mar-
ried couples with identical combined incomes the same, and tax couples the same
regardless of whether they are married or unmarried. Current law creates a com-
plicated pattern of marriage penalties and bonuses. My understanding is that Presi-
dent Biden’s proposals tend to preserve this pattern. In my view, the best balance
between marriage penalties and marriage bonuses is a complicated issue on which
reasonable people can disagree. If I am fortunate enough to be confirmed, I would
look forward to working with Congress to identify the best balance for the situation
you described.

Question. As you know, the Child Tax Credit (CTC)—which was a Republican-led
proposal and which I voted for all those years ago—was intended to operate as a
family support provision in order to somewhat ameliorate a working family’s inabil-
ity to pay taxes as their family size increased. Further, save for the changes enacted
in the American Rescue Plan, all successful efforts to expand the CTC since then
have continued to ground the provision in supporting working families. In your tes-
timony, you applaud the recent expansions of the CTC as being a powerful new anti-
poverty tool. This is confusing to me, particularly given your subsequent acknowl-
edgment of the various recent expansions of the earned income tax credit (EITC)
and their powerful anti-poverty role (which was, as you know, the intent of the pro-
vision). Is the CTC, which was never intended to operate as an anti-poverty provi-
sion, and which clearly lacks the targeting of the EITC, the most appropriate mech-
anism to address child poverty—particularly when we still have (and have contin-
ued to expand) the EITC?

Answer. I believe that child poverty is a serious national challenge that we should
continually strive to address. Both the EITC and CTC have long served to lessen
child poverty, in part because both are fully or partially refundable. Prior to the
American Rescue Plan, the two provisions lifted an estimated 5.5 million children
above the poverty line.l® Researchers have estimated that the American Rescue
Plan would cut child poverty by more than 50 percent.!! I fully support President
Biden’s commitment to ending child poverty.

Question. The Tax Cuts and Jobs Act introduced section 199A of the Internal Rev-
enue Code, which provides a 20-percent deduction for pass-through businesses, such
as sole proprietorships, partnerships and S corporations, with qualifying business
income. Section 199A was intended to provide parity for pass-through businesses
that did not benefit from the reduction in the corporate tax rate. Most small busi-
nesses operate in pass-through form, and many of these small businesses have been
hardest hit by the COVID-19 pandemic. How do you view raising taxes on small
businesses through the repeal of section 199A?

Answer. As I understand it, President Biden’s budget does not propose any
changes to section 199A.

QUESTIONS SUBMITTED BY HON. JOHN THUNE

Question. As a follow-up to the question asked at the hearing, can you state with
certainty that no taxpayer earning less than $400,000 will be hit by the Biden ad-
ministration’s step-up in basis tax proposal?

10 Marr et al., “Congress Should Adopt American Families Plan’s Permanent Expansions of
Child Tax Credit and EITC, Make Additional Provisions Permanent,” Center on Budget and Pol-
icy Priorities (May 24, 2021).

11Parolin et al., “The Potential Poverty Reduction Effect of the American Rescue Plan,” Cen-
ter on Poverty and Social Policy at Columbia University (March 11, 2021).
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Answer. As I understand the proposal, the only taxpayers who could be affected
are those with more than $1 million in capital gains income because the proposal
allows an exclusion of up to $1 million of gains per person (indexed for inflation).
The exclusion is portable between spouses, effectively meaning that couples would
not be affected unless they had more than $2 million of capital gains income. More-
over, the $1 million per-person exclusion applies in addition to the existing exclusion
for gains on homes, which allows taxpayers to exclude up to $250,000 of gain on
principal residences ($500,000 for couples), as well as the existing exclusion for
qualified small business stock.

Question. Under the Biden administration’s step-up in basis proposal, the untaxed
gains on investments held at death would be taxed at a top rate of 39.6 percent,
above an exemption of $1 million per individual. There is a good chance that some
parents might die with an estate that has gained $1 million-plus in value over the
course of their lives, but their heir might be earning $40,000 or $50,000 a year.

Under such a scenario, is it plausible that an heir earning less than $400,000
would be impacted by the administration’s step-up in basis tax proposal?

Answer. Please see my answer to the question above. Thank you.

Question. Under the Biden administration’s step-up in basis tax proposal, and de-
pending on the heir’s liquidity, could taxpayers potentially have to sell off some of
their inherited assets to cover the new tax liability?

Answer. In the Treasury Green Book description of this proposal, there are sev-
eral measures to address this concern. For example, it proposes that payment of tax
on the appreciation of certain family-owned and operated businesses would not be
due until the business is sold or ceases to be family-owned and operated. It also pro-
poses a 15-year fixed-rate payment plan for illiquid appreciated assets.

QUESTIONS SUBMITTED BY HON. ROB PORTMAN

Question. At the hearing, we discussed the status of the Global Intangible Low-
Taxed Income (“GILTI”) as a unique American tax policy compared to our major
trading partners. Under GILTI, U.S.-based businesses are taxed on their outbound
active business income. You differed in that characterization of GILTI, stating: (1)
“While I agree that no other country has a minimum tax exactly like ours, they do
have many provisions in place designed to limit the ability to shift profits to low-
tax jurisdictions by companies resident in their countries that I think are analogous
to GILTI”; (2) “Many deny participation exceptions for certain foreign countries or
li}?ei of gusiness”; and (3) “Partially tax foreign earnings of their companies across
the board.”

Since GILTI only applies to U.S.-based businesses, policymakers should have a
common understanding of what the rest of the playing field is among America’s
trading partners. That’'s why I asked the question and that’s why I'm following up
on it. I'd like you to provide more detail on your responses.

Please list those countries, which are major trading partners of the U.S., with pro-
visions analogous to GILTI that apply to active business income, rather than pas-
sive income (which has long been subject to tax under the U.S. subpart F rules).
Please explain how those provisions are similar to GILTI in their application to ac-
tive business income, such as foreign manufacturing income. Where applicable,
please explain whether any such rules do not apply among EU members because
the EU fundamental freedoms prevent one EU country from applying its controlled
foreign corporation (“CFC”) rules (or analogous regimes) to foreign branches or sub-
sidiaries located in another EU country—whether active income or passive income—
unless the income is earned in an artificial arrangement. Please explain the prac-
tical effect of these and other limitations (such as treaty exceptions) to any foreign
country’s CFC rules in evaluating whether they are truly analogous to the breadth
and scope of GILTI. And please provide a specific list of countries with CFC regimes
that you consider more onerous than GILTI, and a general description of how those
regimes operate.

Answer. Our major trading partners with territorial tax systems generally have
robust anti-base erosion measures in their domestic law to mitigate the incentive
to shift profits offshore that can be created by such systems. My understanding is
that these anti-base erosion measures generally take the form of “controlled foreign
corporation” (CFC) rules and limitations on interest deductions (earnings stripping
rules). Certain jurisdictions also limit or deny application of their territorial system
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(i.e., their participation exemption) to certain business entities or business lines.
Most European Union (EU) countries apply their CFC rules within the EU to ad-
dress shifting of profits to low-tax EU countries by targeting certain arrangement
deemed to be artificial (i.e., lacking real economic activities) based on specified cri-
teria.

The criteria for determining whether CFC rules apply to a foreign subsidiary gen-
erally varies, with some countries applying objective standards (generally based on
ownership), others applying more subjective standards (e.g., effective management,
level of taxation, place of incorporation, etc.), and others apply a combination of such
standards. There is also disparity in the types of income that is subject to various
CFC rules. According to an April 2019 report by the Tax Foundation, among the
OECD countries with CFC rules, approximately half tax solely passive income and
the other half tax both passive and active income.12

Given how complex and multi-faceted anti-base-erosion regimes are, it is difficult
to make judgements about which countries’ regimes are more or less onerous, even
without considering the impact of taxpayer planning. Additional background on the
similarities between our provisions for taxing foreign earnings of our resident com-
panies and the provisions of our major trading partners can be found at Altshuler
et al., Lessons the United States Can Learn From Other Countries’ Territorial Sys-
tems for Taxing Income of Multinational Corporations, Tax Policy Center (2014) and
Joint Committee on Taxation, Background and Selected Issues Related to the U.S.
Internzztiona)l Tax System and Systems That Exempt Foreign Business Income, JCX—
33-11 (2011).

My understanding is that the President’s proposal to replace the section 59A Base
Erosion and Anti-Abuse Tax (BEAT) with the Stop Harmful Inversions and Low-
Tax Developments (SHIELD) would provide a strong incentive for our major trading
partners to change their CFC rules to more closely align with our reformed GILTI
regime.

Question. As we negotiate with the Organisation for Economic Co-operation and
Development (“OECD”), the administration has taken the position that we should
encourage our OECD counterparts to increase their corporate tax rates. However,
we've been less than successful at having our counterparts live up to their word.
For instance, as part of an effort to resolve a trade dispute, the U.S. negotiated
changes to the Domestic International Sales Corporation (DISC) provision of the
Code, which provided a tax exemption for certain export related trade income. In
return, the Europeans agreed to change their border adjustment regimes to elimi-
nate the export subsidies they conferred. Despite their “agreement,” and after Con-
gress had legislated the agreed to changes in the form of the Foreign Sales Corpora-
tion (FSC), our EU partners reneged on their commitment and mounted a World
Trade Organization challenge to the FSC.

In fact, the EU has complained bitterly about the “extraterritorial” reach of our
States’ use of formulary apportionment in the early 1980s. The U.S. went through
tremendous effort to resolve the dispute—weighing heavily on the various States to
give up the practice. Fast forward to the past few years, we now have the French
adopting an approach to digital taxation that mirrors unitary taxation.

Why should we trust that the EU and other OECD partners will increase cor-
porate tax rates simply because we ask them to?

Answer. It is my understanding that leading economies in the EU have already
committed to supporting a global minimum tax, in part because of their own domes-
tic needs and in part because of their commitment to a multilateral solution to a
race to the bottom in effective corporate tax rates. It is also my understanding that
Pillar 2 contains a mechanism such that, once a sufficient number of leading econo-
mies join, will incentivize other jurisdictions to adopt minimum taxes as well and
penalize those that defect. My understanding is that the SHIELD proposal, which
Congress could enact without a multilateral agreement or any action by other coun-
tries, works similarly.

Question. How do you plan to protect U.S. companies from unfair taxation—such
as DSTs?

Answer. If confirmed, I look forward to being briefed by my staff on this and other
issues. But my understanding is that Pillar 1 would replace discriminatory meas-

12Bunn et al., Anti-Base Erosion Provisions and Territorial Tax Systems in OECD Countries,
Tax Foundation (April 2019).
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ures, such as DSTs, with a nondiscriminatory approach to market-based taxation.
It is also my understanding that, as part of the Pillar 1 negotiations, Treasury has
asked for the standstill and rollback of DSTs.

Question. In a bipartisan way, Senators have been monitoring the progress of the
OECD process and have repeatedly expressed an interest in protecting U.S. compa-
nies and the U.S. tax base during the discussions. I urge you to continue to press
the Inclusive Framework members to treat U.S. businesses fairly in both Pillar One
and Pillar Two; this will ensure that the U.S. tax base is protected and activities
and income that should properly be taxed in the U.S. remain here.

Will you commit to keeping the members of the Senate Finance Committee up-
dated on the progress of the negotiations and to bringing any final agreement back
to the Senate to discuss with members of this committee?

Further, will you commit to providing information to the members of the Senate
Finance Committee about the economic effects of any proposals on different types
of U.S. businesses (manufacturing, financial services, technology, consumer prod-
ucts, ete.)?

Answer. If confirmed, I am committed to updating members of the committee on
the negotiations and sharing available and relevant economic analyses.

Question. If confirmed as Assistant Secretary for Tax Policy, one of the most im-
portant roles of the office you will lead, in my estimation, will be working out the
details of the President’s tax proposals and turning them into legislative proposals
with accompanying projected revenue estimates. There have been some recent
Treasury Department statements, including to this committee, regarding tax rev-
enue that appear to be misleading. That’s concerning because we rely on the Treas-
ury Department as a source of unbiased information.

I'll give you an example of one. It relates to the revenue raised by the Base Ero-
sion and Anti- abuse Tax (“BEAT”). The statement has been made that BEAT has
been ineffective based on the BEAT revenue table, but, of course, BEAT taxes paid
are only a small part of the revenue raised by the BEAT, which was intended to
change behavior, so the revenue raised by BEAT would be reflected significantly in
corporate tax revenues, not necessarily in BEAT revenues.

For this committee to make sound policy, we must have thorough and complete
analysis. Can you commit that, if confirmed, you will ensure that the analysis the
Treasury Department presents is thorough and complete and not misleading?

Do you further commit to revise any prior statements of the Office of Tax Policy
that may not have been based on complete data or were otherwise misleading?

Answer. The Office of Tax Policy provides professional, high-quality analyses and
estimates that are done by its highly qualified career staff. If confirmed, I am com-
mitted to ensuring that their work continues to be done in a complete, high-quality,
and professional manner.

Question. The treatment of conservation easements transactions is an important
issue to my State of Ohio, particularly in relation to easements for historic preserva-
tion. These easements protect iconic buildings in places like downtown Cleveland
and Columbus from simply being bulldozed. This program has saved numerous his-
torically significant buildings and facilitated the revitalization of entire neighbor-
hoods in my State. And, it goes without saying, the issue is crucial to land conserva-
tion which I know is a priority of the President as articulated in his thirty by thirty
goal. Due to the lack of guidance from the IRS in this area, taxpayer certainty on
conservation easements is elusive. As the bipartisan Senate Finance Committee re-
port indicated last year, it is important that Treasury and the IRS make clear what
the rules of the road are to allow taxpayers to appropriately utilize this preservation
tool and to protect the integrity of the conservation easement tax deduction, as Con-
gress intended. I have asked similar questions on this topic to both Secretary Yellen
and Deputy Secretary Adeyemo, but I know that this would fall more directly under
your purview as Assistant Secretary of Tax Policy.

If confirmed, will you commit to work with my office and stakeholders, to facili-
tate a notice and comment period, and to expedite clear guidance from the Office
of Tax Policy and the Internal Revenue Service to further congressional intent?

Answer. Should I be confirmed, I look forward to working with my Office of Tax
Policy (OTP) colleagues to understand the status and priorities in the current guid-
ance plan, and potentially resetting some of those priorities. I can commit to work-
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ing with your office to understand how this issue should fit into the Treasury and
OTP agenda.

Question. The administration’s proposed book minimum tax is dependent on the
Financial Accounting Standard Board’s (“FASB”) accounting standards for income
and loss recognition. Additionally, under the Alternative Minimum Tax regime (pre-
Tax Cuts and Jobs Act), a credit was available for the book minimum tax in excess
of regular tax to mitigate the issue of timing differences between book and tax that
would result in paying tax twice.

Is there concern in relinquishing taxing incentives and control to the FASB?

How would the proposal address taxpayers that use accounting methods other
than GAAP?

In thinking about constructing a book minimum tax, how would you address tim-
ing differences between book and tax that would result in paying tax twice?

Answer. I have not been privy to discussions within Treasury, including about
proposals in the Green Book. If confirmed, I would look forward to being briefed by
the Office of Tax Policy staff on the details of this proposal and its likely effects.
Regarding your third question, the Green Book States that under the proposal “tax-
payers would be allowed to claim a book tax credit (generated by a positive book
tax liability) against regular tax in future years but this credit could not reduce tax
liability below book tentative minimum tax in that year.”

Question. The proposed Stopping Harmful Inversions and Ending Low-Tax Devel-
opments (“SHIELD”) rule would look to the effective tax rate of the foreign payee
(determined on a jurisdiction by jurisdiction basis), and if the rate were below a
specified level, then the deduction would be denied for a U.S. corporation or U.S.
branch for Federal income tax purposes. Payments made directly to a low-taxed ju-
risdiction would be subject to the SHIELD as follows: payments giving rise to deduc-
tions would be denied in their entirety, while payments for costs of goods sold
(“COGS”) and third party payments would be “disallowed up to the amount of the
payment.”

Treasury recently released its General Explanations of the administration’s Rev-
enue Proposals (referred to as “the Green Book”). With respect to the SHIELD, the
score for repealing section 59A and implementing the SHIELD would raise $309 bil-
lion. What factors account for the large revenue raised by the provision? Does it re-
flect the likelihood that the Inclusive Framework will not reach agreement?

With respect to the SHIELD, please explain the interplay of the Sixteenth
Amendment and the ability deny cost of goods sold in whole or in part.

The SHIELD appears to treat some countries and companies worse than others
are treated. Does the SHIELD override any of our current treaty obligations? How
would the structure of the SHIELD ensure that is does not constitute a violation
of Article 24 of our model tax treaty? Alternatively, would the U.S. need to amend
its tax treaties to take into account the SHIELD?

Answer. I have not been privy to discussions within Treasury, including about
proposals in the Green Book. If confirmed, I would look forward to being briefed by
the Office of Tax Policy (OTP) staff on the questions you raise.

Question. The Green Book proposes a GILTI rate of 21 percent. However, I under-
stand Secretary Yellen offered a 15-percent rate for Pillar 2 of the ongoing OECD
negotiations.

What would you propose to ensure that U.S. companies are not unfairly disadvan-
taged with this higher rate? Or would you propose a 15-percent rate for GILTI
should the OECD consensus result in a 15-percent rate?

Answer. It is my understanding that the administration’s GILTI reform proposal
in the President’s Budget, paired with the administration’s multilateral Pillar 2 pro-
posal, is meant to improve American competitiveness by reducing the differential be-
tween the GILTI minimum tax rate, which applies to the foreign earnings of U.S.-
resident multinationals, and the rate applicable to the foreign earnings of multi-
nationals resident in other countries with weak anti-base-erosion regimes. Right
now, that differential is quite large. The GILTI rate is at least 10.5 percent to
13.125 percent, while the rate on multinationals resident in countries with very
weak anti-base-erosion measures is effectively zero. The President’s GILTI and mul-
tilateral proposals would narrow this differential substantially. Moreover, other pro-
posals in the President’s budget would further strengthen U.S. competitiveness, in-
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cluding his anti-inversion proposals and the SHIELD proposal, which would
incentivize other jurisdictions to adopt strong minimum taxes and could be enacted
by Congress without any multilateral agreement. Even so, many believe there are
many non-tax reasons why a company would want to be resident in the U.S. and
that there is thus room for some divergence between our tax system and that of
other countries.

Question. Why should the U.S. move first on changes to GILTI when it will likely
take several years for the Inclusive Framework countries to reach consensus and
implement legislation and treaty changes?

Answer. As alluded to in my answer to the question above, strengthening GILTI
would improve U.S. competitiveness by eliminating current law incentives to book
profits in foreign jurisdictions (whether higher- or lower-taxed) instead of in the
U.S. Additionally, these changes can raise substantial revenue which can be used
to make infrastructure and other investments to further improve U.S. competitive-
ness. The President’s anti-inversion proposals would backstop these changes and the
SHEILD proposals would create strong incentives for other countries to adopt robust
minimum taxes, thus ensuring our tax system is competitive. All of these proposals
can be enacted by Congress without a multilateral agreement being reached or im-
plemented.

Question. Do the proposed changes in the Inclusive Framework require legislative
changes? Do the proposed changes also require modifying U.S. treaties or the adop-
tion of a multilateral instrument?

Answer. It is my understanding that Pillar 1 would require a multilateral treaty,
but I look forward to being briefed further on this if confirmed.

QUESTIONS SUBMITTED BY HON. JAMES LANKFORD
OECD

Question. The U.S. was the first to enact a global minimum tax when Congress
enacted the GILTI as part of the Tax Cuts and Jobs Act. No other country currently
has a global minimum tax. In fact the GILTI is harsher in many aspects than the
Pillar 2 minimum tax under consideration at the OECD. Yet, the Biden administra-
tion is proposing raising the GILTI rate even higher—to 21 percent—while our
international counterparts have yet to enact any minimum tax.

Do you believe that the U.S. should increase rates on its own companies, by dou-
bling the GILTI rate and moving a second time, before our international counter-
parts and competitors have yet to enact their own minimum taxes?

Answer. Strengthening GILTI would improve U.S. competitiveness by eliminating
current law incentives to book profits in foreign jurisdictions (whether higher- or
lower-taxed) instead of in the U.S. Additionally, these changes can raise substantial
revenue which can be used to make infrastructure and other investments to further
improve U.S. competitiveness. The President’s anti-inversion proposals would back-
stop these changes and the SHEILD proposals would create strong incentives for
other countries to adopt robust minimum taxes, thus ensuring our tax system is
competitive. All of these proposals can be enacted by Congress without a multilat-
eral agreement being reached or implemented.

Question. There’s been bipartisan support on the Hill for the OECD negotiations—
a primary driver of that support stems from bipartisan opposition to digital services
taxes (DSTs), many of which discriminate against US companies. However, we
know—and even heard again a few weeks ago—that the EU will move forward with
plans to enact a digital levy this summer even with an agreement at the OECD.

Can you commit to ensuring that any OECD agreement will require elimination
of other countries’ DSTs and similar discriminatory unilateral measures?

Answer. It is my understanding that Pillar 1 would replace discriminatory meas-
ures, such as DSTs, with a nondiscriminatory approach to market-based taxation.
It is also my understanding that, as part of Pillar 1, Treasury has asked for the
standstill and rollback of DSTs and other similar unilateral measures. But I look
forward to being briefed on these issues, including the status of the EU digital levy.

Question. A final agreement reached at the OECD will require Congress to ratify
a multilateral treaty and enact implementing legislation. Given the aggressive
timeline being suggested for an OECD agreement, it will be increasingly important
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for Congress to be closely engaged with the OECD process, as approval of a treaty
will require bipartisan support.

As negotiations continue, will you not only commit to keeping the tax-writing com-
mittees apprised of negotiations and developments, but also commit to providing
meaningful opportunities for our input to shape these negotiations—to ensure that
promises are not made at the OECD that might not have bipartisan support?

Answer. If confirmed, I am committed to keeping Congress closely apprised of the
OECD process and its developments, and to listening to congressional input on the
negotiations.

Question. I am concerned about recent comments from Pascal Saint-Amans that
indicate that the OECD may consider carve-outs on Pillar 2 to address China’s con-
cerns. Even if there is an agreement on a global rate, if foreign competitors are not
subject to the same tax base for Pillar 2, U.S. companies will be at a significant
competitive disadvantage.

Do you agree that no agreement should be reached on Pillar 2 where the U.S.’s
biggest competitors, like China, are not subject to the same terms as the United
States?

Answer. It is my understanding that part of the goal of Pillar 2 is to create a level
playing field for the U.S. relative to our economic competitors. With that goal in
mind, I look forward to being briefed on this issue.

EFFECTIVE CORPORATE TAX RATES

Question. We've repeatedly heard from Secretary Yellen that the proposed
changes to the U.S.s corporate and international tax laws are intended to stop a
global “race to the bottom” on corporate tax rates. However, comparing statutory
(Federal and State) corporate income tax rates of the U.S. and the OECD average
excluding the U.S. shows that the OECD rate has been relatively steady since 2008,
hovering between roughly 23 percent and 25 percent. However, it is clear that the
U.S. rate at that time, 38.9 percent until 2017, was clearly out of sync with the rest
of the developed world, including some of our top competitors. Given this data, the
modification to the corporate rate in 2017 doesn’t appear to be a “race to the bot-
tom” by the U.S. at all—instead, it was bringing the U.S. closer in line with other
OECD countries so that our companies could compete, while also broadening the tax
base and encouraging companies to bring their income back to the U.S. Further,
since that time, we haven’t seen plunging rates at the OECD, as Secretary Yellen’s
commentary suggests.

Do you believe that we’re experiencing a “race to the bottom” on global tax rates?
If so, what evidence are you relying on to make this claim?

Answer. My understanding of OECD data is that it finds that in 1985, the aver-
age statutory tax rate among OECD countries was 43 percent; by 2000, it was 30
percent, and in 2020, 22 percent.

CHARITABLE GIVING

Question. As you may know, Congress enacted a non-itemizer charitable deduction
last year, allowing single filers to deduct up to $300 in cash gifts (up to $600 for
joint filers) for charitable donations that they make. Recent data has shown an up-
tick in small gifts since enactment, and charitable giving numbers for 2020 are ex-
pected to be the highest on record. While there are many reasons that Americans
give to charity, the data suggests that the charitable deduction, now available to
those taking the standard deduction, could have some impact on this increase.

Do you agree that tax incentives can encourage behavior, such as charitable giv-
ing, and that incentives like the charitable deduction should be available to all tax-
payers?

As you may know, earlier this year, Senator Coons and I, as well as several other
colleagues, a few of which also sit on the Finance Committee, introduced the Uni-
versal Giving Pandemic Response and Recovery Act, which would expand and ex-
tend the charitable deduction for non-itemizers that is currently in the code.

Will you commit to working with my colleagues and I to expand the charitable
deduction for individuals that do not itemize on their taxes?

Answer. I share your concern about promoting charitable giving, and agree that
tax incentives can affect behavior, including charitable giving. If confirmed, I would
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look forward to working with Congress to find the most cost-effective ways to en-
courage charitable giving.

ENERGY

Question. President Biden and congressional Democratic leadership have made it
clear that they intend to phase out domestic conventional energy production. With
that will go high-paying jobs back in Oklahoma. In addition, this position threatens
our overall diversity of fuels and energy independence, making us vulnerable to in-
stabilities, technology failures, significant weather events, and things of the like.

If these jobs are already at risk of being eliminated, and effective tax rates on
companies are further increased, how do you expect these employers will make up
the job loss?

How will the proposed changes to our domestic corporate and international tax
laws impact our domestic energy producers’ ability to compete with foreign-owned
energy businesses?

Answer. The Biden administration is strongly committed to American job creation,
and the American Jobs Plan put that goal first and foremost. Investments in clean
energy, housing, infrastructure, and research would provide a strong incentive for
high-quality American jobs. The domestic corporate and international tax proposals
would further this goal by funding such investments, and by reducing incentives to
move profits and jobs offshore.

Question. Our energy security has changed vastly in the last few decades. Fifty
years ago, energy supply disruptions in other parts of the world had the power to
lead to the contraction of our economy and disrupt the everyday lives of Americans.
Due to aggressive action to discover and develop resources at home, global supply
shocks no longer pose the crisis-level risk they once did. We cannot take this for
granted, but need to put policies in place that allow domestic production to continue
to serve as a stabilizing force for our economy.

Do you believe maintaining energy independence should be a central goal of the
Treasury Department?

Answer. I believe all Americans should have access to safe, secure, and affordable
e}rllergy, ?OW and into the future. If confirmed, I am committed to working towards
that goal.

QUESTIONS SUBMITTED BY HON. ToDD YOUNG

Question. Despite the Biden administration’s commitment not to raise taxes on
the middle class, the Democrats’ so-called COVID relief package—passed this March
with zero Republican votes— prohibits States from lowering tax rates over the next
4 years if such State accepted COVID relief funding. The Treasury Department has
since announced that States will have to justify any tax cut by demonstrating such
cut was offset by other revenues.

The State of California, which is set to receive more than $27 billion in this latest
COVID relief package, recently announced a budget surplus of up to $76 billion, and
expects to be providing certain families with rebates of up to $600.

Do you believe there is a meaningful significance between a tax decrease and a
tax rebate?

If confirmed, do you commit to examining whether California’s rebate proposal,
if enacted, violates the Democrats’ “no tax cut” rule?

Answer. I understand there are interactions between the Federal programs en-
acted under the American Rescue Plan and State policies being put in place because
of COVID-19. If confirmed, I would look forward to being briefed on the implemen-
tation of these programs and their interactions with the tax system.

Question. President Biden has repeatedly and consistently affirmed that he will
not raise taxes on the middle class, particularly those making under $400,000 per
year. However, I am concerned about many of President Biden’s proposals that will
indirectly harm the middle class, including his proposal to return America’s cor-
porate tax rates to one of the highest among OECD member nations. Countless
studies have shown that workers bear the brunt of corporate tax hikes. Nonpartisan
research from the Congressional Budget Office has indicated that up to 70 percent
of the burden from corporate tax hikes are borne by labor in the form of reduced
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wage growth or by the consumer from higher prices, while the middle class is fur-
ther hit by the remaining burden on capital through a weakened 401(k).

While there is some disagreement on the exact proportion, even the most liberal
models suggest that labor shares no less than a quarter of the burden, with most
empirical research suggesting that the split is at least 50-50. In either case, econo-
mists agree that labor bears a substantial share of the corporate tax incidence and
should be taken into account when analyzing the economic impact of a tax hike.

What portion of the corporate tax rate do you believe is borne by workers? Do you
agree that there is a contradiction between the President’s pledge to protect middle-
class taxpayers from an increased tax bill while at the same time supporting bur-
densome and inflationary policies that reduce opportunities and raise the cost of liv-
ing?

Answer. The incidence of the corporate tax is a heavily debated topic within eco-
nomics, but the nonpartisan, career economists at JCT and Treasury assign the vast
majority of the burden to the owners of capital.13 I would tend to defer to their
judgement.

These models also assume that the deficits created by corporate tax cuts will be
offset sometime in the future, but do not account for the potential costs of those off-
sets for typical workers. It is worth noting that other tax options (such as labor in-
come taxes and payroll taxes) are estimated to fall almost entirely on labor.

Question. Since 1954, companies of all sizes, all along the supply chain and in
major sectors from aerospace to electronics, from automobiles to pharmaceuticals
and from manufacturing to information technology, have been able to deduct re-
search and development (R&D) expenses in the year in which they are incurred.
Starting in 2022, however, companies will be required to amortize or deduct these
expenses over a number of years under I.R.C. section 174. Doing so would reduce
the after-tax cash flow for R&D activities and drive down the rate of return on R&D
investment. I am concerned that private sector R&D will become more expensive re-
sulting in harmful outcomes if section 174 is allowed to go into effect in 2022.

President Biden’s Fiscal Year 2022 budget recognizes the importance of R&D to
America. The budget states: the United States is falling behind its biggest competi-
tors in R&D (p. 9); R&D innovation creates thousands of good-paying jobs (p. 10);
R&D is key to developing clean energy technology (p. 22); the administration sup-
ports historic increases in R&D spending across numerous Federal agencies (p. 16);
the technology of the future will be created in America by American businesses
using American workers (p. 29); and the administration vows to reestablish the
United States as a global leader in R&D (p. 17).

Yet nowhere in the President’s Fiscal Year 2022 budget is repeal of section 174
listed as an administration priority. Similarly, the General Explanations of the ad-
ministration’s Fiscal Year 2022 revenue proposals (the “Green Book”) contains no
mention of section 174. I believe that a key variable in securing America’s leader-
ship in emerging technologies is reinstatement of the immediate deductibility of
R&D expenses, as has been the case for the last 67 years. Senator Hassan and I
have introduced S. 749, the American Innovation and Jobs Act, to repeal section
174. A similar bipartisan bill was introduced in the House by Congressmen Larson
and Estes, H.R. 1304, the American Innovation and R&D Competitiveness Act of
2021.

I would appreciate your views on whether you agree that repeal of section 174
should occur before it goes into effect in 2022 and whether the Department of the
Treasury actively supports 174 repeal.

Answer. The President’s budget proposes repealing the Foreign-Derived Intangible
Income deduction (FDII) and dedicating the revenue raised from FDII repeal to in-
crease incentives for R&D. If confirmed, I would look forward to learning more
about the most cost-effective ways to encourage R&D, including from you and your
staff, and working with Congress on designing this proposal.

13 Joint Committee on Taxation, Modeling the Distribution of Taxes on Business Income, JCX—
14-13 (2013); Cronin et al., 2012). Cronin et al, Distributing the Corporate Income Tax: Revised
U.S. Treasury Methodology, OTA Technical Paper No. 5 (U.S. Department of the Treasury, Of-
fice of Tax Analysis, 2012).
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FoLLOW-UP QUESTIONS SUBMITTED FOR THE RECORD
TO LILY LAWRENCE BATCHELDER

FoLLow-Up QUESTIONS SUBMITTED BY HON. MIKE CRAPO

Question. There have been repeated references made by the administration to in-
dividual taxpayers and corporations paying “their fair share.” For example, an April
Treasury document describing the Made in America Tax Plan often refers to fair
share. From Treasury’s document, however, it appears that the plan envisions en-
actment of proposals that would merely move the country “Toward a Fairer Tax
System.”

As a prospective adviser to the administration on tax policy, please define what
constitutes a “fair share” and the appropriate measure to use to determine whether
or not an individual is paying their fair share.

Follow-up: Your response did not provide your definition of what constitutes a fair
share or what you take to be an appropriate measure.

Answer. There are a number of different measures that I think can be helpful in
assessing tax fairness. One measure is the concept of horizontal equity, which com-
pares tax burdens borne by taxpayers in similar circumstances. Another is the con-
cept of vertical equity, which considers whether taxpayers who are better off owe
an appropriate level of tax compared to those who are less well off. Better or worse
off can be assessed along multiple dimensions, including income, number of depend-
ents, health status, etc. The concept of fair share can also depend on macroeconomic
circumstances, because the appropriate measure of a tax code’s fairness may depend
on key economic indicators such as the labor and capital share, and the share of
corporate profits that represent supranormal returns. In addition, the concept of
“fair share” can relate to the gap between taxes owed and actually paid, with indi-
viduals who evade taxes defined as individuals who do not pay their fair share. In
important ways, we currently have a tax system where some individuals do not pay
their fair share.

Follow-up: You did not directly respond to the questions below.
Answer. See answers below.

Question. Given your definition and measure, for tax year 2021, what is the fair
share for a single filer on taxable income: up to $9.950; $9,951 to $40,525, $40,526
to $86,375, $86,376 to $164,925, $164,926 to $523,600, over $523,600?

Answer. This would depend on the context of the tax or taxes that apply to such
individuals and the specific circumstances of single filers within these income
ranges.

Question. Please define what constitutes a “fair share” and the appropriate meas-
ure to use to determine whether or not a corporation is paying its fair share.

Answer. This would depend on the context of the tax or taxes that apply to the
corporation and the corporation’s specific circumstances.

Question. Why do you believe that the Made in America Tax Plan proposes only
to move “toward” a “fairer” tax system, thereby foregoing movement to a fully fair
system and leaving fairness gains unfulfilled to remain on the table for future tax
policy modifications?

Answer. I can only speculate because I am not currently in the administration but
there are many possibilities. For example, there are so many differences between
individual taxpayers that it is probably not possible to adjust for every single dimen-
sion of difference, even if doing so might be ideal from a fairness perspective. More
generally, there are often trade-offs between fairness, efficiency, and simplicity.

Question. The Made in America Tax Plan, outlined by Treasury in an April 2021
document, identifies a proposal of “replacing fossil fuel subsidies with incentives for
clean energy production.” The plan proposes to “remove subsidies for fossil fuel com-
panies.”

Please identify your understanding of what subsidies the plan would remove, and
how they differ from like “subsidies” in place for other companies performing similar
activities but not involving “fossil fuels.”

If enacted, do you believe that the plan would lead to higher gas prices at the
pump in the near term, defined as the period 2022-2024?
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If so, would you have any concern that such an effect would have disproportionate
adverse effects on low- to middle-income workers whose expenditures on “fossil fuel”
related consumables such as gasoline and heating fuel tend to be higher shares of
their incomes than for upper earners?

Follow-up: Your response identified that you “have not been privy to discussions
within Treasury. Thus, my understanding of Treasury’s Green Book proposals is
identical to what was published in the Green Book.” Some of your responses to ques-
tions asked by other Finance Committee members concerning proposals in the
Green Book seem, incongruently, to provide your interpretation or understanding of
what was published in the Green Book, including your impression of the goal of cer-
tain provisions and whether they would be successful at accomplishing those goals.
Nonetheless, and independent of whether you have been privy to discussions within
Treasury, you did not respond to the first question.

Answer. While I have not been privy to discussions within Treasury about the
Green Book proposals, I have followed media stories about them and am familiar
in some cases with proposals by members of Congress, prior administrations, or out-
side experts that appear to be similar. To the extent I did provide my interpretation
or understanding of other Green Book proposals, I was doing so on this basis. In
this case, I am not aware of media stories or press statements providing additional
details.

According to the Treasury Green Book, “The proposal would repeal: (1) the en-
hanced oil recovery credit for eligible costs attributable to a qualified enhanced oil
recovery project; (2) the credit for oil and gas produced from marginal wells; (3) the
expensing of intangible drilling costs; (4) the deduction for costs paid or incurred
for any tertiary injectant used as part of a tertiary recovery method; (5) the excep-
tion to passive loss limitations provided to working interests in oil and natural gas
properties; (6) the use of percentage depletion with respect to oil and gas wells; (7)
2-year amortization of independent producers’ geological and geophysical expendi-
tures, instead allowing amortization over the 7-year period used by integrated oil
and gas producers; (8) expensing of exploration and development costs; (9) percent-
age depletion for hard mineral fossil fuels; (10) capital gains treatment for royalties;
(11) the exemption from the corporate income tax for publicly traded partnerships
with qualifying income and gains from activities relating to fossil fuels; (12) the Oil
Spill Liability Trust Fund excise tax exemption for crude oil derived from bitumen
and kerogen-rich rock; and (13) accelerated amortization for air pollution control fa-
cilities. Unless otherwise specified, the proposal provisions would be effective for
taxable years beginning after December 31, 2021. In the case of royalties, the pro-
posal provision would be effective for amounts realized in taxable years beginning
after December 31, 2021. The repeal of the exemption from the corporate income tax
for publicly traded partnerships with qualifying income and gains from activities re-
lating to fossil fuels would be effective for taxable years beginning after December
31, 2026.”

The ways in which these subsidies differ from like subsidies in place for other
companies performing similar activities not involving fossil fuels vary, and depend
on what one considers to be similar activities. Other companies may not be eligible
for a like subsidy. Alternatively, other companies may be eligible for a like subsidy,
but one with a shorter or longer duration, a different structure (e.g., credit, perma-
nent deduction, or deferral), a different magnitude, or a different eligible activity
(e.g., production versus investment). Additionally, some tax benefits might be bene-
ficial for activities that are more prominent in the fossil fuel industry (e.g., the costs
of exploration) than in other energy industries.

Question. You have been employed by New York University, which holds billions
of dollars in endowment funds. Some of those funds have come from donations from
people’s wealth and estates. Your employer does not use all of its endowment funds
to help students or researchers. Rather, it carries some of those funds forward, pre-
sumably to help ensure that resources can be made available for future students
and researchers. That is, your employer builds dynastic wealth.

Families in the United States wish to do the same, yet you seem to believe that
bequest motives mainly show up as undue benefit to the “rich” or “ultra-rich.” Peo-
ple wish to accumulate wealth over time, and they choose not to consume all the
accumulation in their lifetimes so that future members of their family can benefit.
While that seems like altruism to me, it apparently seems like some sort of
undeserved dynasty building to you.
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Since New York University is building and accumulating dynastic wealth, from
which you derive benefits, should Congress increase taxation of university endow-
ments and use the proceeds to spend on what you and others may view as more
worthy social investments?

Follow-up: Your response boiled down to stating that your understanding is that
President Biden has not proposed any changes to the taxation of endowments. The
question above asks for your position.

Answer. My focus regarding dynastic wealth has been on inheritances that are so
extraordinarily large that the heir and their spouse—and potentially multiple gen-
erations of the same family—can live off the inheritance for the rest of their lives
without ever working and still be far better off than most American families. I have
proposed taxing income in the form of such extraordinarily large inheritances at
rates that are more on par with income from working. I do not recall characterizing
modest or even large (but not extraordinarily large) inheritances as dynastic wealth
and have proposed exempting them from wealth transfer taxes.

University endowments raise different issues from such extraordinarily large in-
heritances. Among other factors, universities tend to serve large numbers of people
from different socioeconomic backgrounds, not a single family line, and (if they are
nonprofits) are governed by an independent board with a duty to ensure that the
university uses its resources in pursuit of its charitable mission. On the other hand,
policies like admissions preferences for descendents of major donors and legacies
may contribute to hereditary economic power. I do not have a fixed view on the ap-
propriate tax treatment of university endowments. These are important issues, and
I am keen to engage with multiple perspectives and experts on this topic.

Question. Your writing on inheritances, estates, bequests, and the like is largely
premised on your norms and beliefs that inequality has risen substantially, to the
point of overall social concern, and that intergenerational mobility has shrunk. Are
you aware of any research suggesting that your beliefs about inequality are over-
stated and, if so, please identify the relevant research and discuss why you do or
do not find such research compelling?

Follow-up: Your response appears to say that your work has focused on disparities
within the U.S. in, among other things, income and wealth, and not on time trends.
An important part of the question above is in reference to inequality, as in a within-
period distribution of income or wealth—both static, and not time trend-related.
Your answer is confusing and it would be concerning if you are unaware of differing
estimates of the extent of income and wealth within-period inequality. Indeed, you
refer to “income and wealth inequality” in your research (e.g., “Taxing the Rich:
Issues and Options”). To assist in attempting to learn of your knowledge, are you
aware of large disparities across researchers in findings on measures of income and
of wealth inequality, measured discretely and not as a time series? If so, what do
tﬁose gigparities suggest about our knowledge of income and wealth inequality in
the U.S.?

Answer. I am aware of disparities across researchers in measures of income and
wealth inequality on a static basis. For example, in a tax colloquium that I co-teach,
we have invited Gerald Auten, Gabriel Zucman, and Eric Zwick to present their
work on these subjects, and they (together with their respective co-authors) arrive
at different estimates of both the static level of income and wealth inequality, and
how it has changed over time. Estimates of wealth inequality are particularly com-
plicated because we do not have good data on the total magnitude of wealth in the
United States, so that variable has to be imputed or derived from survey data. Addi-
tionally, there are complex methodological choices that have different impacts on re-
searchers’ the total amount of income or wealth, as well as its distribution. These
are choices on which reasonable people may disagree, and the literature and our un-
derstanding of inequality is substantially enhanced by robust debate on these topics.
In my view, each of the various methodological approaches have pros and cons. On
pages 19-20 of “Taxing the Rich: Issues and Options,” my co-author and I discuss
some of these pros and cons as they relate to the aggregate amount and distribution
of wealth. Overall, my view is that these disparities suggest uncertainty about the
precise levels of income and wealth inequality in the U.S. But they do not fun-
damentally challenge the conclusion that, among high-income countries, the U.S.
has among the highest levels of income and wealth inequality after taxes and trans-
fers, and one of the lowest levels of intergenerational economic mobility.

Question. Among other things, you wrote, in a New York Times opinion article ti-
tled “Tax the Rich and Their Heirs,” about a hypothetical heir’s inheritance, and



78

corresponding effective tax rate. You identify that: “Some will argue that this exam-
ple ignores any income and payroll tax the wealthy parents paid when they origi-
nally earned the $50 million. But if the couple paid their personal chef's wages out
of after-tax income, we wouldn’t think their personal chef should get credit for the
taxes they paid.” Given this rather confusing comparison, could you provide your
understanding of the concept and measures of wealth, the concept and measures of
incorr;e, and what are the distinguishing features that differentiate the two con-
cepts?

Follow-up: It is not clear in your response what you describe as a “theory” is such
an object, and do you believe that your response adequately appreciates funda-
mental distinctions between stock and flow variables?

Answer. There are many definitions of income, and the tax code includes numer-
ous deductions and exclusions that narrow its definition of income in practice. Con-
ceptually, tax experts often define income as personal consumption plus changes in
net worth (Haig-Simons income). Personal consumption does not include spending
for the purposes of earning income (e.g., buying inventory if one owns a store), but
does include other ways an individual or household chooses to spend their money.
Income is a flow. Under the Haig-Simons definition, if an heir inherits $50 million,
they have $50 million of income, just as they would if they earn $50 million in sal-
ary or win $50 million from the lottery. The tax code currently provides a statutory
exclusion for income in the form of gifts or bequests received (section 102) so that
they are subtracted from gross income when arriving at adjusted gross income and
taxable income.

Question. Are there any proposals or issues on which you intend to engage with
members of this committee to achieve bipartisan results? If so, please describe what
those issues are.

Follow-up: You did not respond directly to what was asked. Are there any pro-
posals or issues on which you intend to engage to achieve bipartisan results and,
if so, what are they?

Answer. I hope to achieve bipartisan results to create a fairer, more efficient tax
code and raise revenue to make urgent investments in American families and work-
ers. Some examples of issues on which I would be eager to engage with members
of the committee include strengthening our Nation’s infrastructure, improving our
international tax system including in partnership with other countries, reducing the
tax gap, decreasing the disparities between our taxation of capital and labor, pro-
moting clean energy in a technology-neutral way, improving our retirement savings
system, and simplifying tax compliance.

Question. You identified during the hearing on your nomination that you would
like to participate in work, if confirmed, at Treasury aimed at increasing enforce-
ment and tax collections at the IRS. Given your background in research, and what
appear to be increased efforts at IRS to engage in normative research, you may also
be interested in working with IRS researchers. In the May 2021 U.S. Department
of the Treasury publication titled, “The American Families Tax Compliance Agen-
da,” research that includes income attribution methodology utilized by researchers
Emmanuel Saez and Gabriel Zucman is referred to, as well as, research in what ap-
pears to be the Critical Tax theory branch of research performed principally by tax
law professors.

Are you aware of any critiques of income and wealth valuation methods utilized
by researchers Saez and Zucman and, if so, do you believe the critiques have merit?

Economist Larry Summers has characterized some of the work by Saez and
Zucman as being “substantially inaccurate and substantially misleading.” Many
economists have criticized some of their methodology and data manipulation as
problematic, and some of their wealth valuation methods are enormously sensitive
to perturbations in discount and interest rates. Do you believe that caution should
be exercised in using income and wealth inequality measures put forward by those
researchers in guiding fiscal policies?

Follow-up: You did not directly respond to the second question posed above.

Answer. As mentioned in my previous response, estimates of wealth inequality
are particularly complicated because we do not have good data on the total mag-
nitude of wealth in the U.S. so that variable has to be imputed or derived from sur-
vey data. But there are also complicated methodological choices involved in esti-
mating how this total amount of income or wealth is distributed across individuals
and households, choices on which reasonable and thoughtful researchers may dis-
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agree. In my view, each of the various methodological approaches, including those
taken by Sarin and Summers and by Saez and Zucman, have pros and cons, and
the academic debate and our understanding of these complicated questions has been
helpfully shaped by their work, and many others as well. Overall, my view is that
these differences in estimates suggest uncertainty about the precise levels of income
and wealth inequality in the U.S. But they do not fundamentally challenge the con-
clusion that, among high-income countries, the U.S. has among the highest levels
of income and wealth inequality after taxes and transfers, and one of the lowest lev-
els of intergenerational economic mobility.

Question. During your hearing it was suggested that the TCJA changes to inter-
national taxation amounted to “[giving] away the store,” the implication being that
the TCJA changes in this area were a tax cut that amounted to an unfair “give-
away” to the international operations of taxpaying businesses. It seemed in your re-
sponse that you agreed with the characterization. Can you clarify: were the TCJA
changes to international taxation a “giveaway” tax cut and, if so, how? I ask because
according to the revenue estimates prepared by the JCT the TCJA’s international
tax changes were not a tax cut at all, but a $324-billion tax increase.

Follow-up: (i) For the record, my question did not state that you referred to the
TCJA tax. Your response suggests that section 965 was a tax cut relative to prior
law, which would have taxed foreign earnings at the full U.S. rate. As your response
suggests, however, the revenue estimate for section 965 projected a revenue increase
of %338.8 billion in the 10-year budget window, and that estimate would have taken
into account any loss associated with profits that otherwise would have been subject
to tax at 35 percent. Your conclusion appears to be taking the section 965 provision
out of the context of the rest of the TJCA provisions. Is your presumption about rev-
enue loss based on any particular analysis or based on a specific time period?

Answer. My presumption that the repatriation provision lost revenue on net over
time was assuming a longer time period. JCT estimated that the repatriation provi-
sion starts to lose revenue in 2027. In addition, they estimated that the inter-
national provisions as whole start losing revenue in 2027.14

Follow-up: (ii) Further, does this mean you supported maintaining the prior inter-
national tax system of deferral with the 35-percent rate applicable upon repatri-
ation? My understanding is many companies permanently deferred foreign earnings
to avoid taxation at the full U.S. rate, so it is very unclear that companies would
have paid tax at 35 percent, if ever, on foreign earnings.

Answer. Overall, I believe President Biden’s proposals would result in an inter-
national tax system that is a vast improvement over the pre-TCJA international tax
system as well as the current system.

Question. In your testimony on the President’s proposal to increase the minimum
tax rate on active foreign-source income earned by U.S. companies operating abroad
to an “all-in” 26-percent rate you allude to various non-minimum tax regimes of for-
eign countries that somehow make them “comparable” to both the current U.S.
GILTI regime and the President’s proposal. Can you provide specific detail as to
how the current law of the U.S.’s major trading partners is comparable to the U.S.’s
with respect to minimum taxes on active foreign-source income?

Follow-up: Your response does not detail how certain countries’ regimes are “com-
parable” to the U.S. GILTI regime and the President’s proposal. Please explain
whether any foreign countries impose a minimum tax on CFC foreign earnings.

(i) Your response also highlights CFC regimes generally as being comparable to
the GILTI regime, as well as earnings stripping rules. However, this would include
the U.S. subpart F rules, which have been in place since the 1960s, and section
163(). Do you believe the subpart F rules are “comparable” to the GILTI regime?

(i1) Notwithstanding the GILTI regime, if the U.S. has anti-base erosion and anti-
earnings stripping measures like the subpart F rules and section 163(j) interest lim-
itation, does this mean the U.S. rules would be “comparable” to foreign countries’
rules if the U.S. did not have a GILTI minimum tax regime at all?

(ii1) Your response also references CFC regimes that tax active earnings. As an
example, France’s CFC rules can cover both passive and active income. However,
their CFC rules do not apply to subsidiaries within the EU, and they also do not
apply to non-EU CFCs if it can be shown the CFC is set up for genuine business

14 Joint Committee on Taxation, “Estimated Budget Effects of the Conference Agreement for
H.R. 1, the Tax Cuts and Jobs Act,” JCX-67—-17 (December 18, 2017).
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reasons. Accordingly, that CFC regime cannot be described as imposing a GILTI-
like minimum tax as it provides significant exceptions that fully exempt most CFCs.
Please explain how these CFC rules are analogous to the GILTI regime.

Answer. I believe I referred to other countries as having anti-base erosion regimes
analogous to the U.S. anti-base erosion regime. I think of analogous as meaning
similar in structural effects, and comparable as meaning similar in magnitude as
well. I am not aware of studies identifying the myriad dimensions of anti-base ero-
sion regimes in place in the U.S. and our major trading partners and quantifying
their effects, all while controlling for differences that may exist across the compa-
nies resident in each jurisdiction. As a result, I could not say to what extent the
anti-base erosion regimes of our major trading partners are stronger, weaker, or
comparable to ours.

As I mentioned in my testimony, I agree that no other country has a minimum
tax on the foreign earnings of its resident multinationals exactly like ours, but I do
think many have provisions designed to limit the ability of their resident companies
to shift passive income and certain active income to low-tax jurisdictions, including
within the EU. The U.S. subpart F (CFC) rules apply to limited categories of passive
income, and are subject to numerous exceptions. A major innovation of GILTI was
to immediately apply a discounted tax rate to most of the active foreign income of
U.S. resident multinationals. According to the Tax Foundation, about half of OECD
countries apply their CFC rules to both active and passive income, so in that sense
their CFC rules are more stringent than our subpart F rules, and more analogous
to our GILTI regime. Although, as you mentioned, the CFC regimes in other coun-
tries may apply only to certain active foreign income, when applicable, such regimes
apply their full corporate statutory rate to that CFC income. In contrast, GILTI ap-
plies a discounted statutory rate and provides an additional exemption for a 10-
percent return on foreign tangible assets.

Question. A book advertised on Amazon.com by Edward Kleinbard titled “What’s
Luck Got to Do with It?: How Smarter Government Can Rescue the American
Dream (example of advertisement is at htips:/ /www.amazon.com /dp /0190943572
2ie=UTF8&n=133140011), provides editorial review by you and, among others, Em-
manuel Saez and Gabriel Zucman, and Senator Wyden. Your review identifies you
as “NYU School of Law, U.S. Treasury Department Assistant Secretary for Tax Pol-
icy.” Please explain why your editorial review identifies you, prior to Senate con-
firmation, as Treasury’s Assistant Secretary for Tax Policy, and how long such iden-
tification has been in place on Amazon.

Answer. I was not aware that Amazon had identified me in this way until reading
this question and am dismayed that they did so. As you can see from the book jack-
et, I am not identified in this way on the book itself, which is the only mention of
my title that I personally approved. I have reached out to the publisher who origi-
nally requested the blurb to ask them to immediately correct the webpage. They
have apologized, are investigating how the error was introduced, and said they are
correcting the web pages with urgency.

Question. Following the hearing on your nomination, a publication (The Secret
IRS Files: Trove of Never-Before-Seen Records Reveal How the Wealthiest Avoid In-
come Tax—ProPublica) by ProPublica disturbingly alleges that ProPublica has
gained access to a “trove” of more than 15 years of confidential, legally protected
private taxpayer information originating from the IRS. The ProPublica publication
used the data target particular taxpayers and use distorted and highly misleading
characterizations of their “true” tax rates. You have written at least one article on
“taxing the rich” and appear to be an advocate of massive increases in IRS funding
directed, partly, at focusing on high-income individuals and gathering troves of data
on f}ilnancéal flows of financial accounts of private individuals and business for use
at the IRS.

Do you believe that ProPublica’s calculation of “true” tax rates is methodologically
reasonable and sound, and would you base any policy prescriptions while at Treas-
ury, if confirmed, on such a construct?

Does the ProPublica article concern you and, if so, why?

Do you commit, if confirmed, to refrain from discussing or targeting individual
taxpaying individuals or businesses on the basis of allegations from the popular
press or social media about taxes that they have allegedly paid?

Answer. I am uncertain what portion of my article on “Taxing the Rich” you are
referring to. The main reference to IRS funding and information reporting proposals
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is in an analytic section discussing the challenges associated with wealth tax pro-
posals (p. 25). I am in strong support of President Biden’s proposals to reduce the
tax gap.

There are multiple ways to calculate tax rates, and I find that it is useful to con-
sider different tax rates depending on the context. For example, marginal tax rates
(the additional taxes due when $1 of additional income is earned) can be helpful for
understanding the incentives created by the tax system. Implicit marginal tax rates
(the additional taxes due or direct spending benefits lost when $1 of additional in-
come is earned) can be helpful for understanding the incentives created by the fiscal
system as a whole. Average tax rates (taxes due divided by total income) can be
helpful for understanding the overall burden on taxpayers and how it is distributed.
Effective marginal tax rates on corporations (the marginal tax rate on “normal” re-
turns and not rents) and book tax rates (book tax liability dividend by book income)
can be helpful for understanding incentives for businesses. Each of these different
tax rates can be calculated in different ways. For example, the denominator used
to calculate the average tax rate can be adjusted gross income as defined by the
Internal Revenue Code, it can be something closer to gross income as defined in the
Internal Revenue Code, or it can be something closer to Haig-Simons income. Out-
side groups use still other definitions. As I read the ProPublica article, it appears
to be defining the “true tax rate” as the average tax rate using a denominator of
something akin to Haig-Simons income. As with all of these tax rates discussed, I
think that can provide helpful information in certain contexts.

I am deeply concerned about the release of confidential taxpayer information. Ab-
sent an explicit statutory exception, doing so is a felony under sections 6103 and
7213 of the Internal Revenue Code. Based on press reports, it appears to be unclear
who obtained and released the information in the ProPublica article and whether
they were associated with the IRS in any way. I fully support the investigations of
this matter that have been called for by the Treasury Secretary.

If confirmed, my understanding is that I would not have access to confidential
taxpayer information for individuals and businesses. In addition, my default posi-
tion would be not to discuss specific taxpaying individuals or businesses. However,
I would need to know the specific context to decide whether doing so was ever ap-
propriate. For example, publicly traded businesses report tax information on their
public, audited financial statements and individuals sometimes voluntarily release
their tax returns, especially when running for high office. My initial instinct would
be to not discuss individual or business taxpayers even in these cases, but I would
need to know more about the specific context. For example, former Assistant Sec-
retary for Tax Policy Mark Mazur was asked to testify at a congressional hearing
on Apple’s taxes. It would be difficult not to use a taxpayer’s name in such a con-
text.

PREPARED STATEMENT OF HON. MIKE CRAPO,
A U.S. SENATOR FrROM IDAHO

Thank you, Chairman Wyden. Today we welcome four nominees for positions at
the Department of the Treasury. Congratulations on your nominations.

Treasury is responsible for implementing laws and congressional intent con-
cerning tax, economic, fiscal, financial, and national security issues. Over time, the
Treasury Department’s responsibilities have expanded. With increased responsi-
bility comes the need for transparency and accountability.

Each of our nominees, if confirmed, should recognize this committee’s oversight
responsibilities to the American people regarding Treasury policies and activities,
including activities at the IRS. So far this Congress, the Department has not ade-
quately recognized the need to be transparent and accountable to this committee.
Today, I am interested in learning more about policy positions and advocacy of our
nominees.

I expect to learn even more from what need to be robust, complete and detailed
responses to questions for the record that members will ask after today’s hearing.
This is particularly important, as I do not support many of the tax and financial
policies put forward by the administration and some of the nominees here today.
While we do not have to agree on every policy, we do need reasoned debate and dia-
logue driven by facts.
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Americans are still recovering from the largest negative economic shock in mod-
ern records stemming from the pandemic. We continue to hear of businesses having
difficulty finding employees willing to work at market wages. Inflation has risen,
igniting the prospect of budget-crushing increases in interest rates. This is no time
to enact massive increases in domestic and international taxes, further impede labor
market adjustments, or punish low- and middle-income workers with higher energy
costs and increased gas prices at the pump.

The Tax Cuts and Jobs Act of 2017 spurred economic activity and helped lead to
historic lows in unemployment rates, particularly for minority workers, and robust
wage growth that especially benefited low-wage workers. Reversing those gains with
job-killing taxes is not the way to go. It is important to find bipartisan solutions
to reignite growth and increase jobs and wages for workers.

Mr. Davidson, in your role as Assistant Secretary for Legislative Affairs, you
would advise the Secretary on congressional relations and help coordinate Treas-
ury’s interactions with Congress. As I said before, there is work to be done at Treas-
ury to improve transparency, accountability, and interactions with both sides of the
aisle in Congress.

Mr. Harris, the Assistant Secretary for Economic Policy analyzes and reports on
current and prospective economic developments both here and abroad, and assists
in formulating economic policies. Economic analysis is often speculative, but all
views must be heard. Discussions must be based on positive, factual descriptions of
what we know or do not know. Normative advocacy has its place, but should not
be the only basis for policy discussions.

Ms. Batchelder, the Assistant Secretary for Tax Policy develops, recommends, and
implements Federal tax policy on behalf of Treasury. I do not agree with some of
the normative policies for which you advocate, and need assurance that—if con-
firmed—you and others at Treasury give opposing, reasoned views a fair shake.

Finally, Dr. Liang, the Under Secretary for Domestic Finance oversees and assists
in areas of domestic finance, banking, and other economic matters. I have concerns
that some in the administration desire to reimagine financial markets to become
more driven by political preferences of one side, and look forward to learning more
about your positions.

I again stress the need for each of you, if confirmed, to work across the aisle, and
be transparent and responsive.

I look forward to your testimony and detailed responses to our questions.

PREPARED STATEMENT OF JONATHAN DAVIDSON, NOMINATED TO BE ASSISTANT
SECRETARY FOR LEGISLATIVE AFFAIRS, DEPARTMENT OF THE TREASURY

Chairman Wyden, Ranking Member Crapo, and members of the Finance Com-
mittee, I appreciate the opportunity to appear before you today.

I’d like to start by expressing my gratitude to Senator Bennet and his remarkable
team, with whom I spent almost half of my Senate career and from whom I've
learned so much about decency and thoughtfulness. 'm so proud of the work that
I was fortunate to do with Senator Bennet during that time. Most recently, it has
been an absolute thrill to see his and Senator Brown’s American Family Act—not
to be mistaken for the American Families Plan—become law, which will lift nearly
50 percent of children out of poverty in one single year.

I'd also like to thank Senator Warner, from whom I've learned so much as well,
for his friendship and extraordinary support.

And I want to mention the Sarbanes family. Paul Sarbanes, who passed away late
last year, was my mentor. He is dearly missed by me and my family. He is someone
who made me understand and appreciate the historical conscience of the Senate.
And I want to extend gratitude to John Sarbanes, his son, who has been so success-
ful in the House of Representatives and helped me learn to navigate the ways of
that body.

Finally, and most importantly, I'd like to thank my family: my kids Leo, Mia, and
Serena, who all make us proud—almost all the time. And I know nominees often
throw around hyperbole, but my wife Erin Sheehy is the reason I've been able to
make it through anything difficult in my adult life—and she has been absolutely
critical throughout this process. I've said this more than a few times: she has car-
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ried me and our family. And the same to my brother, who is the best older brother
anyone could ever have, and to my father, who has been an example of the very
best in parenthood and life generally, and who taught me about politics, diplomacy,
and public service. And finally, to my mom, whom we lost earlier this year, but
whose relentless commitment to the underdog continues to inspire me every day.
Thank you, and I love you all.

The partnership between Treasury and this committee, its members, and Con-
gress overall is so important to the Federal Government and to the country. Just
like all of you, the Treasury Department is working hard to help us recover from
the pandemic and the related economic crisis. Treasury is implementing significant
relief and recovery efforts and working on policies to strengthen our economy, to re-
pair gaps in our Nation’s infrastructure, and to remedy uneven access to the Amer-
ican dream. And it’s doing all that work on top of its substantial day-to-day respon-
sibilities, like financing the government and implementing foreign economic sanc-
tions. I fully appreciate how much we need to partner with this committee, in its
legislative and oversight functions, to succeed in these efforts.

If 'm confirmed, my goal will be to serve as a reality broker between Treasury
and Capitol Hill. Where we can provide information to members of Congress to help
them do their jobs and aid their constituents, we should do so fully. Where we can-
not, we should provide a clear and cogent explanation as to why not.

I am privileged to have spent the majority of my career working on Capitol Hill.
I have learned so much about trust and character up here, and I have learned also
to be cognizant of the fact that there is always even more that I don’t know. I've
come to recognize that almost everyone who comes to work here has good intentions.
Most of the members and staff are patriots who want to help our country. I have
also come to learn that most of the good work we can all do together happens be-
neath the political din and sensationalized conflict. If confirmed, I hope to listen to
you and work with you, to make real progress for every American.

In conclusion, I want to thank the chairman, the ranking member, and their
staffs. We all recognize how much work in addition to nominations everyone has to
do, and we are grateful for the effort it took to conduct this hearing. Thank you,
and I look forward to your questions.

SENATE FINANCE COMMITTEE

STATEMENT OF INFORMATION REQUESTED
OF NOMINEE

A. BIOGRAPHICAL INFORMATION
1. Name (include any former names used): Jonathan Clements Davidson (Jon).

2. Position to which nominated: Assistant Secretary of Treasury for Legislative Af-
fairs.

3. Date of nomination: April 15, 2021.
4. Address (list current residence, office, and mailing addresses):

5. Date and place of birth: July 26, 1971; Brooklyn, New York.
6. Marital status (include maiden name of wife or husband’s name):

7. Names and ages of children:

8. Education (list all secondary and higher education institutions, dates attended,
degree received, and date degree granted):

Gilman School, High School Degree—1989 (attended 1985-1989)

University of North Carolina at Chapel Hill, BA, Political Science and Inter-
national Studies—1994 (attended 1989-1994)

Georgetown University Law Center, JD—2002 (attended 1999-2001)
Columbia Law School (attended as visiting student 2001-2002)
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Employment record (list all jobs held since college, including the title or descrip-
tion of job, name of employer, location of work, and dates of employment for
each job):

1992-1993: USAID (Bolivia)—Research Assistant. Compiled a database of all
USAID activities throughout Bolivia. Completed a 6-month contract and re-
turned to finish college.

1994-2001: Office of Senator Paul Sarbanes (DC)—Deputy Press Secretary
(wrote press releases and congratulatory statements and letters), Projects/
Legislative Assistant/Senior Legislative (worked on Appropriations matters and
covered a range of policy areas including Defense, Agriculture, Telecom, Com-
merce, and other areas).

1997: Organization for Security and Cooperation in Europe (Bosnia}—Election
Supervisor. Took a 1-month sabbatical to monitor first municipal elections in
Bosnia after the Dayton Accords.

2002: Kronish Lieb (NYC)—Summer Associate. Worked as a law firm summer
associate on a range of issues including a class action suit related to Enron’s
collapse.

2002-2003: U.S. District Court for the District of Vermont (VT)— Law Clerk.
Worked on a range of issues including a Federal death penalty case; wrote draft
opinions and performed other duties for the U.S. Federal District Court Judge.
Completed a 1-year clerkship.

2003: Office of Federal Defenders (VT)—Volunteer. Volunteered briefly for Fed-
eral Defenders.

2003-2005: Office of Senator Paul Sarbanes (DC)—Legislative Director and
then Chief of Staff for Senator Paul Sarbanes—left to be his son’s COS upon
his retirement from the Senate. Served as senior political and policy advisor to
chairman of the Senate Banking, Housing, and Urban Affairs Committee who
also sat on Foreign Relations and Budget committees. Managed more than 50
staff across Washington, DC and Maryland.

2005, 2006, 2007, 2014: American University School of Public Policy (DC)—Ad-
junct Professor.

2006-2008: Office of Congressman John Sarbanes (DC)—Chief of Staff for Con-
gressman John Sarbanes. Served as senior advisor to freshman member of Con-
gress. Hired staff and set up Capitol Hill office and two district offices in Mary-
land. Crafted communications, outreach, political, and legislative strategies for
Congressman.

2009-2011: Office of Senator Mark Warner (DC)—Chief Counsel for Senator
Mark Warner. Served as co-chief of staff to Senator who sat on Senate commit-
tees on Banking, Housing, and Urban Affairs; Budget; and Commerce, Science,
and Transportation. Devised and executed legislative strategy on financial serv-
ices reform legislation, which led to Senator’s authorship of “too big to fail” ti-
tles of Dodd-Frank banking reform bill.

2011-present: Office of Senator Michael Bennet (DC)—Chief of Staff for Senator
Michael Bennet. Serve as most senior advisor to second term Senator who sits
on Senate Committees on Finance; Intelligence; and Agriculture, Nutrition, and
Forestry. Managed team of more than 50 staff in Washington, DC and across
Colorado. Oversaw multi-million-dollar Senate office budget.

2020-2021: Biden/Harris Transition—(DC) Economic Nominees Confirmations
Team Leader (volunteer).

Government experience (list any current and former advisory, consultative, hon-
orary, or other part-time service or positions with Federal, State, or local gov-
ernments held since college, including dates, other than those listed above):

None.

Business relationships (list all current and former positions held as an officer,
director, trustee, partner (e.g., limited partner, non-voting, etc.), proprietor,
agent, representative, or consultant of any corporation, company, firm, partner-
ship, other business enterprise, or educational or other institution):

Membership interest in Baltimore Racing Development LLC (2011).
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Memberships (list all current and former memberships, as well as any current
and former offices held in professional, fraternal, scholarly, civic, business, char-
itable, and other organizations dating back to college, including dates for these
memberships and offices):

Member of the Steering Committee for the Pew Charitable Trusts Bipartisan
Senate Chiefs of Staff Initiative (2012—present).

Member of the Congressional Advisory Board of the Faith and Politics Institute
(2018-present).

Capitol Hill Little League member and coach (2009-2015, 2018).
Political affiliations and activities:

a. List all public offices for which you have been a candidate dating back to the
age of 18.

None.

b. List all memberships and offices held in and services rendered to all political
parties or election committees, currently and during the last 10 years prior
to the date of your nomination.

Senior advisor to Bennet for Colorado and Colorado Common Sense (2011-
present).

Senior advisor to Bennet for America (2019-2020).

c. Itemize all political contributions to any individual, campaign organization,
political party, political action committee, or similar entity of $50 or more for
the past 10 years prior to the date of your nomination.

None.

Honors and awards (list all scholarships, fellowships, honorary degrees, hon-
orary society memberships, military medals, and any other special recognitions
for outstanding service or achievement received since the age of 18):

Athletic scholarship for baseball at UNC—Chapel Hill.
Law Fellow at Georgetown University Law Center.

Published writings (list the titles, publishers, dates, and hyperlinks (as applica-
ble) of all books, articles. reports, blog posts, or other published materials you
have written):

None.

Speeches (list all formal speeches and presentations (e.g., PowerPoint) you have
delivered during the past 5 years which are on topics relevant to the position
for which you have been nominated, including dates):

No formal speeches given with prepared remarks.

Qualifications (state what, in your opinion, qualifies you to serve in the position
to which you have been nominated):

I have 25 years of congressional experience in various roles for members with
very different backgrounds. I have worked in a diverse array of policy areas,
including many which fall under the purview of the Department of the Treas-
ury. I believe that this experience will help me foster working relationships on
a bipartisan basis with the members of this committee and others across the
Congress to make progress for :he American people.

B. FUTURE EMPLOYMENT RELATIONSHIPS

. Will you sever all connections {including participation in future benefit arrange-

ments) with your present employers, business firms, associations, or organiza-
tions if you are confirmed by the Senate? If not, provide details.

Yes.

. Do you have any plans, commitments, or agreements to pursue outside employ-

ment, with or without compensation, during your service with the government?
If so, provide details.

No.
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3. Has any person or entity made a commitment or agreement to employ your
services in any capacity after you leave government service? If so, provide de-
tails.

No.

4. If you are confirmed by the Senate, do you expect to serve out your full term
or until the next presidential election, whichever is applicable? If not, explain.

Yes.
C. POTENTIAL CONFLICTS OF INTEREST

1. Indicate any current and former investments, obligations, liabilities, or other
personal relationships, including spousal or family employment, which could in-
volve potential conflicts of interest in the position to which you have been nomi-
nated.

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which was developed in consultation with ethics offi-
cials at the Department of the Treasury and the Office of Government Ethics.
I understand that my ethics agreement has been provided to the committee. I
am not aware of any potential conflict other than those addressed by my ethics
agreement.

2. Describe any business relationship, dealing, or financial transaction which you
have had during the last 10 years (prior to the date of your nomination), wheth-
er for yourself, on behalf of a client, or acting as an agent, that could in any
way constitute or result in a possible conflict of interest in the position to which
you have been nominated.

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which was developed in consultation with ethics offi-
cials at the Department of the Treasury and the Office of Government Ethics.
I understand that my ethics agreement has been provided to the committee. I
am not aware of any potential conflict other than those addressed by my ethics
agreement.

3. Describe any activity during the past 10 years (prior to the date of your nomina-
tion) in which you have engaged for the purpose of directly or indirectly influ-
encing the passage, defeat, or modification of any legislation or affecting the ad-
ministration and execution of law or public policy. Activities performed as an
employee of the Federal government need not be listed.

N/A.

4. Explain how you will resolve any potential conflict of interest, including any
that are disclosed by your responses to the above items. (Provide the committee
with two copies of any trust or other agreements.)

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which I understand has been provided to the com-
mittee.

D. LEGAL AND OTHER MATTERS

1. Have you ever been the subject of a complaint or been investigated, disciplined,
or otherwise cited for a breach of ethics for unprofessional conduct before any
court, administrative agency (e.g., an Inspector General’s office), professional as-
sociation, disciplinary committee, or other ethics enforcement entity at any
time? Have you ever been interviewed regarding your own conduct as part of
any such inquiry or investigation? If so, provide details, regardless of the out-
come.

No.

2. Have you ever been investigated, arrested, charged, or held by any Federal,
State, or other law enforcement authority for a violation of any Federal, State,
county, or municipal law, regulation, or ordinance, other than a minor traffic
offense? Have you ever been interviewed regarding your own conduct as part
of any such inquiry or investigation? If so, provide details.

Yes; please see below for a description of a misdemeanor conviction 26 years
ago, described in response to question D4. In addition, as part of my security
clearance’s Continuous Evaluation process, I was informed I was arrested 30
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years ago when I was 19 for attempting to make a false driver’s license and
that the charge was dismissed. I do not recall being arrested but am disclosing
it in the interest of transparency.

3. Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation? If so, provide details.

Yes. I was sued by the individual involved in the altercation described below
in D4. We settled out of court, and I paid for medical costs associated with inju-
ries sustained in the altercation.

4. Have you ever been convicted (including pleas of guilty or nolo contendere) of
any criminal violation other than a minor traffic offense? If so, provide details.

Yes. Twenty-six years ago (when I was 23), I was involved in a physical alterca-
tion with someone who shouted a racial slur in Washington, DC. I believed that
I acted in self-defense but was ultimately convicted of a misdemeanor (simple
assault). I received and completed a period of 6 months of probation.

5. Please advise the committee of any additional information, favorable or unfavor-
able, which you feel should be considered in connection with your nomination.

Because I have worked in Congress for over 2 decades, I recognize the impor-
tance of working with members on both sides of the aisle and being responsive
to requests and inquiries from Capitol Hill.

E. TESTIFYING BEFORE CONGRESS

1. If you are confirmed by the Senate, are you willing to appear and testify before
any duly constituted committee of the Congress on such occasions as you may
be reasonably requested to do so?

Yes.

2. If you are confirmed by the Senate, are you willing to provide such information
as is requested by such committees?

Yes.

QUESTIONS SUBMITTED FOR THE RECORD TO JONATHAN DAVIDSON

QUESTIONS SUBMITTED BY HON. MIKE CRAPO

Question. The Finance Committee is the authorizing committee for the Depart-
ment of the Treasury. As established, Treasury, among other things, is “to make re-
port, and give information to either branch of the legislature . . . respecting all
matters referred . . . by the Senate or House of Representatives.” Congressional
oversight of Treasury activities has been a long bipartisan tradition of the Finance
Committee, and an important responsibility committee members have to the public.
The Department of the Treasury’s description of the office to which you have been
nominated identifies that the office, among other things, acts to “ensure accurate
and prompt response” to congressional inquiries. Thus far, Treasury’s responsive-
ness to inquiries has been wanting. Do you commit, if confirmed, to ensure accurate,
detailed, complete, and timely responses to inquiries of Treasury from members of
the Finance Committee?

Answer. I deeply respect the oversight function of this committee. If I am privi-
leged to be confirmed, I would like very much to work in a collaborative way with
members of the committee to provide timely, complete, detailed and accurate infor-
mation in line with the traditional partnership that Treasury and the committee
have had in the past.

Question. Finance Committee staff recently obtained a briefing on activities of the
newly formed Office of Recovery Programs and Treasury’s activities regarding fund-
ing provided in the American Rescue Plan Act of 2021 to governments of states, lo-
calities, territories, the District of Columbia, and tribes. When asked about how the
committee, as a “stakeholder” with oversight responsibilities can obtain documents
submitted by those governments, it was suggested that the information can be ob-
tained by perusing public websites and other information provided publicly. Do you
believe that is a satisfactory resolution of a need by the authorizing committee in
its oversight role to have abilities to access documents involving utilization of tax-
payer resources with implications for the Federal fisc?
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Answer. I am committed to maintaining a strong working relationship with the
Finance Committee on both sides. In my current role as Counselor to the Secretary,
I am not aware of the request you cited. If confirmed, I would work with the rank-
ing member and his staff to ensure that they receive documentation in a way that
is accessible and user-friendly to enable the committee to do its work in overseeing
Treasury’s role in implementing the recovery programs.

Question. When, if ever, do you believe it is appropriate for the Department of
the Treasury to withhold documents or data from the Finance Committee, and why
in such instances, if any, do you believe that the committee and the American public
should not be allowed such documents?

Answer. If confirmed, my goal would be to encourage Treasury to provide re-
quested information to the committee whenever possible, based on applicable laws,
procedures, and protocols.

Question. During the Obama administration, Treasury officials refused to provide
information to Congress or the American people, as a debt limit breach was impend-
ing, about how much operating cash was available at Treasury to continue timely
payment on due obligations. Treasury officials also refused to provide information
about what their near-term projections were for operating cash balances, or con-
fidence intervals surrounding their projections. Do you commit to, if confirmed,
strongly urge the Treasury Secretary to provide the American people and Congress
with timely information, when asked, about operating cash balances and projections
of cash balances, or any other information that our constituents deserve to know
about the State of Federal debt and operations at the Treasury Department?

Answer. It is important that the debt ceiling be suspended or raised on a timely
basis. If confirmed, I would urge Treasury to work in a transparent manner to en-
sure that Congress can fulfill its responsibility to preserve the full faith and credit
of the United States.

Question. During the Obama administration, Treasury officials at times refused
to provide information about the Nation’s fisc to members of the Finance Committee
on the grounds that some of the information was “market-sensitive.” The unsatisfac-
tory implication of the view that Treasury need not reveal whatever it wishes to
conceal on the grounds of the information being market-sensitive (a term with no
legal definition) is that unelected Treasury officials are entitled to know more about
the Nation’s finances than elected members of Congress and their constituents. If
confirmed, do you commit to immediately providing members of this committee with
a clear delineation of what information Treasury has that it deems, for whatever
reason, to be sensitive in some regard, and a method that Treasury will agree to
that enables sharing of the information with members of the Finance Committee
who are all entitled to access to the information?

Answer. Yes, I will commit to working with this committee to enable and facilitate
the sharing of information to assist the committee in its oversight function. I would
need to be fully briefed by Treasury staff to better understand the restrictions men-
tioned as part of this question. If confirmed, I would very much welcome this con-
versation so that we can provide satisfactory information to the committee.

Question. As we near a lapse in the suspension of the statutory debt limit, and
need to either increase the dollar-value of the limit or once again suspend the limit
until some future date, there becomes a rising probability that Treasury will engage
in so-called “extraordinary measures” to ensure that Treasury can make timely pay-
ments on obligations to remain below whatever the statutory limit becomes upon
the lapse in the suspension period. It is known that Treasury makes projections
about how long extraordinary measures may last before Treasury is at risk of
breaching the debt limit and exhausting operating cash balances. Treasury Sec-
retary Yellen has identified that she “would certainly want to work closely with
Congress to address in advance the issue of the debt limit to avoid its harmful ef-
fects.” I agree, and look forward to any such bipartisan work. The administration
and Congress should do all they can to responsibly and agreeably avoid such a risk,
but risks cannot simply be ignored. As we await bipartisan work to stave off the
risk of a limit breach and exhaustion of operating cash, it is imperative that Treas-
ury regularly provide Congress with updates on its projections of how long extraor-
dinary measures would last under adverse contingencies. Will you commit to advis-
ing Treasury to provide Congress with regular updates of its projections, and pro-
vide me with what you believe to be a prudent update schedule between now and
the earliest of whenever a limit resolution is attained or August 1, 2021?
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Answer. I share your concern with protecting the full faith and credit of the
United States. This is a bipartisan responsibility, and if confirmed, I would want
to work collaboratively with you and other members of Congress to ensure that the
debt limit is timely raised or suspended. I respect the committee’s need for informa-
tion and data and look forward to working with the committee on this issue.

Question. Treasury officials have been engaged in international negotiations on
global taxation, including so-called Pillar 1 and Pillar 2 components of negotiations
within an OECD framework. Treasury has surely performed analyses of how pro-
posals it is contemplating or has made will affect U.S. headquartered companies.
Will you commit to advising Treasury to provide Congress with quantitative and
qualitative analyses it has performed on its international tax proposals in the
OECD framework, if confirmed and immediately upon confirmation?

Answer. As I mentioned during the hearing, I would welcome a collaborative ap-
proach such that the ranking member and his staff have sufficient visibility to en-
able bipartisan work in support of a strong U.S. position with respect to these nego-
tiations. If confirmed, I look forward to working with the committee to provide data
and analyses regarding this issue.

Question. Will you commit to, if confirmed, working to provide the Finance Com-
mittee with regular (e.g., quarterly) updated listings of all fiscal agency agreements
that the Treasury has with the Federal Reserve and all financial agency agreements
that Treasury has with private firms?

Answer. If confirmed, I commit to working with Treasury staff to understand this
issue and to ensure that Treasury provides the Finance Committee with appropriate
information regarding these arrangements.

Question. Large financial institutions are required to submit “living wills” to regu-
lators, and “stress tests” are performed on those institutions. Part of the reason of-
fered for those examinations of the institutions is that it is instructive to assess
roaﬁmaps of how institutions are arranged, and how they might respond to stressed
conditions.

President Biden, in December of 2020, criticized the Federal Government as hav-
ing been caught off guard and unprepared for cyberattacks, in association with
breaches of the SolarWinds/Orion platform.

Members of the Senate Finance Committee and House Financial Services Com-
mittee during the Obama administration requested, numerous times and through
many mechanisms, detailed information from the U.S. Treasury and Federal Re-
serve about contingency plans at Treasury and the Federal Reserve for any inability
of the Federal Government to make timely payments on Federal debt obligations.
Such an inability could arise because of cyber-attacks, a super storm such as Sandy,
breach of the debt limit, or other factors that temporarily knocks out Federal proc-
essing systems in financial networks or legal authorities to pay. Inquiries made of
the Federal Reserve Board and Treasury did not receive adequate or substantive re-
sponses. It took subpoenas from Congress to identify that, in fact, Treasury and the
Fed do have contingency plans, as we would hope is the case, for confronting emer-
gencies.

If you are confirmed, and if requested, do you commit to advising the Treasury
Secretary to provide Finance Committee members, who have oversight responsibility
over Federal debt, with details of Treasury’s contingency plans for what to do in the
event that, for whatever reason (e.g., superstorm, cyberattack, etc.), the Federal
Government is temporarily unable to make timely payments on debt obligations?

Answer. I cannot speak to the Obama administration’s considerations regarding
the flow of information to the committee, but if confirmed, my goal would be to en-
sure that Treasury is transparent regarding its plans for continuity of operations
under exigent circumstances.

QUESTIONS SUBMITTED BY HON. ROB PORTMAN

Question. I am very concerned by the recent inflation indicators we are seeing.
As you know, a Congressional Budget Office report earlier this year predicted that
we would hit full recovery by the middle of 2021 without additional spending. Yet,
we are seeing even more spending that would continue into next year.

Are you concerned about rising inflation, and how does that change your assess-
ment of additional Federal spending?
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Answer. I believe that the current inflation rates we are seeing are indicative of
a robust recovery and likely transitory due to the combined effects of reopening the
economy and supply chain disruptions that are impacting prices in some categories
of durable goods, like motor vehicles. We expect monthly inflation rates to moderate
in the coming months as the effects of stimulus payments wane, supply chain dis-
ruptions ease, and price normalization in pandemic-impacted sectors runs its course.

I believe that the administration’s American Jobs Plan and American Families
Plan will increase the productive capacity of the economy by improving physical in-
frastructure, reallocating workers to higher-paying/higher-productivity industries
like manufacturing, and raising labor force participation by addressing the childcare
and eldercare issues that make it harder for Americans to work. By increasing the
economy’s capacity, the risks of an undesirable future increase in inflation will be
lower, as it means the economy can grow faster and for longer before resource utili-
zation tightens. Additionally, both plans are paid for over time, limiting the near-
term increase in deficits and lowering deficits in the medium term.

Question. 1 was interested to learn in your writings of your interest in retirement
security—particularly as it relates to lifetime income. You may know that Senator
Cardin and I have a sweeping bipartisan retirement bill. Amongst other changes,
our bill reforms Qualified Longevity Annuity Contracts (“QLACs”) and makes it
easier for retirees to purchase annuity products. This seems to dovetail well with
the work you did at Brookings.

Can you discuss why lifetime income—particularly later in life—is so crucial and
the ways the private sector can play a role here?

Can you commit to working with me on this if confirmed to your role?

Answer. Throughout my career I have been an ardent supporter of more robust
markets for lifetime income products as one strategy for strengthening retirement
security. My focus on this topic was driven, in part, by the belief that one of the
greatest risks in retirement is uncertain lifespans, and this uncertainty can be ad-
dressed through guaranteed lifetime income. Naturally, Social Security plays a crit-
ical role in the provision of this income, but many workers may seek additional op-
portunities to increase their level of guaranteed income beyond their Social Security
benefits—and for these workers increased access to lifetime income products, espe-
cially those that are specifically tailored to address longevity risk, can be welfare-
enhancing. This view is in line with the perspective of many other economists who
study aging and retirement policy. If confirmed, I look forward to working with you
on this critical issue.

QUESTION SUBMITTED BY HON. ToDD YOUNG

Question. The Assistant Secretary for Legislative Affairs holds an important role
in assisting Congress in fulfilling its responsibility of oversight of the Treasury De-
partment. As the committee of jurisdiction, the Senate Finance Committee will be
working particularly closely with Treasury and needs full access to Treasury per-
sonnel in order to do its job.

If confirmed, do you commit to working in a timely and transparent manner with
myself and members of this committee, treating members and staff from the major-
ity as well as the minority on equal footing?

Answer. I deeply respect both the majority and minority members of this com-
mittee. If confirmed, I would like very much to work in a collaborative way with
you and other members of this committee to provide timely and accurate informa-
tion in line with the traditional partnership that Treasury and this committee have
had in the past.

PREPARED STATEMENT OF BENJAMIN HARRIS, PH.D., NOMINATED TO BE ASSISTANT
SECRETARY FOR EcONOMIC POLICY, DEPARTMENT OF THE TREASURY

I would like to begin by thanking Chairman Wyden, Ranking Member Crapo, and
all the members of the committee for considering my nomination. I would also like
to express heartfelt gratitude to President Biden for his nomination and to Sec-
retary Yellen for placing her trust in me to serve in this role.

Please allow me to also acknowledge my oldest daughter Lillian, seated behind
me. As a father, I have tried to instill in my daughters a deep appreciation for the
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value of democracy, and it is a true privilege to invite Lily to witness the inner
workings of our democratic system firsthand.

Seated here today, I suspect I share the same humility felt by many others before
me. It is truly an honor to be considered as the successor to a storied group who
have held this role previously, including economists of remarkable talent serving
under both Republican and Democratic administrations. Prior Assistant Secretaries
for Economic Policy include Phill Swagel and Richard Clarida, now respectively
CBO director and Vice Chair of the Fed, who held this role under President George
W. Bush. Prior Assistant Secretaries also include Janice Eberly, Karen Dynan, and
Alan Kruger—all of whom I have had the privilege to report to at some point in
my career and all of whom I admire deeply. Should I be confirmed, I will strive to
livle up to the legacy set by these economists and others who have served in this
role.

The Office of Economic Policy at the Treasury Department has earned a reputa-
tion for providing unbiased, high-quality empirical analysis to the Treasury Sec-
retary and other policymakers. As an ardent supporter of evidence-based policy, I
regard this approach as a critical step to making sound and effective policy. After
roughly 2 decades spent working in the policy arena, one of the most important les-
sons I have learned is that good policy usually follows good analysis. Indeed, I be-
lieve that a commitment to following the data and evidence should help lead our
economic decision-making as we transition from the recession to recovery. In times
of marked uncertainty, such as the current period, it is my view that embracing ro-
bust and timely analysis is the only way to get it right. I cannot tell you with cer-
tainty how our economy will emerge from this crisis, but I do know that we will
getter understand the challenges facing our country if we prioritize evidence and

ata.

If confirmed, I am eager to work with the members of this committee and your
staffs on a collaborative and bipartisan basis. As a former Hill staffer, I am well
aware of the importance of cooperation between the executive and legislative
branches, and understand that superior policy is a byproduct of robust collaboration
and frequent communication. This preference for collaboration is further driven by
my deep respect for this committee, which regularly confronts some of the most vex-
ing and important economic challenges facing our country. It is not lost on me that
I have much to learn from the insight of this committee’s members and staff. I
would like to conclude by thanking my family—my wife Jessica and my daughters
Lily, Juliette, and Annie—for their support and patience. Through my three prior
stints in public service, they have learned that my desire to serve the American
public comes at a cost to them, and I am grateful that they are willing to share
my time with the U.S. Treasury Department.

Thank you for your consideration.

SENATE FINANCE COMMITTEE

STATEMENT OF INFORMATION REQUESTED
OF NOMINEE

A. BIOGRAPHICAL INFORMATION
Name (include any former names used): Benjamin Howard Harris.
. Position to which nominated: Assistant Treasury Secretary for Economic Policy.
Date of nomination: April 22, 2021.
. Address (list current residence, office, and mailing addresses):

AW o

[

. Date and place of birth: July 17, 1977; Bainbridge Island, WA.
. Marital status (include maiden name of wife or husband’s name):

]

7. Names and ages of children:

8. Education (list all secondary and higher education institutions, dates attended,
degree received, and date degree granted):
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Bainbridge High School, 1991-1995, High School Diploma, June 1995.
Tufts University, 1995-1999, Bachelor of Arts, May 1999.

Columbia University, 2002—-2003, Master of Arts, May 2003.

Cornell University, 2003—2005, Master of Arts, January 2006.

George Washington University, 2007-2011, Master of Philosophy, May 2010;
Doctor of Philosophy, May 2011.

Employment record (list all jobs held since college, including the title or descrip-
tion of job, name of employer, location of work, and dates of employment for
each job):

Research Assistant, Brookings Institution, Washington, DC, 1999-2000.

Fulbright Scholar, Fulbright U.S. Scholar Program, Windhoek, Namibia, 2000—
2001.

Senior Research Assistant, Brookings Institution, Washington, DC, 2001-2002.
Research Assistant, Columbia University, New York, NY 2002—2003.
Research Assistant, Cornell University, Ithaca, NY, 2003-2005.

Economist/Senior Economist, U.S. House of Representatives Budget Committee,
Washington, DC, 2005-2007.

Senior Research Associate/Research Economist, Brookings Institution, Wash-
ington, DC, 2007-2011.

Senior Economist, Council of Economic Advisers, Washington, DC, 2011-2013.
Senior Research Associate, Urban Institute, Washington, DC 2013.

Hamilton Project Policy Director, Economic Studies Fellow, and Deputy Director
of the Retirement Security Project, Brookings Institution, 2013-2014.

Chief Economist and Economic Adviser to the Vice President, Executive Office
of the President, Washington DC, 2014—2017.

Visiting Associate Professor/Associate Research Professor and Executive Direc-
tor of the Kellogg Public-Private Interface, Kellogg School of Management,
Evanston, IL 2017-2021.

Founder and President, Cherrydale Strategies, Arlington VA, 2017-2021.
Counselor to the Treasury Secretary, United States Treasury Department, 2021.

Government experience (list any current and former advisory, consultative, hon-
orary, or other part-time service or positions with Federal, State, or local gov-
ernments held since college, including dates, other than those listed above):

Committee Co-Chair, Chicago Recovery Task Force, 2020.

Business relationships (list all current and former positions held as an officer,
director, trustee, partner (e.g., limited partner, non-voting, etc.), proprietor,
agent, representative, or consultant of any corporation, company, firm, partner-
ship, other business enterprise, or educational or other institution):

Founder and President, Cherrydale Strategies: I founded this firm in 2017 to
supply a wide range of economic consulting services. The nature of these serv-
ices varied substantially across clients, but included providing economic policy
guidance to for-profit firms, editing and managing the Biden Forum (a series
of online essays published by the Biden Foundation), and generating economic
policy analysis and related support for non-profit organizations. Specific roles
served included:

o Chief Economist, Results for America.

e Senior Economic Policy Adviser, Rokos Capital Management.
e Biden Forum Chief Editor, Biden Foundation.

e Consultant, REX Homes.

e Consultant, Everytown for Gun Safety.

o Consultant, Partnership for a New American Economy.

e Research Fellow, Alliance for Lifetime Income.
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Other business relationships unrelated to Cherrydale Strategies include:

12.

13.

14.

15.

e Limited Partner, Peter H. Harris Family Limited Partnership.
e Limited Partner, Harris Family LLC.

Memberships (list all current and former memberships, as well as any current
and former offices held in professional, fraternal, scholarly, civic, business, char-
itable, and other organizations dating back to college, including dates for these
memberships and offices):

National Tax Association.

American Economic Association.
American Risk and Insurance Association.
Political affiliations and activities:

a. List all public offices for which you have been a candidate dating back to the
age of 18.

I have not been a candidate for a public office.

b. List all memberships and offices held in and services rendered to all political
parties or election committees, currently and during the last 10 years prior
to the date of your nomination.

I have not held any such positions.

c. Itemize all political contributions to any individual, campaign organization,
political party, political action committee, or similar entity of $50 or more for
the past 10 years prior to the date of your nomination.

I have not made any such political contributions.

Honors and awards (list all scholarships, fellowships, honorary degrees, hon-
orary society memberships, military medals, and any other special recognitions
for outstanding service or achievement received since the age of 18):

As noted above, I was a Fulbright Scholar to Namibia from 2000-2001.

Published writings (list the titles, publishers, dates, and hyperlinks (as applica-
ble) of all books, articles, reports, blog posts, or other published materials you
have written):

Books

Inequality and the Labor Market: The Case for Greater Competition, 2021,
hittps:/ |www.brookings.edu [ book | inequality-and-the-labor-market/,  Washing-
ton, DC: Brookings Institution Press. (Edited with Sharon Block.)

Retiring Well: How Private Markets and Public Programs Can Give Americans
a Secure Retirement. (With Martin N. Baily.) Draft completed December 2020.

Book Chapters and Journal Articles

“Changing Wealth Accumulation Patterns: Evidence and Determinants.” Forth-
coming. In: Measuring and Understanding the Distribution and Intra/
Inter-Generational Mobility of Income and Wealth, edited by Raj Chetty, John
N. Friedman, Janet C. Gornick, Barry Johnson, and Arthur Kennickell. Chi-
cago, IL: University of Chicago Press. (With Jason Fitchner, Hilary Gelfond, and
William G. Gale.)

“Labor Market Competition: Framing the Issues.” Forthcoming. In: Inequality
and the Labor Market: The Case for Greater Competition, https://www.
brookings.edu | book [ inequality-and-the-labor-market/, edited by Sharon Block
and Benjamin H. Harris. Washington, DC: Brookings Institution Press. (With
Jared Bernstein.)

“Fostering More-Competitive Labor Markets through Transparent Wages,”
https:/ www.brookings.edu [ wp-content [uploads/2020/08 /9780815738800 chl1.
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policycenter.org [ taxvox | why-next-debt-limit-debacle-might-be-worse, ~December
3, 2013.

TaxVox. Sorting Through The Property Tax Burden, https://www.taxpolicy
center.org [ taxvox [ sorting-through-property-tax-burden, November 18, 2013.

TaxVox. What Changes in the Mortgage Deduction Would Mean for Home
Prices, hittps:/ /www.taxpolicycenter.org [ taxvox /| what-changes-mortgage-deduc-
tion-would-mean-home-prices, June 5, 2013.

TaxVox. Why State and Local Governments Are Hurting the Recovery, https://
www.taxpolicycenter.org | taxvox | why-state-and-local-governments-are-hurting-re-
covery, April 23, 2013.

TaxVox. The President’s Plan to Cap Retirement Saving Benefits, https://
www.taxpolicycenter.org | taxvox [ presidents-plan-cap-retirement-saving-benefits-
0, April 12, 2013.

TaxVox. Hiking Dividend Taxes to Pay for a Corporate Rate Cut, https://
www.taxpolicycenter.org [ taxvox [ hiking-dividend-taxes-pay-corporate-rate-cut,
April 1, 2013.

TaxVox. Automatic Retirement Saving Inches Forward, https:/ /www.taxpolicy
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Speeches (list all formal speeches and presentations (e.g., PowerPoint) you have
delivered during the past 5 years which are on topics relevant to the position
for which you have been nominated, including dates):

S&P Global Good Governance Forum, Good Governance: Driving Improved Fi-
nancial Results, July 29, 2019.

RegTech Data Summit, Keynote Address, April 10, 2019.

Mastercard Middle East and Africa Advisory Board Meeting, Fiscal Chaos or
Business as Usual?, October 9, 2017.

Qualifications: (State what, in your opinion, qualifies you to serve in the posi-
tion to which you have been nominated.)

I have spent the vast bulk of the past 2 decades engaged in economic policy,
largely at the intersection of policymaking and academia. I have served in sev-
eral positions in well-respected think tanks, including the Brookings Institution
and the Urban Institute. This experience at think tanks has been complemented
by four stints in senior policymaking roles in the Federal Government, including
serving as the senior economist with the House Budget Committee, a senior
economist with the Council of Economic Advisers, the chief economist and eco-
nomic adviser to the Vice President of the United States, and currently as a
counselor to the Treasury Secretary. More recently, I have served in academia
through my association with Northwestern University’s Kellogg School of Man-
agement, where I am on leave as an associate research professor and executive
director of the Kellogg Public-Private Interface. In addition, from 2017 through
early 2021 I served as the chief economist for the non-partisan evidence-based
policy organization Results for America. All told, these experiences have pre-
pared me with the knowledge and judgment to effectively serve as the Assistant
Treasury Secretary.

I also hold an undergraduate degree in economics from Tufts University, a mas-
ter’s degree in Quantitative Methods from Columbia University, a second mas-
ter’s degree in economics from Cornell University, and a Ph.D. in economics
from George Washington University. I also was awarded a Fulbright Scholar-
ship to Namibia earlier in my career.

B. FUTURE EMPLOYMENT RELATIONSHIPS

. Will you sever all connections (including participation in future benefit arrange-

ments) with your present employers, business firms, associations, or organiza-
tions if you are confirmed by the Senate? If not, provide details.

Yes.

. Do you have any plans, commitments, or agreements to pursue outside employ-

ment, with or without compensation, during your service with the government?
If so, provide details.

No.

. Has any person or entity made a commitment or agreement to employ your

services in any capacity after you leave government service? If so, provide de-
tails.

No.

. If you are confirmed by the Senate, do you expect to serve out your full term

or until the next presidential election, whichever is applicable? If not, explain.
Yes.

C. POTENTIAL CONFLICTS OF INTEREST

. Indicate any current and former investments, obligations, liabilities, or other

personal relationships, including spousal or family employment, which could in-
volve potential conflicts of interest in the position to which you have been nomi-
nated.

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which was developed in consultation with ethics offi-
cials at the Department of the Treasury and the Office of Government Ethics.
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I understand that my ethics agreement has been provided to the committee. I
am not aware of any potential conflict other than those addressed by my ethics
agreement.

. Describe any business relationship, dealing, or financial transaction which you
have had during the last 10 years (prior to the date of your nomination), wheth-
er for yourself, on behalf of a client, or acting as an agent, that could in any
way constitute or result in a possible conflict of interest in the position to which
you have been nominated.

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which was developed in consultation with ethics offi-
cials at the Department of the Treasury and the Office of Government Ethics.
I understand that my ethics agreement has been provided to the committee. I
am not aware of any potential conflict other than those addressed by my ethics
agreement.

. Describe any activity during the past 10 years (prior to the date of your nomina-
tion) in which you have engaged for the purpose of directly or indirectly influ-
encing the passage, defeat, or modification of any legislation or affecting the ad-
ministration and execution of law or public policy. Activities performed as an
employee of the Federal government need not be listed.

N/A.

. Explain how you will resolve any potential conflict of interest, including any
that are disclosed by your responses to the above items. (Provide the committee
with two copies of any trust or other agreements.)

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which I understand has been provided to the com-
mittee.

D. LEGAL AND OTHER MATTERS

. Have you ever been the subject of a complaint or been investigated, disciplined,
or otherwise cited for a breach of ethics for unprofessional conduct before any
court, administrative agency (e.g., an Inspector General’s office), professional as-
sociation, disciplinary committee, or other ethics enforcement entity at any
time? Have you ever been interviewed regarding your own conduct as part of
any such inquiry or investigation? If so, provide details, regardless of the out-
come.

No.

. Have you ever been investigated, arrested, charged, or held by any Federal,
State, or other law enforcement authority for a violation of any Federal, State,
county, or municipal law, regulation, or ordinance, other than a minor traffic
offense? Have you ever been interviewed regarding your own conduct as part
of any such inquiry or investigation? If so, provide details.

No.

. Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation? If so, provide details.

No.

. Have you ever been convicted (including pleas of guilty or nolo contendere) of
any criminal violation other than a minor traffic offense? If so, provide details.

No.

. Please advise the committee of any additional information, favorable or unfavor-
able, which you feel should be considered in connection with your nomination.

I do not have additional information to provide the committee.

E. TESTIFYING BEFORE CONGRESS

. If you are confirmed by the Senate, are you willing to appear and testify before
any duly constituted committee of the Congress on such occasions as you may
be reasonably requested to do so?

Yes.
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2. If you are confirmed by the Senate, are you willing to provide such information
as is requested by such committees?

Yes.

QUESTIONS SUBMITTED FOR THE RECORD TO BENJAMIN HARRIS

QUESTIONS SUBMITTED BY HON. MIKE CRAPO

Question. Former Treasury Secretary Lawrence Summers, discussing the nearly
$2-trillion American Rescue Plan Act (ARPA) of 2021, is quoted as saying that: “I
think this is the least responsible macroeconomic policy we’ve had in the last 40
years.” He also is reported to have said that: “Now there’s the real risk that macro-
economic policy will be very much destabilizing things.” Economist Olivier Blan-
chard, former economic counselor and director of the Research Department at the
International Monetary Fund and Professor of Economics emeritus at MIT, also ex-
pressed concerns. He has written, for example, about having misgivings about the
size of ARPA, warning that: “Much too much is both possible and harmful. I think
this package is too much.” Concerns remain over massive fiscal stimulus de-anchor-
ing inflation expectations, increasing interest rates, and eventually stalling the re-
covery from the largest negative shock to the economy on record.

Do you disagree with prominent progressive economists who have warned of the
economic risks and irresponsibility of ARPA?

Answer. I believe that the American Rescue Plan Act of 2021 (ARP) will return
the U.S. economy to conditions of full employment in late 2021 or early 2022 and
view the risk of overheating or any other destabilizing outcome as low. The ARP
was designed to bring an end to the pandemic by distributing vaccines, provide re-
lief to the millions of American families whose lives continued to be disrupted by
the pandemic, and deliver much-needed aid to hard-hit industries and State and
local governments. These measures will ensure a rapid recovery back to pre-pan-
demic conditions. Indeed, growth this year is expected to be the strongest in dec-
ades.

It is worth emphasizing that at the start of the administration, the risk of doing
too little outweighed the risk of doing too much. Nearly 10 million jobs had been
lost since April 2020, the course of the pandemic remained highly uncertain, and
global growth prospects seemed sub-par and unlikely to provide a tailwind for the
U.S. recovery. In my view, these risks justified the magnitude of the fiscal response,
especially given that in the last two decades before the pandemic, inflation has run
below the Federal Reserve’s 2-percent target.

A robust recovery—which I believe we are now seeing—will involve some degree
of transitory inflation. In part, this reflects that fact that prices in some pandemic-
impacted sectors like hotels, airlines, and restaurants actually fell in 2020 but are
now moving back up to their pre-pandemic levels. In addition, elevated demand for
goods like motor vehicles has interacted with global supply chain disruptions to
cause some price increases. we expect the combined effects or reopening and higher
demand to moderate in coming months, bringing inflation down closer to its under-
lying trend. The Federal Reserve has the tools to address inflation risks over the
medium- and long-term. Inflation expectations have risen in recent months, but only
after to falling to levels that were judged to be too low. We will continue to monitor
inflation developments, but we see recent inflation readings as transitory and indic-
ative of a robust recovery.

Question. In a 2010 article on “Taxes and Housing Prices,” you wrote that “. . .
raising taxes on those in the top brackets could increase urban housing prices by
as much as 10 percent, and even more in east and west coast cities where homes
are most expensive. The drivers of this windfall: higher top rates on ordinary in-
come and hikes in capital gains taxes. Obama’s proposal to limit the benefit of
itemized deductions to 28 percent could more than reverse this housing wind-
fall. . ..

Your argument was that capital gains tax increases lead to increased value of the
capital gains exclusion in housing. Similarly, increases in ordinary income tax rates,
as you wrote, “. . . would increase the value of owning a home, since as tax rates
rise, so does the value of the mortgage interest deduction.” So higher ordinary in-
come tax rates, by your argument, will increase housing prices.
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There seem to be two conclusions from your analysis: one is that higher tax rates
on upper earners and higher capital gains taxes, by enhancing the value of the
mortgage interest deduction and the capital gains exclusion in housing, could lead
to increases in housing prices. The second is that such “windfalls” could be offset
through use, simultaneous with higher income and capital-gains taxes, of limits on
benefits of itemized deduction, as President Obama had proposed, to “. . . reverse
this housing windfall.”

The current administration is proposing higher capital gains taxes and higher in-
come taxes for “anyone” earning $400,000 or more. Do you believe that, if imple-
mented, the tax hikes would lead to higher housing prices, perhaps mostly at the
high-end of housing valuations and, in turn, increase values of itemized deductions
for upper earners that should then lead to consideration of limits on itemization in
order to offset ensuing “windfalls?”

Answer. The study referred to in the question was written in 2010 and used the
most recent data available at the time, which was generally from around 2007. Evo-
lutions in the housing market and other relevant data since that time make the spe-
cific conclusions of that modeling exercise slightly dated, as do moderate changes
in the tax code (including, for example, the partial and temporary rollback of the
mortgage interest deduction). However, the fundamental direction of the analysis
holds: because housing is a tax-preferred asset, all else equal, raising taxes can in-
crease its relative value while cutting taxes can lower it.

Question. The Department of the Treasury recently issued an Interim Final Rule
(31 CFR Part 35; RIN 1505-AC77) to implement the Coronavirus State Fiscal Re-
covery Fund and the Coronavirus Local Fiscal Recovery Fund established under the
American Rescue Plan Act (ARPA). Part of the Rule involves Treasury’s attempt to
implement the invasive restriction ARPA places on States abilities to determine
their own fiscal policies by not allowing Federal funds to be used to “. . . either di-
rectly or indirectly offset a reduction in the net tax revenue of such State or terri-
tory resulting from a change in law, regulation, or administrative interpretation
during the covered period that reduces any tax (by providing for a reduction in a
rate, a rebate, a deduction, a credit, or otherwise) or delays the imposition of any
tax or tax increase.”

Through administrative fiat and interpretation, the Rule allows for some leeway
and carve-outs for funds to be used for certain tax relief that the Treasury Depart-
ment evidently finds acceptable, but bans others.

In order to pass muster with Treasury, the rule says that a State or territory
must “identify and value” tax revenue reductions in a given year “based on esti-
mated values produced by a budget model, incorporating reasonable assumptions.”
However, “estimation procedures should not use dynamic methodologies,” according
to the rule, since Treasury believes its valuation scheme already adequately meas-
ures for macroeconomic growth. Moreover, according to the rule: “Relative to these
dynamic scoring methodologies, scoring methodologies that do not incorporate pro-
jected effects of macroeconomic growth rely on fewer assumptions and thus provide
greater consistency among States and territories.”

While working at Treasury, were you involved in formulating the interim final
rule related to ARPA’s State and local recovery funds? If so, please describe what
parts of the rule you worked on.

_Please describe in detail what you believe constitutes “dynamic scoring methodolo-
gies.”

Do you agree that Keynesian multiplier numbers are “dynamic scoring methodolo-
gies,” in that they measure cumulative (over time and, hence, dynamic) projected
changes in economic measures resulting from an alteration in a policy parameter?

Do you agree with the rule that “scoring methodologies that do not incorporate
projected effects of macroeconomic growth rely on fewer assumptions?” If so, please
explain in detail why and whether minimization of assumptions ought to be an ob-
jective for obtaining the best “scores” and econometric identification.

The rule in more than one place refers to “reasonable assumptions” to be used
in valuation estimation. Please describe what you believe to be “reasonable assump-
tions,” and what you believe to be unreasonable, with respect to identification of ei-
ther direct or indirect effects on a State’s net tax revenue resulting from a change
in law, regulation, or administrative interpretation that reduces or delays any tax
or tax increase?
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In the rule, Treasury identifies that tax revenue reductions stemming from a
change in law, regulation, or administrative interpretation “may also be reported
based on actual values using a statistical methodology to isolate the change in year-
over-year revenue attributable to” tax changes that reduce tax revenue. As an econ-
omist, what would you advise to be acceptable statistical methodologies that a State
could use to satisfy Treasury’s requirements and objective of identification (in an
econometric sense) and achieve econometric identification and consistent estimation?

Answer. I was not deeply involved in formulating the interim final rule related
to ARPA’s State and local recovery funds. In addition, as to specific scoring meth-
odologies referenced in the interim final rule, Treasury is in the midst of a notice
and comment period for the rule, so I am not able to speak to those issues at this
time. I look forward to being briefed on these issues should I have the honor of
being confirmed.

Question. The President and various administration officials have identified that,
under the administration’s tax proposals, “nobody making under $400,000 a year”
will have their taxes increased. Nobody means that an individual is being discussed.
Moreover, in the President’s Social Security proposal with a cutoff for added taxes,
that cutoff is at $400,000 for an individual.

However, at various times, some administration officials have changed their de-
scription of the administration’s stance to be that no “family,” rather than indi-
vidual, making less than $400,000 would face higher taxes. On Friday, March 26th,
The Washington Post’s fact checker wrote about the confusion caused by varying
statements of policy intent by the administration, and how a switch to “family” or
“household” or the like would seem to renege on a promise made by the President
during his campaign for election. The fact checker concluded by writing that “De-
spite the confusion spawned by various administration references to ‘families,” the
promise [that nobody, meaning individual, earning less than $400,000 would face a
tax increase] appears to remain intact.” I have questions to help clarify some unnec-
essary confusion.

Given that you are currently employed and working at Treasury, is your under-
standing that the current stance of the administration with respect to taxation is
that no individual making under $400,000 will face higher taxes if the administra-
tion’s tax hike proposals are enacted? Or, is it household, rather than individual?
Or, is it tax filing unit, rather than individual?

Answer. The administration’s tax proposals are focused on creating equity in the
tax system by ensuring that corporations and wealthy individuals pay their fair
share, to support necessary investments in American workers and families. The
President has consistently committed to making sure that no taxpayer with income
under $400,000 experiences tax increases as a result of the administration’s pro-
posals.

Question. There have been repeated references made by the administration to in-
dividual taxpayers and corporations paying “their fair share.” (For example, see
page 1 of the April 2021 U.S. Department of the Treasury “The Made in America
Tax Plan.” It appears, though, that the plan envisions enactment of proposals that
would merely move the country “Toward a Fairer Tax System” (p.5)).

As a prospective adviser to the administration on economics, please define what
constitutes a “fair share” and the appropriate measure to use to determine whether
or not an individual is paying their fair share.

Given your definition and measure, for tax year 2021, what is the fair share for
a single filer on taxable income: up to $9.950; $9,951 to $40,525, $40,526 to $86,375,
$86,376 to $164,925, $164,926 to $523,600, over $523,600?

Please define what constitutes a “fair share” and the appropriate measure to use
to determine whether or not a corporation is paying its fair share.

Why do you believe that the Made in America Tax Plan proposes only to move
“toward” a “fairer” tax system, thereby foregoing movement to a fully fair system
and leaving fairness gains unfulfilled to remain on the table for future tax policy
modifications?

Answer. The concept of “fair share” depends on the context of the specific tax and
an individual’s or corporation’s specific circumstances. One particular measure re-
lates to the concept of horizontal equity, which compares tax burdens borne by tax-
payers of like circumstances. The concept of “fair share” can also depend on macro-
economic circumstances, as the appropriate measure of a tax code’s fairness can de-
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pend on key economic trends such as the labor and capital share, or wage trends
at various points in the wage distribution. The concept of “fair share” can also relate
to the gap between owed and paid tax liability, with individuals who evade taxes
explicitly defined as individuals who do not pay their fair share. The unfairness of
evaded taxes was one of the motivations behind the tax compliance proposal ad-
vanced in the Biden administration tax agenda.

Question. The Made in America Tax Plan, outlined by Treasury in an April 2021
document, identifies a proposal of “replacing fossil fuel subsidies with incentives for
clean energy production.” The plan proposes to “remove subsidies for fossil fuel com-
panies.”

Please identify your understanding of what subsidies the plan would remove, and
how they differ from like “subsidies” in place for other companies performing similar
activities but not involving “fossil fuels.”

Answer. As detailed in the “General Explanations of the Administration’s Fiscal
Year 2022 Revenue Proposals” (the Green Book) released at the end of May, the ad-
ministration is proposing to remove 13 specific subsidies for fossil fuel production.
The proposal would repeal: (1) the enhanced oil recovery credit for eligible costs at-
tributable to a qualified enhanced oil recovery project; (2) the credit for oil and gas
produced from marginal wells; (3) the expensing of intangible drilling costs; (4) the
deduction for costs paid or incurred for any tertiary injectant used as part of a ter-
tiary recovery method; (5) the exception to passive loss limitations provided to work-
ing interests in oil and natural gas properties; (6) the use of percentage depletion
with respect to oil and gas wells; (7) 2-year amortization of independent producers’
geological and geophysical expenditures, instead allowing amortization over the 7-
year period used by integrated oil and gas producers; (8) expensing of exploration
and development costs; (9) percentage depletion for hard mineral fossil fuels; (10)
capital gains treatment for royalties; (11) the exemption from the corporate income
tax for publicly traded partnerships with qualifying income and gains from activities
relating to fossil fuels; (12) the Oil Spill Liability Trust Fund excise tax exemption
for crude oil derived from bitumen and kerogen-rich rock; and (13) accelerated amor-
tization for air pollution control facilities.

These provisions of the tax code are specific to the oil, gas, and coal industries.
The objective of the plan is to bring the tax treatment of oil, gas, and coal producers
back in line with other firms. These tax advantages are referred to variously as sub-
sidies, tax expenditures, loopholes, or tax advantages.

Question. If enacted, do you believe that the plan would lead to higher gas prices
at the pump in the near term, defined as the period 2022-2024?

Answer. No, not noticeably.

Question. If so, would you have any concern that such an effect would have dis-
proportionate adverse effects on low- to middle-income workers whose expenditures
on “fossil fuel” related consumables such as gasoline and heating fuel tend to be
higher shares of their incomes than for upper earners?

Answer. Please see my response to the question above.

Question. The Tax Cuts and Jobs Act imposed a cap of $10,000 on the State and
local (SALT) deduction, reducing tax benefits and what some call a “tax expendi-
ture” which accrues disproportionately in favor of upper earners. Do you support
groposa{}s to lift or eliminate the $10,000 cap on the State and local tax (SALT) de-

uction?

Answer. I believe in an equitable tax system where wealthy taxpayers and cor-
porations pay their fair share. With respect to SALT, as Secretary Yellen has said,
it will be important to develop a full understanding of the impact of the cap on State
and local governments and those who rely on their services. As you know, repealing
the SALT cap would come with potentially significant costs, and understanding
these and their distribution is important. This is an issue I am eager to work on
with you and your colleagues.

Question. Given that an asset’s tax basis is not updated for inflation, will the ad-
ministration’s proposals to tax capital gains at the same rate as ordinary income,
generally eliminate the step-up in tax basis at death, and require immediate income
recognition with respect to inherited assets result in taxpayer’s paying tax on phan-
tom gain—that is, simple inflation?

Why does the administration consider it “fair” for taxpayers to pay tax on infla-
tion with respect to their assets?
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Answer. The administration’s proposed capital gains reforms, including those
mentioned above, would retain substantial preferences for capital income—includ-
ing, for example, the ability to time realization during life, zero or preferred capital

ains tax rates for the vast majority of American families, no taxation on the first
%2 million in gains at death for every married taxpayer in the country (increased
to a maximum of $2.5 million when including the exclusion for gains to owner-
occupied housing), and other preferences and considerations for family-owned busi-
nesses and illiquid assets. In sum, the bulk of Americans would continue to pay low
or no taxes on their capital gains.

Question. The American Economic Association, of which you have been a member
and Secretary Yellen has served as president, has a policy of publishing papers only
if data and code used in the analysis are clearly and precisely documented and ac-
cess to the data and code is non- exclusive to the authors.

If confirmed, you may be assigned to work on the annual trustees’ reports on the
financial conditions and outlook for Social Security and Medicare trust funds; you
may have already been working on the reports.

The 2019 Technical Panel on Assumptions and Methods, formed by the Social Se-
curity advisory board, wrote that “The Panel recommends providing and supporting
greater external access to the projection models used to produce the trustees report.”

Do you agree that policy, such as the one adopted by the American Economic As-
sociation, of open sourcing and external accessibility of data and code used in pub-
lished analyses is also good public policy that should be applied to analyses per-
formed and models and data used by the Federal Government, including agencies,
aside from any administrative data that are not allowed to be publicly shared?

Answer. On page 32 of the 2019 Technical Panel on Assumptions and Methods,
the panel made the following recommendation under Section 3.2, “Increase trans-
parency of the projections,” Presentation Recommendation 8: “The Panel rec-
ommends providing and supporting greater external access to the projection models
used to produce the Trustees Report.” The panel writes the following:

OCACT regularly fields questions about its modeling techniques and as-
sumptions. Social scientists have recently increased their focus on trans-
parency of methods, while the open source movement has gained momen-
tum. Researchers would benefit from the ability to assess OCACT’s code di-
rectly. OCACT could post its models’ full code, along with adequate docu-
mentation, on SSA’s public website. SSA could allow researchers to apply
for access to the underlying data, similar to the Internal Revenue Service
call for proposals to use the IRS administrative data. Social Security could
also fund research projects on OCACT’s model. In the long run, we believe
public trust in these projection methods would increase if the methods were
subject to scrutiny and rigorous debate informed by public access. Greater
scrutiny from researchers also could help improve the models in the long
run.

The full text of the 2019 Technical Panel Presentation Recommendation Number
8 is directed at Social Security’s Office of the Chief Actuary and the Social Security
Administration rather than the Social Security and Medicare trustees.

However, I generally support efforts to explore possibilities for improvements in
transparency and public access.

For your convenience, already existing documentation on some of the Social Secu-
rity’s Office of the Chief Actuary’s projection models is provided on their website,
available here for the long-range OASDI projection model: Attps:/ /www.ssa.gov/
oact/TR/2020/2020 LR _Model Documentation.pdf.

Here for the short-range OASDI projection model: Attps://www.ssa.gov/oact/
NOTES /pdf studies/studyl21.pdf.

Here for the demographic assumptions: Attps://www.ssa.gov/oact/TR/2020/
2020 Long-Range _Demographic_Assumptions.pdf.

Here for the ultimate economic assumptions: Attps://www.ssa.gov/oact/ TR/
2020/2020 Long-Range Economic_Assumptions.pdf.

And here for the disability assumptions: hAttps://www.ssa.gov/oact/TR/2020/
2020 Long-Range Disability Assumptions.pdf.

Question. Have you worked on the trustees’ reports for the Social Security and
Medicare trust funds at any time this year?
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Answer. I have had only very limited involvement with the Social Security and
Medicare trustees reports this year.

Question. The Social Security Act requires that trustees’ reports for the Social Se-
curity and Medicare trust funds be issued annually, and no later than April 1st of
each calendar year. According to a July 2019 report by the U.S. Government Ac-
countability Office (GAO), 2008 was the last year in which the statutory deadline
had been satisfied. The 2020 report was 21 days overdue, missing the deadline by
fewer days than the past decade’s average, yet still late.

The 2019 GAO report recommended that the Secretary of the Treasury, as chair-
person of the boards of trustees of the Social Security and Medicare trust funds:
work to improve management of the report development schedule to provide trust-
ees reports to Congress by the statutory deadline; and “establish a policy to inform
congressional committees of jurisdiction when the trustees determine that the re-
ports are expected to miss the issuance deadline.” While committees have received
an email from Treasury officials identifying that this year’s reports will be delayed
gofl son:ie indefinite period, we are unaware that any policy has been developed or
ollowed.

Will you commit to working to ensure that the Treasury Secretary follows GAO’s
recommendation to establish a policy to inform congressional committees of jurisdic-
tion when trustees determine that the reports are expected to miss the issuance
deadline?

Answer. A policy has already been established to inform congressional committees
of jurisdiction by electronic communication when it is determined that the reports
are expected to miss the issuance deadline pursuant to the recommendation of the
Government Accountability Office. For the 2021 reports, Treasury informed the com-
mittees of expected delays in the issuance of the reports on March 19, 2021.

Question. Will you commit to working to ensure that as part of that policy, the
Treasury Secretary, on a regularly scheduled basis (e.g., every 15 days following de-
termination that the issuance deadline will not be met), provide updated projections
of when the reports will be issued?

Answer. A policy has been established to inform congressional committees of juris-
diction by electronic communication when it is determined that the reports are ex-
pected to miss the issuance deadline pursuant to the recommendation of the Gov-
ernment Accountability Office. If confirmed, I would be happy to promote Treasury’s
communication with Congress regarding the status of the reports.

Question. Will you commit to working to ensure that the Treasury Secretary and
all trustees improve scheduling of trustee meetings in order to produce reports on
or before the statutory issuance deadline?

Answer. As Treasury indicated in its response (dated June 27, 2019) to the GAO
report, Treasury takes seriously the April 1st reporting deadline. During the course
of preparation of both the 2020 and 2021 trustees’ reports, Treasury made every at-
tempt possible to move work on the reports along without sacrificing the quality of
the reports.

However, Treasury does not have the authority to impose particular outcomes or
to require that decisions be made within specified timeframes. In particular, the
preparation of the 2021 trustees’ reports has inevitably been affected by the crisis
response to the pandemic, by the presidential transition (including the turnover of
trustees and staff), and by work to fully understand the effects of the pandemic on
the trust funds, particularly in the near term.

Question. Will you commit to providing the committee with source code used to
make projections of the future financial conditions of the Social Security and Medi-
care trust funds, in order to improve transparency over methods and assumptions
used to make projections of the financial conditions of trust funds into which Amer-
ican workers have paid into over their lifetimes and have entrusted to the Federal
Government?

Answer. Please see my written response to the question above. Any source code
would reside with the Office of the Chief Actuary, which is an office within the So-
cial Security Administration, and with the Office of the Actuary, which is an office
within the Centers for Medicare and Medicaid Services.

Question. If confirmed, you would likely work on the annual trustees’ reports on
the Social Security trust funds. Please read the Statement of Actuarial Opinion in
both the 2014 and 2015 Annual Reports of the Board of Trustees of the Federal Old-
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Age and Survivors Insurance and Federal Disability Insurance Trust Funds (avail-
able at the webpage of the Social Security Administration’s Office of the Chief Actu-
ary) and identify:

Whether you believe that the Actuarial Opinion of the 2014 report points to as-
sumptions made in the trustees’ report of that year that in any sense played up the
potential future insolvency of Social Security, and if so, what those identified as-
sumptions were and how they accentuated insolvency in the Actuary’s opinion.

Answer. The statement of actuarial opinion in the 2014 report under the Federal
Budget Accounting heading includes the following:

This report focuses on the actuarial status of the OASI and DI Trust Funds
and includes important information on (1) the years in which trust fund
asset reserves are projected to be depleted and (2) the degree to which ben-
efits scheduled in the law would no longer be fully payable on a timely
basis after reserve depletion. However, the footnote on page 60 of this re-
port directs the reader to an appendix in the Medicare Trustees Report,
which States, “The trust fund perspective does not encompass the relation-
ship between the Medicare and Social Security trust funds and the overall
Federal budget.” The reader of this report should consider this “overall”
Federal unified budget perspective with care because the assumptions un-
derlying unified budget accounting are inconsistent with the assumptions
of trust fund accounting.

The text on page 60 of the 2014 report is as follows:

The trust fund ratio serves an additional important purpose in assessing
the actuarial status of the program. If the projected trust fund ratio is posi-
tive throughout the period and is either level or increasing at the end of
the period, then projected adequacy for the long-range period is likely to
continue for subsequent reports. Under these conditions, the program has
achieved sustainable solvency. [Footnote 1]

Footnote 1 reads:

As noted in greater detail in the 2014 Medicare Trustees Report, “The trust
fund perspective does not encompass the interrelationship between the
Medicare and Social Security trust funds and the overall Federal budget.”
For an explanation of that relationship, see appendix F of the 2014 Medi-
care Trustees Report.

My view is that the statement of actuarial opinion in the 2014 OASDI Trustees
Report to which this question is referring is the discussion of Footnote 1 on page
60 of the that report, as excerpted above. Footnote 1 is appended to a paragraph
in the 2014 OASDI report discussing the trust fund ratio. I believe this statement
of actuarial opinion refers to this part of the actuarial statement, “(1) the techniques
and methodology used herein to evaluate the financial and actuarial status of the
Federal Old-Age and Survivors Insurance and Disability Insurance Trust Funds are
based upon sound principles of actuarial practice and are generally accepted within
the actuarial profession” rather than this piece of the actuarial statement, “(2) the
assumptions used and the resulting actuarial estimates are, individually and in the
aggregate, reasonable for the purpose of evaluating the financial and actuarial sta-
tus of the trust funds, taking into consideration the past experience and future ex-
pectations for the population, the economy, and the program.”

With regard to part (1) of the actuarial statement referenced above, I regard this
statement of actuarial opinion to be a clarifying statement by the Chief Actuary of
Social Security discussing his views regarding the trust fund accounting concept
that the trust fund ratio embodies as calculated and presented in the 2014 OASDI
Trustees Report and the unified budget perspective as discussed in appendix F of
the 2014 Medicare Trustees Report.

Question. And whether you believe that the actuarial opinion of the 2015 report
identifies questionable elements within the trustees’ 2015 report, and whether you
believe that the actuary’s opinion represents a public rebuke of the report.

Answer. Please see my answer to the question above. Additionally, please note
that the statement of actuarial opinion section of the OASDI trustees’ report is out-
side the purview of the OASDI program trustees.

Question. President Biden has proposed to subject earnings on taxpayers with
more than $400,000 (unindexed) in wages to Social Security and Medicare payroll
taxes, with a “donut hole” between the current “tax max” on earnings subject to
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payroll taxes and $400,000 that would close over time as the wage-indexed tax max
grows into and eventually above the unindexed $400,000 threshold. So, eventually,
all wage earnings become subject to payroll taxes. However, presumably to avoid
paying upper earners more in Social Security and other benefits, for every dollar
of payroll taxes paid on earnings above the $400,000 threshold, there is no commen-
surate Social Security benefit. This, of course, breaks the longstanding, traditional
tie between paying in to the Social Security System and obtaining a benefit in re-
turn—the “earned benefit” principle.

Indeed, an old Franklin Roosevelt quote from 1941 is often invoked to reinforce
the earned benefit principle that: “We put those payroll contributions there so as
to give the contributors a legal, moral, and political right to collect their pensions
and their unemployment benefits. With those taxes in there, no damn politician can
ever scrap my social security program.” To many Social Security advocates, it is im-
portant that Social Security programs remain as ones that can be characterized as
earned benefits, meaning, again, that there is a benefit commensurate with every
unit of tax paid in. Otherwise, some fear, dependence of Social Security benefits on
partial general fund revenue, or revenue cloaked as trust fund revenue but accruing
to the trust funds as tax payments that do not carry any associated benefit accrual,
would lead to Social Security being characterized as some sort of “welfare,” and ben-
efits being thought of as mere transfers to which recipients do not necessarily have
legal, moral, or political “rights.”

Do you support upholding the earned benefit principle and not allowing a decou-
pling of payment into the Social Security system and commensurate benefit receipt?

Alternatively, do you support violating the earned benefit principle by breaking
the link for any FICA taxpayer between paying into the system and receipt of a
commensurate benefit?

Answer. While I am aware of certain members of Congress proposing Social Secu-
rity reforms that match the one described in the question, I am not aware of Presi-
dent Biden proposing either an effective closure of exempted wages or specifically
designating whether higher payroll taxes would or would not be matched with a
change in benefits (i.e., preservation of the “earned benefit principle”). In general,
I am concerned about the long-term solvency of the Social Security program, and
support reform which puts the program on a long-term path to fiscal solvency. Re-
forms should be judged on the extent to which they preserve the system, enhance
efficiency, and protect American workers who have paid into the system for decades.

Question. Do you believe that Social Security, while not being a main driver of
future deficits, does contribute to deficits in the on-budget part of the Federal budg-
et and the consolidated Federal budget?

Answer. Future deficits are driven by a wide range of factors. In the case of Social
Security, the extent to which the program impacts future deficits on-budget and uni-
fied deficits depends both on the funding status of the program and estimates of the
economic implications of instituting changes to the program. For example, elimi-
nating Social Security—a step that I do not support—would steeply raise poverty
rates among Americans of all ages and could result in substantially higher expendi-
tures for other social programs. However, I have not undertaken a robust modeling
exercise regarding the impact of Social Security on Federal deficits.

Question. Researchers Valerie Ramey and Sarah Subairy wrote, in a 2015 VOXEU,
CEPR article on government spending “multipliers” and noted evidence from U.S.
historical data, that:

e Overall, we find no evidence that the multiplier on government purchases is
higher during high unemployment States. Most estimates of the multiplier
are between 0.6 and 1.

e In addition, we do not find convincing evidence of significantly higher multi-
pliers during periods at the zero lower bound or constant interest rates.

They write: “Our findings suggest that there is no evidence that fiscal multipliers
differ by the amount of slack in the economy or the degree of monetary accommoda-
tion. These results imply that, contrary to recent conjecture, government spending
multipliers were not necessarily higher than average during the Great Recession.
Do you agree with the analysis and conclusions; and, if not, please describe why you
believe the analysis is incorrect.

Answer. On this question, I do not regard the Ramey and Zubairy analysis as de-
finitive.
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An extensive literature in empirical macroeconomics has sought to measure the
government spending multiplier. This literature uses a variety of empirical methods,
some of which come to different conclusions about the size of the government multi-
plier. For example, Nakamura and Steinsson (2014), using U.S. State-level data on
military procurement, find a government spending multiplier of 1.5, well above the
Ramey and Zubairy estimate. Miyamoto, Nguyen, and Sergeyev (2018) find a gov-
ernment spending multiplier of 1.5 when interest rates are at the zero lower bound
in the case of Japan. Chodorow-Reich (2019) provides a comprehensive review of
government spending multipliers, with cross-sectional evidence supportive of higher
multipliers and larger responses in periods of greater slack.

It is also worth noting that the Ramey and Zubairy analysis looks at government
spending multipliers during World War II. Extensive rationing of consumer goods
during the war may lower their estimate of the government spending multiplier de-
spite a high degree of monetary accommodation.

Lastly, this literature is largely silent on the macroeconomic effect of transfers.
Much of the fiscal response to the pandemic has come in the form of transfers rath-
er than changes in direct government consumption. Overall, there continues to be
active discussion about the size of the government spending multiplier and, more
generally, the effects of fiscal policy, and how these effects may differ in periods of
slack versus full employment.

QUESTIONS SUBMITTED BY HON. JOHN THUNE

Question. At the hearing, you stated that you believe the Treasury Department’s
plan to raise $700 billion over the next decade was too low of estimate. As you
know, the administration proposed raising $700 billion over the next decade largely
through new tax compliance measures and $80 billion of new IRS funding.

If the Treasury Department’s projection was incorrect, as you assert, what is the
correct number in your estimation and how do you arrive at that figure?

Answer. Career economists in Treasury’s Office of Tax Analysis estimated that
the administration’s compliance proposals will generate $700 billion over the course
of the next decade. However, as the recent Treasury report makes clear, these esti-
mates are thought to be conservative for several reasons. For example, the revenue
potential of additional resources is based on IRS return on investment (ROI) esti-
mates that only exist for adjustments detected through current enforcement-related
activities. Benefits of other foundational changes in tax administration, like IT and
taxpayer service improvements, are not accounted for. Additionally, although rev-
enue estimates for increased information reporting includes the effects of this re-
gime on voluntary compliance, estimates for increased enforcement actions do not
account for deterrent effects, which are known to be quite significant.

Question. The nonpartisan Congressional Budget Office estimated that increasing
IRS funds by $40 billion over 10 years would increase revenues by $103 billion, re-
sulting in a net $63 billion decrease in the deficit. It is not to say that better utilized
or enhanced resources could not help find real money, but the projected return on
investment is vastly different than the Treasury Department’s projections—and de-
serves clarification as the administration portrays the figures as offsets for new
spending proposals.

Do you disagree with CBO’s estimate? Why or why not?

Answer. It is difficult to compare the administration’s compliance initiatives to
previous estimates because of differences in scale and scope of the comprehensive
proposal the President put forth in the American Families Plan. Estimates from ca-
reer economists at the Office of Tax Analysis suggest that providing the IRS the re-
sources it needs to address sophisticated tax evasion and introducing a comprehen-
sive financial reporting regime would raise $700 billion in additional revenue over
the course of a decade: $240 billion in net tax revenue from $80 billion in additional
IRS resources; and $460 billion from a new financial reporting regime.

Question. Congressional Budget Office rules prohibit scoring hoped-for but en-
tirely certain revenue from enforcement proposals. Does the Treasury Department
account for CBO’s scorekeeping rules with its $700 billion projection? Does your
higher estimate account for CBO’s scorekeeping rules? If not, how would the
scorekeeping rules alter each projection and by what amount?
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Answer. Many in the academic and policymaking community have written about
the budgetary scorekeeping rules and how they relate to tax compliance efforts. The
nature of these rules is a matter on which those in the official scorekeeping commu-
nity—the OMB, House and Budget Subcommittees, and CBO—will be best posi-
tioned to address. Should I have the privilege of being confirmed, in my role I look
forward to working with these groups and you and your colleagues on this impor-
tant question.

QUESTIONS SUBMITTED BY HON. ROB PORTMAN

Question. I am very concerned by the recent inflation indicators we are seeing.
As you know, a Congressional Budget Office report earlier this year predicted that
we would hit full recovery by the middle of 2021 without additional spending. Yet,
we are seeing even more spending that would continue into next year.

Are you concerned about rising inflation, and how does that change your assess-
ment of additional Federal spending?

Answer. I believe that the current inflation rates we are seeing are indicative of
a robust recovery and likely transitory due to the combined effects of reopening the
economy and supply chain disruptions that are impacting prices in some categories
of durable goods, like motor vehicles. We expect monthly inflation rates to moderate
in the coming months as the effects of stimulus payments wane, supply chain dis-
ruptions ease, and price normalization in pandemic-impacted sectors runs its course.

I believe that the administration’s American Jobs Plan and American Families
Plan will increase the productive capacity of the economy by improving physical in-
frastructure, reallocating workers to higher-paying/higher-productivity industries
like manufacturing, and raising labor force participation by addressing the childcare
and eldercare issues that make it harder for Americans to work. By increasing the
economy’s capacity, the risks of an undesirable future increase in inflation will be
lower, as it means the economy can grow faster and for longer before resource utili-
zation tightens. Additionally, both plans are paid for over time, limiting the near-
term increase in deficits and lowering deficits in the medium term.

Question. I was interested to learn in your writings of your interest in retirement
security—particularly as it relates to lifetime income. You may know that Senator
Cardin and I have a sweeping bipartisan retirement bill. Amongst other changes,
our bill reforms Qualified Longevity Annuity Contracts (“QLACs”) and makes it
easier for retirees to purchase annuity products. This seems to dovetail well with
the work you did at Brookings.

Can you discuss why lifetime income—particularly later in life—is so crucial and
the ways the private sector can play a role here?

Can you commit to working with me on this if confirmed to you role?

Answer. Throughout my career I have been an ardent supporter of more robust
markets for lifetime income products as one strategy for strengthening retirement
security. My focus on this topic was driven, in part, by the belief that one of the
greatest risks in retirement is uncertain lifespans, and this uncertainty can be ad-
dressed through guaranteed lifetime income. Naturally, Social Security plays a crit-
ical role in the provision of this income, but many workers may seek additional op-
portunities to increase their level of guaranteed income beyond their Social Security
benefits—and for these workers increased access to lifetime income products, espe-
cially those that are specifically tailored to address longevity risk, can be welfare
enhancing. This view is in line with the perspective of many other economists who
study aging and retirement policy. If confirmed, I look forward to working with you
on this critical issue.

QUESTIONS SUBMITTED BY HON. JAMES LANKFORD

Question. We've seen comments from several prominent progressive economists
warning of the massive size of the Democrats’ American Rescue Plan—with Larry
Summers even warning that this legislation was the “least responsible macro-
economic policy we've had in the last 40 years,” and that “now, the primary risk
to the U.S. economy is overheating—and inflation.”
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I'm concerned that the level of stimulus—especially as discussion of spending tril-
lions more on infrastructure and in the President’s Budget continues—could lead to
inflation and rising interest costs, and ultimately stall economic recovery.

Just weeks ago, we saw that the Consumer Price Index (CPI) for April 2021 was
up 4.2 percent from that time last year. This is the sharpest year-to-year increase
since September of 2008. I understand that in April of 2020 we were in the midst
of the COVID-19 pandemic, and that we need to be mindful of that when drawing
comparisons. However, I also know that Americans, and my Oklahoma constituents,
are feeling these rising prices directly, as food and household energy costs continue
to rise, and I worry that some of these effects may not be temporary.

Do you agree with Summers and others who warn of these economic risks and
the irresponsibility of such high spending?

Are you concerned by this level of inflation? If not, how long do you expect these
high rates to continue?

Do you think corresponding action will be necessary?

How can we contain overheating risks and promote sustainable recovery and
growth?

Answer. A robust recovery—which I believe we are now seeing—will involve some
degree of transitory inflation, as pandemic-impacted sectors that saw price de-
creases in 2020 return prices to their pre-pandemic levels. Moreover, elevated de-
mand for goods along with supply chain disruption due to the pandemic have led
to some price increases for goods like motor vehicles. I expect the combined effects
or reopening and higher demand due to stimulus payments to moderate in coming
months, bringing inflation rates down. In particular, I expect monthly inflation
rates to return to levels consistent with the Fed’s 2-percent PCE average inflation
target later this year. To be clear, I recognize that even transitory inflation, espe-
cially for essential goods, can be difficult for American families.

Inflation expectations remain within historical ranges, and the Fed retains the
tools to address any inflation risks that materialize in the medium term.

Overall, I believe the American Rescue Plan was fiscally responsible legislation
that sought to quickly end the pandemic and restore the economy to full employ-
ment. At the start of the year, nearly 10 million jobs had been lost since April 2020,
and the course of the pandemic remained highly uncertain. Under these conditions,
the risk of doing too little outweighed the risk of doing too much. The American
Jobs Plan and American Families Plan pose limited inflationary risk, since these
proposals are fully paid for, phase in over the course of multiple years, and mean-
ingfully increase economic potential. Together, these plans will boost productivity
and reduce the odds of undesirable future inflation by investing in infrastructure,
reallocating labor to higher-paying/higher- productivity industries, and increasing
labor force participation by addressing longstanding childcare and eldercare chal-
lenges that serve as a barrier to work.

In assessing the risks, it also important to keep in mind that prior to the pan-
demic, inflation had run below the Federal Reserve’s 2-percent target for a pro-
longed period and inflation expectations were widely regarded as too low. In my
view, the temporary price increases we are seeing today as the economy rapidly re-
opens will not leave a lasting imprint on long-run inflation dynamics.

QUESTION SUBMITTED BY HON. ToDD YOUNG

Question. The Social Impact Partnership to Pay for Results Act (SIPPRA), bipar-
tisan legislation that I led with Senator Bennet and was enacted in early 2018, cre-
ated a new Federal outcomes fund at the Department of Treasury, which you would
oversee as the Assistant Secretary for Economic Policy. State and local jurisdictions
across the country applied for SIPPRA funds. Applications were due on May 22,
2019. That date is significant because, as of this hearing, it was more than 2 years
ago.

After thoroughly reviewing these applications, a bipartisan commission rec-
ommended eight finalists for outcomes-based funding awards. Yet despite a statu-
tory deadline of late November 2019 for the Treasury Department to announce its
first round of awards, 2 years later, only one award has been announced.
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The Federal Government has now taken eight times longer to review applications
than applicants took to create projects and craft proposals. The Federal interagency
review process, after the Commission finished its review process, now stretches into
its nineteenth month. At least one finalist, a project from my home State of Indiana,
exited the process due to this delay.

If confirmed, what steps will you take to avoid further unnecessary delays, and
ensure that this outcomes fund lives up to the full potential envisioned in the origi-
nal bipartisan legislation?

Answer. Prior to serving at the Treasury Department as a counselor to Secretary
Yellen, I served for several years as the chief economist to a non-partisan evidence-
based policy group that advocated for programs, like SIPPRA, that more closely tie
programmatic outcomes to funding. I remain a supporter of these approaches and
hope to have the opportunity to work to ensure effective implementation of the
promising program.

PREPARED STATEMENT OF J. NELLIE LIANG, PH.D., NOMINATED TO BE UNDER
SECRETARY FOR DOMESTIC FINANCE, DEPARTMENT OF THE TREASURY

Chairman Wyden, Ranking Member Crapo, and members of the committee, thank
you for the opportunity to appear before you today. I am honored to have been nomi-
nated by President Biden to be Under Secretary for Domestic Finance at the De-
partment of the Treasury, and by the trust of Secretary Yellen.

I am grateful to the committee for considering my nomination. I am also grateful
for the support of my husband of 37 years, Ken Howard, who is here with me today,
and my children, Greg and Kim. I would also like to recognize my parents, who im-
migrated to this country many decades ago, with very little beyond their values. But
they believed that in this country, if their children went to school, worked hard, and
committed to family and community, they would have many opportunities to con-
tribute to this country’s potential and share in its prosperity.

I am an economist by training and have spent many years in public service. I
have studied and have seen up close how financial institutions and financial mar-
kets affect economic and financial stability. I am committed to applying the insights
frorlr{l this experience, as well as from data, research, and broad outreach, to policy-
making.

The pandemic revealed fragilities in the economy, especially in some communities
that were least able to bear the burden. It also revealed fragilities in parts of our
financial system. If confirmed, I will work to support the President’s and the Treas-
ury Secretary’s priorities to promote a financial system that will lead to more sus-
tainable and equitable economic growth.

In doing so, I will build on the strengths of the U.S. financial system, which is
the world’s strongest, providing trillions of dollars of credit to households, busi-
nesses, and governments each year to support their spending and investments. The
system has demonstrated time and again its ability to adapt to changes in the de-
mand for services and in technology, bringing about significant changes in how fi-
nancial services are delivered. Recent developments in digital assets have the poten-
tial to be even more transformative for financial services.

If confirmed, I look forward to working with members of this committee and oth-
ers to ensure that the evolving financial system continues to meet the needs of the
American people. I will work to improve credit access to underserved communities,
including through the implementation of various programs at Treasury that provide
both capital and technical assistance to small businesses and low-income commu-
nities. In addition, while our dynamic financial system spurs growth, it can also
lead to significant regulatory gaps over time. I will work to ensure that we are
adopting policies that recognize these changes, to ensure consumers and investors
are informed and protected, and that risks to financial stability are mitigated.

In addition, a critical responsibility for Treasury is to manage the costs of govern-
ment financing. The Treasury securities market is the deepest, most liquid market
in the world. The country benefits from the special attributes of Treasury securities,
and I believe it is critical that we ensure that the Treasury market operates well
in periods of stress. If confirmed, I will endeavor to provide an assessment of
changes in this market that have arisen from technological advances and shifts in
market participants’ behavior, and recommend policies, as needed, to ensure a resil-
ient Treasury securities market.
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In short, if I were to have the honor of serving in this role, it will be my priority

to

promote an efficient and stable financial system that can meet the needs of a dy-

namic economy. I recognize that this effort will take constant communication with
the members and staff of this committee. I very much look forward to working close-

ly

with all of you and your colleagues to accomplish these goals.

Thank you again for the privilege of appearing before you today, and I look for-
ward to answering your questions.
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None.

Honors and awards (list all scholarships, fellowships, honorary degrees, hon-
orary society memberships, military medals, and any other special recognitions
for outstanding service or achievement received since the age of 18):

None.

Published writings (list the titles, publishers, dates and hyperlinks (as applica-
ble) of all books, articles, reports, blog posts, or other published materials you
have written):

I have done my best to identify titles, publishers, and dates of books, articles,
reports, and other published materials, including a thorough review of personal
files and searches of publicly available electronic databases. If additional mate-
rials are identified, they will be provided promptly to the committee.

Adrian, Tobias, Federico Grinberg, Nellie Liang, Sheheryar Malik, Jie Yu
(2021), “The Term Structure of Growth-at-Risk,” American Economic Journal:
Macroeconomics (forthcoming).

Liang, Nellie and Pat Parkinson (2020). “Enhancing Liquidity of the U.S. Treas-
ury Market under Stress,” Working Paper, Brookings Hutchins Center #72, Dec.
https: | |www.brookings.edu [ research [ enhancing-liquidity-of-the-u-s-treasury-
market-under-stress /.
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Liang, Nellie (2020). “Corporate Bond Market Dysfunction during COVID-19
and Lessons from the Fed’s Responses,” Working Paper, Brookings Hutchins
Center #69, Oct. https://www.brookings.edu /research [corporate-bond-market-
dysfunction-during-covid-19-and-lessons-from-the-feds-response /.

English, William and Nellie Liang (2020). “Designing the Main Street Lending
Program: Challenges and Options,” Journal of Financial Crises 2(3), 1-40.
hittps:/ | elischolar.library.yale.edu [ journal-of-financial-crises /vol2 [iss3/ 1.

Adams, Patrick, Tobias Adrian, Nina Boyarchenko, Domenico Giannone, Nellie
Liang, and Eric Qian (2020), “What do financial conditions tell us about risks-
to-GDP  growth?” Liberty Street Economics, May 21st. https://
libertystreeteconomics.newyorkfed.org [ 2020/ 05 / what-do-financial-conditions-
tell-us-about-risks-to-gdp-growth.html.

Adrian, Tobias, Fernando Duarte, Nellie Liang, Pawel Zabcyzk (2020). “NKV:
A New Keynesian Model with Vulnerability,” AEA Papers and Proceedings, 110,
May, 470-76.

Liang, Nellie (2020). “Banks should suspend share repurchases for longer,”
April 8th. https:/ /www.brookings.edu [ blog | up-front /2020/04 /08 | banks-
should-suspend-share-repurchases-for-longer/.

Liang, Nellie (2020). “What macroprudential policies are countries using to help
their economies through the COVID-19 crisis,” April 6th. https://www.
brookings.edu [ blog [ up-front /2020/04 /06 | what-macroprudential-policies-are-
countries-using-to-help-their-economies-through-the-covid-19-crisis /.

Liang, Nellie (2020). “The Federal Reserve, which already has moved aggres-
sively, can do more for small businesses,” March 30th. Attps://www.
brookings.edu [ blog [ up-front /2020/03 /30 | the-federal-reserve-which-already-
has-moved-aggressively-can-do-more-for-small-businesses /.

Liang, Nellie (2020). “Three important questions to answer about U.S. financial
stabilization policies amid the coronavirus recession,” convening by Emmanuel
Saez and Gabriel Zucman on the financial crisis, March 24, 2020. Washington
Equitable Center for Growth. https:/ /equitablegrowth.org [ three-important-ques-
tions-to-answer-about-u-s-financial-stabilization-policies-amid-the-coronavirus-
recession /.

Liang, Nellie (2020). “The Fed should clarify how banks can deploy capital and
liquidity,” March 20th. Attps:/ /www.brookings.edu /blog /up-front/2020/03/20/
the-fed-should-clarify-how-banks-can-deploy-capital-and-liquidity /.

Villa, Kadija and Nellie Liang (2020), “What are macroprudential tools?”, Feb-
ruary 11th. https:/ /www.brookings.edu /blog/up-front/2020/02/11/what-are-
macroprudential-tools /.

Edge, Rochelle and Nellie Liang (2020), “Financial Stability Committees and
Basel III Macroprudential Capital Buffers,” Working Paper, Brookings Hutchins
Center #59, Jan. https://www.brookings.edu /research |stronger-financial-sta-
bility-governance-leads-to-greater-use-of-the-countercyclical-capital-buffer /.

First Responders: Inside the U.S. Strategy for Fighting the 2007-2009 Global
Financial Crisis, (2020), editors Ben Bernanke, Timothy Geithner, and Henry
Paulson, with Nellie Liang, Yale University Press.

Liang, Nellie, Meg McConnell, and Phillip Swagel (2020), “Evidence on the Out-
comes from the Financial Crisis Response,” in First Responders: Inside the U.S.
Strategy for Fighting the 2007—-2009 Global Financial Crisis, (2020), editors Ben
Bernanke, Timothy Geithner, and Henry Paulson, with Nellie Liang, Yale Uni-
versity Press.

Alvarez, Scott, William Dudley, and Nellie Liang (2020), “Nonbank Financial
Institutions: New Vulnerabilities and Old Tools.” in First Responders: Inside
the U.S. Strategy for Fighting the 2007-2009 Global Financial Crisis (2020),
editors Ben Bernanke, Timothy Geithner, and Henry Paulson, with Nellie
Liang, Yale University Press.

Aikman, David, Andreas Lehnert, Nellie Liang, and Michele Modugno (2020).
“Credit, Financial Conditions, and Monetary Policy Transmission,” International
Journal of Central Banking, June.

Liang, Nellie (2019), “A risky mix: Looser financial regulations when monetary
policy is easing,” October 15th. https://www.brookings.edu/blog/up-front/
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2019/10/ 15/ a-risky-mix-looser-financial-regulations-when-monetary-policy-is-
easing/.

Adrian, Tobias, Dong He, Nellie Liang, and Fabio Natalucci (2019). “A Moni-
toring Framework for Global Financial Stability,” Staff Discussion Note No. 19/
06, International Monetary Fund, Aug. htips:/ /www.imf.org/en/Publications/
Staff-Discussion-Notes [ Issues /2019 /08 /23 | A-Monitoring-Framework-for-Glob-
al-Financial-Stability-46645.

Kohn, Donald and Nellie Liang (2019), “Understanding the Effects of the U.S.
Stress Tests,” prepared for the Federal Reserve System Conference Stress Test-
ing: A Discussion and Review, July. https:/ /www.brookings.edu /research /un-
derstanding-the-effects-of-the-u-s-stress-tests /.

Liang, Nellie (2019). “Financial Stability and Monetary Policy,” Business Eco-
nomics, Vol 54(3), July. https:/ /doi.org/10.1057 /s11369-019-00123-w.

Adrian, Tobias and Nellie Liang (2019), “How growth-at-risk can help central
bankers gauge financial stability risks,” April 11th. hA¢ps://www.
brookings.edu [ blog [up-front/2019/04 /11 how-growth-at-risk-can-help-central-
bankers-gauge-financial-stability-risks/.

Adrian, Tobias and Nellie Liang (2018), “Monetary Policy, Financial Conditions,
and Financial Stability,” International Journal of Central Banking, Vol 14(1),
pp. 73-131, Jan.

Edge, Rochelle and Nellie Liang (2019), “New Financial Stability Governance
Structures and Central Banks,” Working Paper, Brookings Hutchins Center
#50, Feb. (revised), and in Monetary Policy and Financial Stability in a World
of Low Interest Rates, Reserve Bank of Australia 2017 Conference volume, Jon-
athan Hambur and John Simon (eds.).

Adrian, Tobias, Federico Grinberg, Nellie Liang, and Sheheryar Malik (2018),
“The Term Structure of Growth-at-Risk,” International Monetary Fund WP 18/
180, August 2018; and Brookings Hutchins Center Working Paper #42, Aug.
https: | |www.brookings.edu [ wp-content [uploads /2018 /08 | WP42-NL-up-
dated.pdyf.

Liang, Nellie (2017). “What Treasury’s financial regulation report gets right and
where it goes too far.” June 13th. https://www.brookings.edu/blog/up-front/
2017/06/ 13 | what-treasurys-financial-regulation-report-gets-right-and-where-it-
goes-too-far/.

Liang, Nellie (2017). “Higher capital is not a substitute for stress tests,” April
24th. hitps:/ | www.brookings.edu [ research | higher-capital-is-not-a-substitute-for-
stress-tests/.

Falato, Antonio, and J. Nellie Liang (2016). “Do Creditor Rights Increase Em-
ployment Risk? Evidence from Loan Covenants,” Journal of Finance, vol 71, no.
6, pp. 2545-2590.

Adrian, Tobias, Daniel M. Covitz, and J. Nellie Liang (2015). “Financial Sta-
bility Monitoring,” Annual Review of Financial Economics, vol. 7, pp. 357-395.

Covitz, Daniel, Nellie Liang, and Gustavo A. Suarez (2013). “The Evolution of
a Financial Crisis: Collapse of the Asset-Backed Commercial Paper Market,”
Journal of Finance, vol. 68, no. 3, pp. 815-848.

Liang, Nellie (2014). “Financial Stability: Lessons Learned from the Recent Cri-
sis and Implications for the Federal Reserve,” in Evanoff, Douglas D., Cornelia
Holthausen, George G. Kaufman, Manfred Kremer, eds., The Role of Central
Banks in Financial Stability: How Has It Changed?, World Scientific Studies in
International Economics, vol. 30. Hackensack, NJ and Singapore: World Sci-
entific, pp. 69-81.

Liang, Nellie (2013). “Systemic Risk Monitoring and Financial Stability,” Jour-
nal of Money Credit and Banking, vol. 45, pp. 129-135.

Cordell, Larry, Karen Dynan, Andreas Lehnert, Nellie Liang, and Eileen
Mauskopf (2010). “The Incentives of Mortgage Servicers: Myths and Realities,”
in Kolb, Robert W. ed., Lessons from the Financial Crisis. Hoboken, NJ: John
Wiley and Sons, pp. 231-237.

Brown, Jeffrey R., Nellie Liang, and Scott Weisbenner (2007). “Executive Finan-
cial Incentives and Payout Policy: Firm Responses to the 2003 Dividend Tax
Cut,” Journal of Finance, vol. 62, no. 4, pp. 1935-1965.
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Brown, Jeffrey R., Nellie Liang, and Scott Weisbenner (2007). “Individual Ac-
count Investment Options and Portfolio Choice: Behavioral Lessons from 401(k)
Plans,” Journal of Public Economics, vol. 91, no. 10, pp. 1992-2013.

Brown, Jeffrey R., Nellie Liang, and Scott Weisbenner (2006). “401(k) Matching
Contributions in Company Stock: Costs and Benefits for Firms and Workers,”
Journal of Public Economics, vol. 90, no. 6-7, pp. 1315-1346.

Coronado, Julia, and Nellie Liang (2006). “The Influence of PBGC Insurance on
Pension Fund Finances,” in Blitzstein, David, Olivia Mitchell S. and Stephen
Utkus P., eds., Restructuring Retirement Risks. Oxford and New York: Oxford
University Press, pp. 88-108.

Amromin, Gene, Paul Harrison, Nellie Liang, and Steve Sharpe (2005). “How
Did the 2003 Dividend Tax Cut Affect Stock Prices and Corporate Payout Pol-
icy?”, Finance and Economics Discussion Series 2005-57. Board of Governors of
the Federal Reserve System.

Liang, Nellie (2005). “Are Empowerment and Education Enough? Underdiver-
sification in 401(k) Plans: Comment,” Brookings Papers on Economic Activity,
vol. 2005, no. 2, pp. 202—208.

Helwege, Jean, and Nellie Liang (2004). “Initial Public Offerings in Hot and
Cold Markets,” Journal of Financial and Quantitative Analysis, vol. 39, no. 3,
pp. 541-569.

Amromin, Gene, and Nellie Liang (2003). “Hedging Employee Stock Options,
Corporate Taxes, and Debt,” National Tax Journal, vol. 56, no. 3, pp. 513-533.

Fenn, George W., and Nellie Liang (2001). “Corporate Payout Policy and Mana-
gerial Stock Incentives,” Journal of Financial Economics, vol. 60, no. 1, pp. 45—
72.

Liang, Nellie, and Scott Weisbenner (2001). “Who Benefits from a Bull Market?
An Analysis of Employee Stock Option Grants and Stock Prices,” Finance and
Economics Discussion Series 2001-57. Board of Governors of the Federal Re-
serve System.

Liang, J. Nellie, and Steven A. Sharpe (1999). “Share Repurchases and Em-
ployee Stock Options and Their Implications for S&P 500 Share Retirements
and Expected Returns,” Finance and Economics Discussion Series 1999-59.
Board of Governors of the Federal Reserve System.

Fenn, George W., and Nellie Liang (1998). “New Resources and New Ideas: Pri-
vate Equity for Small Businesses,” Journal of Banking and Finance, vol. 22, no.
6-8, pp. 1077-1084.

Amel, Dean F., and J. Nellie Liang (1997). “Determinants of Entry and Profits
in Local Banking Markets,” Review of Industrial Organization, vol. 12, no. 1,
pp. 59-78.

Fenn, George W., Nellie Liang, and Stephen Prowse (1997). “The Private Equity
Market: An Overview,” Financial Markets, Institutions and Instruments, vol. 6,
no. 4, pp. 1-105.

Helwege, Jean, and Nellie Liang (1996). “Is There a Pecking Order? Evidence
from a Panel of IPO Firms,” Journal of Financial Economics, vol. 40, no. 3, pp.
429-458.

Fenn, George W., Nellie Liang, and Stephen Prowse (1995). “The Economics of
the Private Equity Market,” Staff Studies 168. Board of Governors of the Fed-
eral Reserve System.

Hannan, Timothy H., and J. Nellie Liang (1995). “The Influence of Thrift Com-
petition on Bank Business Loan Rates,” Journal of Financial Services Research,
vol. 9, no. 2, pp. 107-122.

Berkovec, James A., and J. Nellie Liang (1993). “Selection in Failed Bank Auc-
tion Prices: An Econometric Model of FDIC Resolutions,” Finance and Econom-
ics Discussion Series 93—40. Board of Governors of the Federal Reserve System.
Hannan, Timothy H., and J. Nellie Liang (1993). “Inferring Market Power from
Time-Series Data: The Case of the Banking Firm,” International Journal of In-
dustrial Organization, vol. 11, no. 2, pp. 205-218.
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16. Speeches (list all formal speeches and presentations (e.g., PowerPoint) you have
delivered during the past 5 years which are on topics relevant to the position
for which you have been nominated, including dates):

I have done my best to identify speeches and presentations, including a thor-
ough review of personal files and searches of publicly available electronic data-
bases. If additional materials are identified, they will be provided promptly to
the committee.

Economic Policy Issues in the 2020 Presidential Campaign, Princeton Univer-
sity Griswold Center, October 10, 2020 (no text or link available).

The 2020 Treasury Market Conference, hosted by the U.S. Treasury, Federal
Reserve Board, Federal Reserve Bank of New York, Securities and Exchange
Commission, and the Commodities Futures Trading Commission, “Enhancing
the Resilience of the U.S. Treasury Market,” September 29th. https://
www.newyorkfed.org [ newsevents [ events | markets [ 2020/ 0929-2020.

Brookings Papers on Economic Activity conference, Discussant of “Business
Credit Programs in the Pandemic Era,” September 25, 2020, https://www.
brookings.edu [ events | bpea-fall-2020-covid-19-and-the-economy /.

National Bureau of Economic Research, Panel Discussion of COVID-19 and
Macroeconomic Policy, July 8, 2020 (no text or link available).

COVID-19 and the financial system—How resilient are the banks? How are
they supporting the economy?, Brookings Webinar, June 4, 2020. https://
www.brookings.edu | events [ webinar-covid-19-and-the-financial-system-how-resil-
ient-are-the-banks-how-are-they-supporting-the-economy /.

COVID-19 and the financial system—How and why were financial markets dis-
rupted?, Brookings Webinar, May 27, 2020. https:/ /www.brookings.edu /events/
webinar-covid-19-and-the-financial-system-how-and-why-were-financial-markets-
disrupted /.

Government lending to small businesses during COVID-19—Why? How? And
will it work?, Brookings Webinar, April 14, 2020. https:/ /www.brookings.edu/
events | government-lending-to-small-businesses-during-covid-19-why-how-and-
will-it-work /.

Financial regulations and financial stability, Barclays Financial Regulatory
Field Trip, June 18, 2020 (no text or link available).

Bank stress tests, Expert webinar, Evercore ISI, June 30, 2020 (no text or link
available).

Financial stability, Expert webinar, Evercore ISI, May 18, 2020 (no text or link
available).

Macroprudential policies and COVID-19 response. Washington University Exec-
utive education, May 26, 2020 (no text or link available).

Brookings Papers on Economic Activity conference, Discussant of “When is
Growth at Risk?”, March 2020. https:/ /www.brookings.edu /product/brookings-
papers-on-economic-activity-spring-2020-edition /.

Evaluating U.S. financial stabilization measures for COVID-19, Princeton Uni-
versity Benheim Center, March 26, 2020. https:/ | bcf.princeton.edu [ events /nel-
lie-liang-on-evaluating-u-s-financial-stabilization-measures-for-covid-19/.

“The Repo Market Disruption: What happened, why, and should something be
done about it?”, December 5, 2019. Brookings webinar. https://www.
brookings.edu [ events [ the-repo-market-disruption-what-happened-why-and-
should-something-be-done-about-it /.

“Financial Stability and Central Banks,” 25th Anniversary of central bank inde-
pendence, Banco de Mexico, November 1, 2019 (no text or link available).

Risks to financial stability, Bank Credit Analyst, September 2019 (no text or
link available).

Keynote conversation with Randal Quarles, Bipartisan Policy Center, July 11,
2019. https:/ | bipartisanpolicy.org [ event | keynote-conversation-with-randal-
quarles-federal-reserve-vice-chair-monetary-policy-financial-regulation-the-fed /.
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Federal Reserve System Conference, “Stress Testing: A Discussion and Review,”
Federal Reserve Bank of Boston, July 9, 2019. https:/ /www.bostonfed.org | news-
and-events [events 2019 | stress-testing.aspx.

Financial regulations and financial stability, Cornerstone Research, 2018 (no
text or link available).

Macroprudential Stress tests, Moody’s Analytics, 2018 (no text or link avail-
able).

Deutsche Bundesbank, Sveriges Riksbank, and De Nederlandsche Bank, Fifth
Annual Macroprudential Conference, “Financial Stability Committees and the
Basel III Countercyclical Capital Buffer,” May 2019 (no text or link available).

Brookings Institution, September 2018, “The 2007-2009 Financial Crisis: An
Economic Perspective,” (with Andrew Metrick), at Responding to the Global Fi-
nancial Crisis: What We Did and Why We Did it.” Attps:/ /www.brookings.edu /
wp-content [uploads /2018 /08 | Overview-Presentation-9-11-18-FINAL.pdf.

Bank of International Settlements, June 2018, “Progress on Dynamic Macro-
prudential Policies,” at 17th Annual Research Conference (no text or link avail-
able).

Bank of International Settlements, March 2018, “Term Structure of Growth-at-
Risk,” Research Conference (no link available).

Peterson Institute, October 2017, “Rethinking Financial Stability,” at Rethink-
ing Macroeconomic Policy Conference. htips://www.brookings.edu/blog/up-
front /201712 /04 / rethinking-financial-stability-and-macroprudential-policy /.

International Finance and Banking Society, July 2017, Keynote address “Finan-
cial Regulations and Macroeconomic Stability,” Oxford, UK. https://www.
brookings.edu | wp-content /uploads /2017 /07 /liang financialregulationsand
macroeconomicstability.pdf.

ECB Macroprudential Policy and Research Conference, May 2017, paper dis-
cussant (no text or link available).

Reserve Bank of Australia, March 2017, “New Financial Stability Governance
and Central Banks,” at Monetary Policy and Financial Stability in a World of
Low Interest Rates.

Bank of England, Workshop on Macroprudential Policy for Housing, November
2016, “U.S. Implementation of Macroprudential Policies,” panel presentation (no
text or link available).

MIT Golub Center for Finance and Policy, September 2016, “Causes of and Pol-
icy Responses to the U.S. Financial Crisis: What Do We Know Now that the
Dust has Settled?”, Systemic Risk, moderator (no text or link available).

Bank of Canada, CIGI, IMF, Peterson Institute Joint Workshop, May 2016,
“Macroprudential and Monetary Policy in the U.S.,” Reinventing the Role of
Central Banks in Financial Stability (no text or link available).

European Central Bank, April 2016, “Financial Vulnerabilities, Macroeconomic
Dynamics, and Monetary Policy,” paper presentation (no text or link available).

Federal Reserve Bank of San Francisco, March 2016, Discussant of Lars
Svensson, “Cost-Benefit Analysis of Leaning against the Wind: Are Costs Larger
also with Less Effective Macroprudential Policy?”, Macroeconomics and Mone-
tary Policy Conference (no text or link available).

Qualifications (state what, in your opinion, qualifies you to serve in the position
to which you have been nominated):

I am a professional economist with significant expertise in researching policies
to promote a robust and resilient financial system to support economic growth
and financial stability. I was a member of the staff of the Board of Governors
of the Federal Reserve System for more than 30 years. While at the Fed, I held
a number of positions, each with increasing responsibility. In 2010, I was ap-
pointed by the Board to be the first director of what became the Division of Fi-
nancial Stability, created after the financial crisis to coordinate the Board’s
work in this important area. Through my service, I acquired substantial experi-
ence with financial markets and financial institutions, and an understanding of
the major policy issues facing the U.S. to promote a financial system that is effi-
cient and fair. Since leaving the Fed in 2017, I have continued to research
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issues on the financial system and its linkages to economic stability, while a
senior fellow at the Brookings Institution, a visiting scholar at the International
Monetary Fund, and a part-time lecturer at Yale University School of Manage-
ment.

While at the Fed, I advised the Chairperson of the Federal Reserve on risks to
financial stability. I also prepared materials for monetary policy decisions by
the Federal Open Market Committee (FOMC). I regularly briefed the FOMC on
financial market developments and financial stability risks and directed the
briefings of many other staff members. I led a new office, created under Chair-
man Ben Bernanke and expanded under Chair Janet Yellen, to focus specifi-
cally on the Fed’s responsibilities for promoting financial stability. I established
a systematic program to monitor potential risks to financial stability and to de-
velop policy options to address the risks, and that program continues to be used
today. I represented the Board in inter-agency staff groups, including those
sponsored by the U.S. Financial Stability Oversight Council and the Financial
Stability Board, an international body that monitors and makes recommenda-
tions about the global financial system.

I also helped to implement some of the Fed’s emergency responses to the finan-
cial crisis from 2007 to 2009, which were designed to reduce the negative im-
pact of stresses in financial institutions and financial markets on the economy.
I worked directly to design and implement the supervisory stress tests of the
largest banking firms and the Fed’s liquidity programs to help prevent the col-
lapse of the commercial paper market. I recently co-edited a book, “First Re-
sponders,” with Ben Bernanke, Timothy Geithner, and Henry Paulson, to
produce lessons learned from the many government programs taken to respond
to the financial crisis. I believe that this type of book can help future policy-
makers to avoid repeating past mistakes that can lead to prolonged hardships
on many households and businesses.

I have maintained an active research agenda throughout my career. I have pub-
lished original research on a wide range of topics. In recent years, my research
has focused on linkages between the financial system and macroeconomic
growth and stability. Since the onset of the COVID-19 pandemic, I have studied
the functioning of the Treasury securities market, liquidity of corporate bond
markets, and the design of loan programs to support small businesses.

This broad range of experiences will inform my work as Under Secretary of Do-
mestic Finance if I were to be confirmed. I have substantial knowledge and ex-
perience in financial institutions and markets, in periods of calm and in periods
of intense stress. This experience will help me to promote policies to ensure that
the financial system functions efficiently and fairly, providing critical financial
services needed to support economic growth, while protecting consumers and in-
vestors. In addition, I have demonstrated the ability to build and manage a siz-
able, diverse, and highly productive organization when I created a new division
of financial stability at the Fed.

I graduated from the University of Notre Dame in 1979 with a B.A. in econom-
ics, summa cum laude, and from the University of Maryland in 1986 with a
Ph.D. in economics.

B. FUTURE EMPLOYMENT RELATIONSHIPS

. Will you sever all connections (including participation in future benefit arrange-
ments) with your present employers, business firms, associations, or organiza-
tions if you are confirmed by the Senate? If not, provide details.

Yes.

. Do you have any plans, commitments, or agreements to pursue outside employ-
ment, with or without compensation, during your service with the government?
If so, provide details.

Contract with Yale University ends in May 2021.

. Has any person or entity made a commitment or agreement to employ your
services in any capacity after you leave government service? If so, provide de-
tails.

No.

. If you are confirmed by the Senate, do you expect to serve out your full term
or until the next presidential election, whichever is applicable? If not, explain.
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Yes.
C. POTENTIAL CONFLICTS OF INTEREST

. Indicate any current and former investments, obligations, liabilities, or other
personal relationships, including spousal or family employment, which could in-
volve potential conflicts of interest in the position to which you have been nomi-
nated.

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which was developed in consultation with ethics offi-
cials at the Department of the Treasury and the Office of Government Ethics.
I understand that my ethics agreement has been provided to the committee. I
am not aware of any potential conflict other than those addressed by my ethics
agreement.

. Describe any business relationship, dealing, or financial transaction which you
have had during the last 10 years (prior to the date of your nomination), wheth-
er for yourself, on behalf of a client, or acting as an agent, that could in any
way constitute or result in a possible conflict of interest in the position to which
you have been nominated.

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which was developed in consultation with ethics offi-
cials at the Department of the Treasury and the Office of Government Ethics.
I understand that my ethics agreement has been provided to the committee. I
am not aware of any potential conflict other than those addressed by my ethics
agreement.

. Describe any activity during the past 10 years (prior to the date of your nomina-
tion) in which you have engaged for the purpose of directly or indirectly influ-
encing the passage, defeat, or modification of any legislation or affecting the ad-
ministration and execution of law or public policy. Activities performed as an
employee of the Federal government need not be listed.

None.

. Explain how you will resolve any potential conflict of interest, including any
that are disclosed by your responses to the above items. (Provide the committee
with two copies of any trust or other agreements.)

Any potential conflict of interest will be resolved in accordance with the terms
of my ethics agreement, which I understand has been provided to the com-
mittee.

D. LEGAL AND OTHER MATTERS

. Have you ever been the subject of a complaint or been investigated, disciplined,
or otherwise cited for a breach of ethics for unprofessional conduct before any
court, administrative agency (e.g., an Inspector General’s office), professional as-
sociation, disciplinary committee, or other ethics enforcement entity at any
time? Have you ever been interviewed regarding your own conduct as part of
any such inquiry or investigation? If so, provide details, regardless of the out-
come.

No.

. Have you ever been investigated, arrested, charged, or held by any Federal,
State, or other law enforcement authority for a violation of any Federal, State,
county, or municipal law, regulation, or ordinance, other than a minor traffic
offense? Have you ever been interviewed regarding your own conduct as part
of any such inquiry or investigation? If so, provide details.

No.

. Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation? If so, provide details.

No.

. Have you ever been convicted (including pleas of guilty or nolo contendere) of
any criminal violation other than a minor traffic offense? If so, provide details.

No.
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5. Please advise the committee of any additional information, favorable or unfavor-
able, which you feel should be considered in connection with your nomination.

None.

E. TESTIFYING BEFORE CONGRESS

1. If you are confirmed by the Senate, are you willing to appear and testify before
any duly constituted committee of the Congress on such occasions as you may
be reasonably requested to do so?

Yes.

2. If you are confirmed by the Senate, are you willing to provide such information
as is requested by such committees?

Yes.

QUESTIONS SUBMITTED FOR THE RECORD TO J. NELLIE LIANG, PH.D.

QUESTIONS SUBMITTED BY HON. ELIZABETH WARREN

Question. The Treasury Offset Program (TOP) collects past-due Federal nontax
debt and State tax and nontax debt by offsetting Federal payments to individuals.
Under current law, $750 in monthly Social Security benefits is exempted from ad-
ministrative offset, above which 15 percent of benefits may be garnished.! The in-
tent of the exemption is to ensure that offsets do not leave beneficiaries without a
sufficient level of benefits to ensure a basic standard of living. Social Security bene-
fits represent about 33 percent of the income of elderly Americans, and 45 percent
of single elderly beneficiaries rely on Social Security for more than 90 percent of
their income.?

In 1998, the year Treasury regulations implemented the $750 threshold, the
threshold constituted 112 percent of the Federal poverty line for a single adult.?
However, because this threshold was not adjusted for cost of living, an increasing
number of seniors experiencing garnishment are left with monthly benefits well
below the poverty line. According to a 2016 GAO report, the $750 threshold rep-
resented just 76 percent of the 2016 poverty guideline.# Among older Americans
whose Social Security benefits were offset after defaulting on their Federal student
loans, 64 percent had benefits below the poverty line in fiscal year 2015.5 Moreover,
as GAO notes, “a growing number of these older borrowers already received Social
Securit% benefits below the poverty guideline before offsets further reduced their in-
comes.”

Do you believe that $750 a month is a sufficient amount for Social Security bene-
ficiaries who are already struggling to pay their debts to live on? Please explain why
or why not.

As Under Secretary for Domestic Finance, will you commit to revising Treasury
regulations to raise the offset threshold for Social Security and other Federal benefit
payments to at least 150 percent of the Federal poverty line and adjust the thresh-
old for cost of living, before the end of the year?

Will you commit to preserving the 15-percent withholding percentage for Social
Security benefits and other Federal payments above the offset threshold amount?

Do you believe Social Security benefits should be entirely exempted from adminis-
trative offset? Please explain why or why not.

Answer. I understand that Treasury has recently begun a review of its offset pro-
gram to determine whether additional regulatory or statutory changes could make
the system more equitable and to determine what additional protections might as-

131 CFR §285.4.
2Social Security Administration, “Fact Sheet: Social Security,” 2021, htips:/ /www.ssa.gov/
news / press [ factsheets | basicfact-alt.pdf.
3GAO, “Social Security Offsets: Improvements to Program Design Could Better Assist Older
Student Loan Borrowers with Obtaining Permitted Relief,” GAO-17-45, December 2016,
htipfi:/ /www.gao.gov | assets [ gao-17-45.pdf.
1
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sist low-income debtors. If I am confirmed, I look forward to working with others
at Treasury and Congress on this issue.

Question. Student loan debt is crippling millions of families across the country—
especially those borrowers who have defaulted on their loans. Borrowers who have
not made a loan payment for more than 270 days are considered to be in default
and can be subject to offset through the Treasury Offset Program and Administra-
tive Wage Garnishment program.?” As research has shown, these programs may
seize hundreds or thousands of dollars more from student loan borrowers than they
would have been required to pay under an income driven repayment (IDR) plan,
which requires borrowers pay a percent of their adjusted gross income above 150
percent of the Federal poverty line.8

Will you commit to revising the offset formulas under these programs to ensure
that student loan borrowers pay no more than would have been required under an
IDR plan?

Answer. If confirmed, I look forward to engaging with you and your office on
issues related to the offset program. Treasury collects student loan debts through
the Treasury Offset Program (TOP) as directed by the Department of Education and
as required by statute but does not collect these debts through administrative wage
garnishment or use other tools to collect student loan debt. TOP is a collection tool
and referring creditor agencies (not Treasury) determine when and to what extent
they are required to use TOP. If the Department of Education determines that a
debtor is not eligible for offset due to financial hardship (or for some other reason)
or if Education determines that the debtor qualifies for a reduced offset, Treasury
will implement Education’s direction.

Question. The Earned Income Tax Credit (EITC) is one of the government’s most
effective tools to fight poverty, increase financial stability, and promote work among
low-income workers and their families.? Despite the EITC’s importance for sup-
porting working families and their economic mobility, tax refunds received by EITC
recipients who have defaulted on their Federal student loans are subject to offset.
Borrower advocates have documented the harm that EITC offsets cause financially
distressed student loan borrowers, including impairing their ability to get and keep
jobs and pay for basic necessities, and exacerbating housing instability.1? The Treas-
ury Department, however, does not provide public data on the amount and value
of EITC refunds that are seized from borrowers each year.

Do you believe the EITC should be exempt from seizure through the Treasury Off-
set Program? Please explain why or why not.

Will you commit to analyzing and releasing data on the composition of tax refund
offsets to identify how many borrowers have had their EITC seized through the
Treasury Offset Program in recent years?

Answer. My understanding is that this analysis would largely need to be handled
by the IRS. If confirmed, I am committed to requesting a briefing by the relevant
offices to better understand the issue.

Question. I have long been concerned about the practice of sending defrauded bor-
rowers who are eligible for a student loan discharge under Borrower Defense to
Treasury for debt collections and administrative offset. 31 U.S.C. 6402(d) authorizes
the offset of any payments due to an individual against a “past due, legally enforce-
able debt.”!1 In regulations and in a memorandum of understanding between Treas-
ury and Education, the Secretary of Education may only certify debts that it has
affirmatively determined are “legally enforceable.” The Department of Education
has previously argued that even when it is aware that a delinquent student loan

7Federal Student Aid, “Student Loan Delinquency and Default,” https:/ / studentaid.gov / man-
age-loans |/ default.

8Persis Yu, “Pushed into Poverty: How Student Loan Collections Threaten the Financial Secu-
rity of Older Americans,” National Consumer Law Center, May 2017, hitps:/ /www.nclc.org /im-
ages [ pdf/student loans/student-loan-collections-threaten-fin-sec.pdf.

9 Center on Budget and Policy Priorities, “Policy Basics: The Earned Income Tax Credit,” De-
cember 10, 2019, https:/ /www.cbpp.org | research [ federal-tax [ the-earned-income-tax-credit.

10Persis Yu, “Voices of Despair: How Seizing the EITC Is Leaving Student Loan Borrowers
Homeless and Hopeless During a Pandemic,” National Consumer Law Center, July 2020,
hitps: | |www.nclc.org [images [ pdf|student loans | voices-of-despair-seizing-eitc-in-pandemic.pdf.

1131 CFR §6402.
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may be eligible for discharge, and even when a borrower has filed a borrower de-
fense application, it may still refer the debt to Treasury for collection by offset.12

Treasury may define the term “legally enforceable” to clarify that Education can-
not affirmatively determine a debt is legally enforceable where it is aware of actual
or potential grounds for cancellation, whether they have been asserted by the bor-
rower or not. Will you commit to do so?

Answer. Treasury services many types of debts for many Federal and State agen-
cies. The referring creditor agency is responsible for making decisions regarding the
validity or enforceability of the debt. Different rules apply to the many programs
on whose behalf Treasury collects debt, and Treasury does not have the pro-
grammatic expertise or the factual information needed to make appropriate deci-
sions on behalf of the referring agencies. Federal agencies generally can determine
whether a debt is legally enforceable or can determine whether it can suspend debt
collection efforts, such as when a debtor has requested a waiver or review of the
debt.

Question. Last Congress, I introduced S. 2155, the Stop Wall Street Looting Act,
to reform the private equity industry and end abusive leveraged buyouts, and I have
continued my oversight of this industry, particularly throughout the pandemic.13
The private equity industry, which “is behind many of the understaffed and under-
prepared nursing homes through which COVID-19 tore, the surprise medical bills
that will greet those lucky enough to make it home, and the evictions sending peo-
ple out onto the streets amidst a global pandemic,” operates through aggressive fi-
nancial engineering and extracting wealth from target companies, “exploiting tax
loopholes and pushing tax planning to the breaking point.”14

Will you direct the Office of Capital Markets to review and report on the broader
economic impact of private equity investments and their impacts on target compa-
nies, workers, and communities, as well as the tax and fee structures used by pri-
vate equity funds?

Section 120 of the Dodd Frank Act allows the Financial Stability Oversight Coun-
cil (FSOC) to issue recommendations to primary financial regulators “to apply new
or heightened standards and safeguards” of financial activities that could create or
increase the risk of significant liquidity, credit, or other problems speaking among
bank holding companies and nonbank financial companies, financial markets of the
United States, or low-income, minority, or underserved communities.” Do you be-
lieve that the private equity industry has created “significant liquidity, credit, or
other problems” among low-income, minority, or underserved communities?

Answer. The economic and tax issues associated with the private equity industry
are important ones that warrant study. I share your concern that private equity
buyouts can create high leverage for businesses and harm communities. If con-
firmed, I will look forward to working with you to evaluate these issues.

Question. In May 2020, the Federal Reserve, FDIC, and OCC issued a joint in-
terim final rule (IFR) that allowed depository institutions to exclude U.S. Treasury
securities and central bank reserves from the denominator of the Supplementary Le-

12Qrder on Motions for Judgment, Darnelle E. Williams and Yessenia M. Taveras v. Elisabeth
Devos, October 24, 2018, hitps://predatorystudentlending.org/wp-content/uploads/2018/10/
Ruling Williams-v.-DeVos_10.24.18.pdf.

13 Office of Senator Warren, “Warren, Baldwin, Brown, Pocan, Jayapal, Colleagues Unveil
Bold Legislation to Fundamentally Reform the Private Equity Industry,” July 18, 2019, https://
www.warren.senate.gov [ newsroom [ press-releases warren-baldwin-brown-pocan-jayapal-col-
leagues-unveil-bold-legislation-to-fundamentally-reform-the-private-equity-industry; Office of Sen-
ator Warren, “Warren to Private Equity Industry Lobbyists: Don’t Exploit the COVID-19 Pan-
demic to Line the Pockets of the Wealthy at the Expense of Struggling Workers and Commu-
nities,” press release, June 25, 2020, https:/ /www.warren.senate.gov [ oversight [ letters /warren-
to-private-equity-industry-lobbyists-dont-exploit-the-COVID- 19-pandemic-to-line-the-pockets-of-
the-wealthy-at-the-expense-of-struggling-workers-and-communities.

14 American Prospect, “A Day One Agenda for Private Equity,” Eleanor Eagan and Eileen
Appelbaum, August 7, 2020, https:/ /prospect.org [ day-one-agenda / a-day-one-agenda-for-private-
equity/; Private Equity Stakeholder Project, “Dividend Recapitalizations in Health Care: How
Private Equity Raids Critical Health Care Infrastructure for Short Term Profit,” October 20,
2020, https:/ | pestakeholder.org | report/dividend-recapitalizations-in-health-care-how-private-eq-
uity-raids-critical-health-care-infrastructure-for-short-term-profit /.



127

verage Ratio (SLR).1> A month earlier, the Fed granted similar relief at the holding
company level through a separate IFR.16

Do you believe that either of the IFRs were appropriate?

Answer. The Federal Reserve, FDIC and OCC adopted the IFRs in response to
the rush for liquidity and safety in the early stages of the COVID-19 pandemic. The
carveout was temporary and intended to increase the ability of banking organiza-
tions to provide liquidity, by offsetting the pressures on the SLR from Fed asset pur-
chases and resulting increases in bank reserves.

Question. Do you support the inclusion of central bank reserves in the SLR de-
nominator?

Answer. I understand that the Federal Reserve is studying and inviting public
comment on possible modifications to the SLR. As the Fed has acknowledged, it is
important that any changes to the SLR do not erode bank capital levels.

ng}stion. Do you support the inclusion of U.S. Treasuries in the SLR denomi-
nator?

Answer. I believe bank capital levels should not be eroded and that the SLR’s
function as a backstop to risk-weighted capital requirements should be maintained.

Question. Do you believe that modifying the SLR is an appropriate response to
address strains in the Treasury market?

Answer. As noted above, the Federal Reserve, FDIC and OCC adopted the IFRs
in response to the rush for liquidity and safety in the early stages of the COVID-
19 pandemic. The carveout was temporary and intended to increase the ability of
banking organizations to provide liquidity, by offsetting the pressures on the SLR
from Fed asset purchases and resulting increases in bank reserves.

Question. Will you commit to not making any recommendations to the regulatory
agencies that could result in a reduction in capital requirements?

Answer. Increases since the financial crisis in the quantity and quality of capital
have significantly improved the safety and soundness of banking institutions and
the stability of the U.S. financial system. I believe it is important not to erode bank
capital levels.

Question. The Dodd-Frank Wall Street Reform and Consumer Protection Act es-
tablished FSOC to identify risks to the financial system and eliminate expectations
that the government will shield creditors or counterparties from potential losses.l?
FSOC has the ability to designate nonbank financial firms as Systemically Impor-
tant Financial Institutions (SIFIs) that would be subject to enhanced prudential su-
pervision by the Federal Reserve.18

Do you believe there are companies that exist today whose failure would pose a
threat to the financial stability of the United States?

Do you believe that firms above a certain size threshold should be subject to auto-
matic designation as SIFIs?

Please describe the advantages and disadvantages of using activities-based regu-
lation to address financial stability risks in lieu of company-wide designations. Are
there risks that can only be addressed by the former? Are there risks that can only
be addressed by the latter?

Answer. Congress established FSOC to bring together the financial regulatory
community to identify and respond to emerging threats to financial stability and to
promote market discipline. FSOC should have the tools to protect our financial sys-
tem from instability, whether arising from a single firm or the risky products or ac-
tivities of an array of firms. The designation of individual nonbank financial compa-

15 Board of Governors of the Federal Reserve System, “Regulators temporarily change the sup-
plementary leverage ratio to increase banking organizations’ ability to support credit to house-
holds and businesses in light of the coronavirus response,” May 15, 2020, https://www.
federalreserve.gov | newsevents | pressreleases | bereg20200515a.htm.

16 Board of Governors of the Federal Reserve System, “Federal Reserve Board announces tem-
porary change to its supplementary leverage ratio rule to ease strains in the Treasury market
resulting from the coronavirus and increase banking organizations’ ability to provide credit to
households and businesses,” April 1, 2020, Attps://www.federalreserve.gov/newsevents/
pressreleases [ bcreg20200401a.him.

1712 U.S. Code §5322.

1812 U.S. Code §5323.
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nies for Federal Reserve supervision and enhanced prudential standards is one of
the tools Congress provided to FSOC. The Dodd-Frank Wall Street Reform and Con-
sumer Protection Act lists the criteria FSOC must consider in making any designa-
tion. If FSOC were to use this tool, it should do so in a manner that is transparent
and accountable. Other tools may be more appropriate to address risks that stem
not from one firm but from the products or activities of an array of firms. If con-
firmed, I will work closely with FSOC to identify, assess, and to respond to potential
risks using whichever tools would be most efficient and effective given the nature
of the risks.

Question. Last year, Ceres issued a report with recommendations for agencies to
“protect[] the stability and competitiveness of the U.S. economy” due to the “need
to recognize and act on climate change as a systemic risk.”® The report argued that
the “wide-ranging physical impacts” of climate change, “combined with expected
transitions to a net-zero carbon economy and other socio- economic ripples, are like-
ly to manifest in both cumulative and unexpected ways and present clear systemic
risks to U.S. financial markets—and the broader economy.”20 The Commodity Fu-
tures Trading Commission (CFTC) also issued a report that stated that agencies
and regulators “must recognize that climate change poses serious emerging risks to
the U.S. financial system, and they should move urgently and decisively to measure,
understand, and address these risks.”21

Treasury has acknowledged that climate change poses financial risks to banks
and the financial system alike.22 Failing to account for this in bank capital require-
ments would fail to price in the cost of climate risk.

Do you support integrating climate risks into bank capital requirements? Please
explain why or why not.

Will you commit to working with the Federal Reserve and FSOC to integrate cli-
mate risk into bank capital requirements?

Answer. Climate change has already impacted the economy and the financial sec-
tor, with more frequent and severe natural disasters damaging homes, businesses,
and entire communities. These impacts are expected to increase. In addition, the
economic and financial transitions needed to place the economy on a sustainable
path may involve additional financial risks. As a result, it is important that finan-
cial institutions measure, disclose, and manage the risks that climate change poses
to their businesses. Financial regulators must also adjust their regulatory and su-
pervisory approaches in response to new identified risks, to support safety and
soundness and financial stability, consistent with their existing mandates.

Financial regulators have begun work in this area, and Secretary Yellen has iden-
tified climate-related financial risks as a priority for the work of the Financial Sta-
bility Oversight Council. Treasury is also actively engaged in implementing the ex-
ecutive order on climate-related financial risk, issued May 20, 2021, which calls for
a number of steps to address climate-related risks, including the issuance of a report
by FSOC on this topic. I support the assessment of climate-related financial risks
by financial regulators, including work coordinated by FSOC, and steps to address
identified vulnerabilities based on these assessments. It is critical that these assess-
ments proceed in an expeditious and analytically sound manner.

19 Ceres, “Addressing Climate as a Systemic Risk: A call to action for U.S. financial regu-
lators,” June 1, 2020, https:/ /www.ceres.org [ resources [ reports | addressing-climate-systemic-risk.

20]d.

21 Commodity Futures Trading Commission, “Managing Climate Risk in the U.S. Financial
System: Report of the Climate-Related Market Risk Subcommittee, Market Risk Advisory Com-
mittee of the U.S. Commodity Futures Trading Commission,” report, September 2020, https://
wwuw.cftc.gov [ sites | default / files | 2020-09 / 9-9-20%20Report%200f%20the%20Subcommittee%200n
%20Climate-Related%20Market%20Risk%20-%20Managing %20Climate%20Risk %20in %20the%2
0U.S.%20Financial%20System%20for%20posting.pdf; Office of Senator Warren, “Senator Warren
Releases Statement on CFTC Report Concluding that ‘Climate Change Poses a Major Risk to
the Stability of the Financial System,”” press release, September 10, 2020, htips://wwuw.
warren.senate.gov | newsroom | press-releases [ senator-warren-releases-statement-on-cftc-report-con-
cluding-that-climate-change-poses-a-major-risk-to-the-stability-of-the-financial-system.

22“Treasury Announces Coordinated Climate Policy Strategy with New Treasury Climate Hub
and Climate Counselor,” April 19, 2021, https:/ | home.treasury.gov / news/press-releases [jy0134.
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QUESTIONS SUBMITTED BY HON. MIKE CRAPO

Question. The Financial Stability Oversight Council (FOSC), which you would par-
ticipate in if confirmed, has vast authority and unclear objectives. It has the poten-
tial of being an unaccountable roving regulator with enormous authority and power.

Among FSOC authorities are: abilities to break up firms that pose a “grave
threat: to financial stability; ability to designate ‘systemic activities’ and utilities
and subject those designated to heightened oversight and standards; ability to des-
ignate any company for consolidated supervision; among other things.” Many things
in the FSOCs objectives involve undefined, nebulous, concepts such as “financial
stability,” and “systemic risk.” It has been nearly impossible to obtain workable defi-
nitions and measures of those concepts from regulators and authors of Dodd-Frank.
Sometimes, requests for definitions of nebulous concepts such as financial stability
are answered with similarly nebulous concepts, as with saying that: we have finan-
cial stability if we have financial resilience. That, unfortunately, simply moves from
one rung of the ladder of opacity to another.

Similarly, as we have seen with the Volcker Rule, which urged action against
“proprietary trading,” it took many years and hundreds of pages of regulation to at-
tempt to define what that even means. As yet, Congress has not received a working
definition, in the opinion of some. Dr. Liang, given that, if confirmed, you could be
involved in use of enormous power and authority over large sectors of financial mar-
kets and the economy, please respond to the following questions:

How do you define financial stability, and how do you measure whether the finan-
cial system is stable and whether there is a threat to stability?

How do you define systemic risk and what measure do you use to monitor it?
How do you define “excessive risk” and what is the measure used to identify it?

Answer. A stable financial system can be defined as one that is resilient to ad-
verse events and can continue to provide necessary financial services to households
and businesses and not cause serious harm to economic growth. Systemic risks can
arise from financial vulnerabilities, such as high leverage, that amplify adverse
shocks to other parts of the financial system and economy. Financial vulnerabilities
are measured in a number of ways. The annual reports of FSOC and the Office of
Financial Research provide various measures and assessments of vulnerabilities and
potential systemic risks.

Question. Do you believe that a breach of the U.S. statutory debt limit represents
a grave threat to financial stability? If so, is an approaching lapse in the suspension
of the debt limit something that the FSOC should be identifying as an impending
risk to financial stability and responding to?

Answer. I believe Congress should suspend or raise the debt limit in a timely
manner. It is important that the Federal Government honor all of its obligations,
to protect the full faith and credit of the United States. Failure to do so would raise
debt-servicing costs for the U.S. government and cause significant disruptions to the
U.S. and global financial systems. FSOC has addressed these risks in the past, in-
cluding in its 2012 and 2014 annual reports.

Question. Large financial institutions are required to submit “living wills” to regu-
lators, and “stress tests” are performed on those institutions. Part of the reason of-
fered for those examinations of the institutions is that it is instructive to assess
roagmaps of how institutions are arranged, and how they might respond to stressed
conditions.

President Biden, in December of 2020, criticized the Federal Government as hav-
ing been caught off guard and unprepared for cyberattacks, in association with
breaches of the SolarWinds/Orion platform.

Members of the Senate Finance Committee and House Financial Services Com-
mittee during the Obama administration requested, numerous times and through
many mechanisms, detailed information from the U.S. Treasury and Federal Re-
serve about contingency plans at Treasury and the Federal Reserve for any inability
of the Federal Government to make timely payments on Federal debt obligations.
Such an inability could arise because of cyberattacks, a super storm such as Sandy,
breach of the debt limit, or other factors that temporarily knocks out Federal proc-
essing systems in financial networks or legal authorities to pay. Inquiries made of
the Federal Reserve Board and Treasury did not receive adequate or substantive re-
sponses. It took subpoenas from Congress to identify that, in fact, Treasury and the
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Fed do have contingency plans, as we would hope is the case, for confronting emer-
gencies.

If you are confirmed, and if requested, do you commit to providing Finance Com-
mittee members, who have oversight responsibility over Federal debt, with details
of Treasury’s contingency plans for what to do in the event that, for whatever rea-
son (e.g., superstorm, cyberattack, etc.), the Federal Government is temporarily un-
able to make timely payments on debt obligations?

Answer. If confirmed, I am committed to being responsive to all inquiries from
the Senate Finance Committee.

Question. Do you believe that money market funds remain runnable and do you
think they represent threats to financial stability?

Answer. Research indicates that some money market funds faced investor runs in
March 2020. I support regulatory reforms to reduce the risk of investor runs that
lead to severe stresses in short-term funding markets.

Question. Do you believe that tri-party repo trades are, in effect, runnable, do you
think they represent threats to financial stability, and do you think they are stable,
independent of Federal intervention into repo markets?

Answer. Reform efforts in the tri-party repo market following the financial crisis
in 2008 substantially reduced the market’s reliance on intraday credit, thus elimi-
nating a key risk to financial market stability stemming from the tri-party repo
market. In addition, these reforms improved market participants’ risk-management
practices. However, the market may remain vulnerable to collateral fire sales if a
large tri-party repo borrower were to default.

Question. Do you believe that underfunded pensions and other post-employment
benefit (OPEB) promises of State, local, and territorial governments are threats to
financial stability or potential risks to stability of the financial system?

Answer. Underfunded public pension funds are a significant source of fiscal pres-
sure on several U.S. States, territories, and municipalities. The risks presented by
these fiscal pressures upon the financial system warrant ongoing attention. If con-
firmed, I would look forward to working with you on this issue.

Question. Do you believe that climate change is a threat to financial stability and,
if so, what are measures of climate change and the associated connection to finan-
cial stability that Congress should use to monitor developments?

Answer. Climate change has already impacted the economy and financial sector,
with more frequent and severe natural disasters damaging homes, businesses, and
entire communities. These impacts are expected to increase. In addition, the eco-
nomic and financial transitions needed to place the economy on a sustainable path
may involve additional financial risks. As a result, it is important that financial in-
stitutions measure, disclose, and manage the risks that climate change poses to
their businesses. Financial regulators also should adjust their regulatory and super-
visory approaches in response to new identified risks, to support safety and sound-
ness and financial stability, consistent with their existing mandates.

The data, methodologies, and metrics needed to quantify climate-related financial
risks remain under development. U.S. and international financial regulators are en-
gaged in the development of consistent data and metrics. Secretary Yellen has iden-
tified climate-related financial risks as a priority for the Financial Stability Over-
sight Council, which is engaging with regulators to help develop the information
that financial institutions and investors need to make better investment decisions
and mitigate risks to financial stability.

Question. Do you believe that so-called “stakeholder capitalism” and mandated al-
lowance for environmental, social, and governance (ESG) factors in investments by
fiduciaries (including investments covered under ERISA) could pose threats to finan-
cial stability when populist sentiment shifts investor resources rapidly and violently
across firms or entire sectors of the economy?

Answer. Fiduciaries ordinarily have a duty to beneficiaries not to be influenced
by the interest of any third person or by motives other than pursuing financial bene-
fits for those beneficiaries. Some forms of ESG investment can be consistent with
these requirements when the fiduciary’s motive is to benefit the beneficiary by pur-
suing improved risk-adjusted investment returns. Improved disclosure of companies’
ESG factors provides fiduciaries and other investors with better information to pur-
sue such investment strategies. A financial system that provides investors with the
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tools to pursue a variety of investment strategies enables investors to manage their
risks.

Question. Secretary Yellen has identified that she plans to listen to and incor-
porate input from “many stakeholders in developing the administration’s climate
policy.” Since that policy may involve activities you would be involved in, if con-
firmed, will you commit to including Republicans in Congress as stakeholders from
which you will be willing to receive input in developing policy, and will you identify
how you intend to gather the input?

Answer. It is important that policies be based on input from a variety of stake-
holders, including members of Congress. If confirmed, I commit to working with
members of Congress, including Republican members, on a wide range of issues.

Question. Do you believe that climate change poses a systemic risk to the Amer-
ican economy, or a potential systemic risk? If you believe there is a risk or potential
risk, please explicitly define exactly what that is, including what sectors of the econ-
omy are at risk and shares of GDP represented by those sectors.

Answer. The possible risks and impacts may reach across the economy through
the direct impact of climate change on certain regions or economic sectors and
through the spillovers of such impacts through the financial system and broader
economy. Climate change has already impacted the economy and the financial sec-
tor, with more frequent and severe natural disasters damaging homes, businesses,
and entire communities. These impacts are expected to increase and may have
spillovers to the broader economy. In addition, the economic and financial transi-
tions needed to place the economy on a sustainable path may involve additional fi-
nancial and economic risks. In light of these complex channels, climate change may
impact all sectors of the economy through both new risk channels and new invest-
ment opportunities. As a result, it is important that financial institutions measure,
disclose, and manage the risks that climate change poses to their businesses. Finan-
cial regulators must also adjust their regulatory and supervisory approaches in re-
sponse to new identified risks, to support safety and soundness and financial sta-
bility, consistent with their existing mandates.

Financial regulators have begun work in this area, and Secretary Yellen has iden-
tified climate-related financial risks as a priority for the work of the Financial Sta-
bility Oversight Council. Treasury is also actively engaged in implementing the ex-
ecutive order on climate-related financial risk, issued May 20, 2021, which calls for
a number of steps to address climate-related risks, including the issuance of a report
by FSOC on this topic. I support the assessment of climate-related financial risks
by financial regulators, including work coordinated by FSOC, and steps to address
identified vulnerabilities based on these assessments. It is critical that these assess-
ments proceed in an expeditious and analytically sound manner.

Question. If the Federal Reserve in the future adopts yield curve control meas-
ures, how, if confirmed, would you advise the Treasury Secretary regarding coordi-
nation (or not) with the Federal Reserve with respect to implications for any target
by Treasury of the weighted-average maturity of outstanding debt?

Answer. The Federal Reserve is responsible for implementing monetary policy,
while Treasury seeks to fund the government at the lowest cost over time. The two
agencies exercise their respective authorities independently from each other. Treas-
ury does not coordinate with the Federal Reserve with regard to the Federal Re-
serve’s implementation of monetary policy.

Question. The Charles Koch Foundation provided substantial funding to the
Brookings Institution when you worked there, as did many “wealthy corporations”
and billionaires. Given the sensitivity of some to institutional funding, especially
when funding is provided to institutions that include conservative scholars, do you
believe there should be concern that you, in your position, if confirmed, at Treasury
would, as alleged against a conservative scholar in the past “serve the wishes of
wealthy corporations and their billionaire owners?” Do you believe that concerns
about think-tank funders should be limited to organizations that allow scholars to
pursue conservative thoughts?

Answer. I am proud of the work I performed during my long career in public serv-
ice and at the Brookings Institution. If I have the honor to be confirmed at Treas-
ury, I will serve the President and the American people.

Question. Do you believe that underfunded pensions and other post-employment
benefit promises of State, local, and territorial government should be subjected to
stress tests?
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Answer. Underfunded public pension funds are a significant source of fiscal pres-
sure on several U.S. States, territories, and municipalities. The risks presented by
these fiscal pressures on the financial system warrant ongoing attention. If con-
firmed, I plan to study this issue closely.

Question. If confirmed, you would likely provide advice to the Treasury Secretary
on FSOC work. Would you advise that the Treasury Secretary take or urge any ac-
tions to, in effect, resurrect and expand on the “operation chokepoint” efforts of the
Obama administration through regulatory actions to have financial firms channel
or restrict credit according to partisan and normative views, perhaps under the
guise of “reputation risk?”

Answer. I have not previously worked on issues related to your question, but if
confirmed, I would be happy to work with you on this issue.

Question. If confirmed, your work will touch on payment system issues. Recently,
the Federal Reserve has been engaged with “stakeholders” and other central banks
to work on developing a Central Bank Digital Currency (CBDC). As part of that
work, some political advocates would like the Fed to consider construction of a dis-
tributed ledger scheme to enable accounts for all Americans (or, perhaps all resi-
dents of America) which, once an initial signoff from Congress is somehow obtained,
allow the Fed to engage in fiscal policy. Those policies could involve automatic sta-
bilization, such as injections of funds into accounts in downturns or absorption of
funds from accounts in expansions, universal basic income, perhaps with smart con-
tracting allowing the Fed to be able to determine what fund-holders could or could
not purchase in transactions. Do you commit to informing members of this com-
mittee, if confirmed, about any work within the Federal Government, or joint work
of Treasury and the Federal Reserve, on development of a government-provided dig-
ital currency or payment system ledger, and inform members of the committee at
the immediate onset of any such work?

Answer. The Federal Reserve is currently exploring numerous issues associated
with the design of a digital dollar, and Chairman Powell has committed that the
Federal Reserve would not proceed with a digital dollar without support from Con-
gress. Treasury plays a critical role in the operation and maintenance of key sys-
tems of the Nation’s financial infrastructure and has a strong interest in the Na-
tion’s currency. The research and exploration being undertaken by the Federal Re-
serve and others should help us better understand the need for and objectives of
any potential CBDC as well as key design choices and their implications for con-
sumer protection and financial stability. If confirmed, I will promote Treasury’s en-
gagement with Congress and the Federal Reserve on this important issue.

Question. Climate change, we are told by some, involves risks that the Federal
Reserve says we do not yet understand. The Fed also says they are examining impli-
cations of climate change for the economy, financial institutions, and financial sta-
bility. A Fed official identifies that “financial markets face challenges in analyzing
and pricing climate risks.” The President, on May 20th, issued an executive order
on climate-related financial risk, calling, among other things, for the Treasury Sec-
retary, as Chair of the FSOC, to essentially go find those as-yet unknown and not
understood risks.

Do you agree with the Fed that financial markets are challenged in analyzing and
pricing climate risks?

If so, can you identify what those mispriced risks are, and why you know what
they are while others who participate in markets do not?

If you do not know what those risks are, and, if confirmed, wish to assist Treasury
in finding them, please describe the process you will use to discover as-yet undis-
covered risks. Please, also, describe steps you would take to ensure that Treasury
relays the findings immediately upon discovery, and make the discoveries imme-
diately available to the public, if confirmed?

If confirmed, do you commit to identifying to members of this Committee actions
that Treasury may recommend or rules Treasury may propose to alter relevant laws
(e.g., Pub. L. 93-406, “ERISA”; Pub. L. 99-335, “FERS,” and the like) and rules (e.g.,
85 Fed. Reg. 72846; 85 Fed. Reg. 81658) governing the life savings and pensions of
U.S. workers and families as well as things like fiduciary duties prior to taking such
actions or promulgating such rules?

Answer. Climate change has already impacted the economy and the financial sec-
tor, with more frequent and severe natural disasters damaging homes, businesses,
and entire communities. These impacts are expected to increase. In addition, the
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economic and financial transitions needed to place the economy on a sustainable
path may involve additional financial risks. As a result, it is important that finan-
cial institutions measure, disclose, and manage the risks that climate change poses
to their businesses. Financial regulators must also adjust their regulatory and su-
pervisory approaches in response to new identified risks, to support safety and
soundness and financial stability, consistent with their existing mandates.

Financial regulators have begun work in this area, and Secretary Yellen has iden-
tified climate-related financial risks as a priority for the work of the Financial Sta-
bility Oversight Council. Treasury is also actively engaged in implementing the ex-
ecutive order on climate-related financial risk, issued May 20, 2021, which calls for
a number of steps to address climate-related risks, including the issuance of a report
by FSOC on this topic. I support the assessment of climate-related financial risks
by financial regulators, including work coordinated by FSOC, and steps to address
identified vulnerabilities based on these assessments. It is critical that these assess-
ments proceed in an expeditious and analytically sound manner.

_ I believe it is important that Treasury work with members of Congress on these
issues.

Question. While the position to which you have been nominated does not engage
much with Federal tax policy, there are interplays between activities you would be
engaged in, if confirmed, and taxation, and it is presumed that you understand the
administration’s general policies toward taxation. Given that, how would you define
the concept of a taxpaying individual business or company paying its “fair share,”
and how would you advise Treasury?

Answer. As you point out, the position for which I have been nominated is not
responsible for decisions related to Federal tax policy, so I would defer to my col-
leagues on this issue.

Question. Do you believe that tax credit bonds are efficient means of subsidizing
State and local borrowing, and can you explain whether there are disadvantages to
such bonds and, if so, what are the disadvantages?

Answer. I would want to study the issue further. If I am confirmed, I would be
happy to work with your office on this issue or to direct you to the relevant officials
within Treasury.

Question. Tax analysts sometimes use, often in ad hoc ways, a concept of a “nor-
mal return” and sometimes things like “supernormal” returns. As an economist,
what to you is meant by a “normal return” to an economic activity (e.g., to teaching,
or a tech entrepreneur, or an industry sector)? How would you advise, if confirmed,
Treasury to measure normal returns in a particular sector of the economy? As a re-
searcher while you worked at the Brookings Institution, were you earning normal
returns to your human capital, or supernormal returns?

Answer. The measurement of normal and supernormal returns is an important
analytical concept in the economics of the taxation of capital. Loosely speaking, nor-
mal (nominal) returns represent compensation for the time value of money (such as
interest costs) and for the effect of generalized inflation on the value of an asset.
Supernormal returns refer to returns beyond the normal return. My personal exper-
tise in this area is very limited, as I have focused on financial economics and policy,
and I would defer to tax experts within Treasury and elsewhere on the proper meth-
odologies in this technical area, including how to apply the concepts to wage income.

Question. The so-called HEROES Act (H.R. 6800), which passed in the House of
Representatives in May 2020, directs the Federal Reserve, in section 110801, in un-
usual and exigent circumstances, to purchase obligations issued by any State, coun-
ty, district, political subdivision, municipality, or entity that is a combination of any
of the several States, the District of Columbia, or any of the territories and posses-
sions of the U.S. Such purchases would occur within proposed modifications to the
Municipal Liquidity Facility that was established under section 13(3) of the Federal
Reserve Act, and the modifications would have to be made to, among other things,
“ensure that any purchases made are at an interest rate equal to the discount win-
dow primary credit interest rate . . . commonly referred to as . . . the ‘Federal
funds rate’”; and, to “ensure that an eligible issuer does not need to attest to an
inability to secure credit elsewhere.” Given that the Federal funds rate is near zero,
section 110801 in effect requires that the Federal Reserve make near zero interest
rate loans to States, municipalities, and the like, independent of whether those ju-
risdictions are able to secure credit elsewhere—something that turns the Federal
Reserve into an agency providing assistance that is close to grant making.
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Do you support the policies called for in section 1108017

More generally, do you support requiring that the Federal Reserve make loans to
potentially non-creditworthy borrowers at the Federal funds rate?

More generally, do you support allowing the Federal Reserve to make grants to
private or governmental entities, whether under exigent and unusual circumstances
or otherwise?

Answer. I believe that the Federal Reserve’s emergency facilities implemented last
year were successful in promoting the stability of U.S. financial markets. I have not
had an opportunity to study the HEROES Act but would be happy to work with you
on this issue if I am confirmed.

Question. If confirmed, you will participate in oversight of multi-trillion-dollar
markets for Treasury issuances, with obvious implications for exchange rates of ac-
tions taken in managing and regulating activities surrounding Treasury markets.
Do you support a “weak dollar” or “strong dollar” position for Treasury and, which-
ever, please explain what a weak or strong dollar policy means to you.

Answer. The role for which I have been nominated is not responsible for making
determinations regarding the strength of the U.S. dollar, but if confirmed I would
be happy to follow up with you on this issue.

Question. The GSEs—Fannie Mae and Freddie Mac—have been in government
conservatorship for close to 13 years. While some important administrative reforms
have been undertaken in this period, such as the creation of the Uniform MBS and
the credit risk transfer programs, can you discuss the additional reforms you believe
are necessary for the GSEs to operate in a safe and sound manner? How should
Treasury balance protecting the taxpayers’ interest in the GSEs with the need to
advance their housing mission—how do you see this balance playing out?

Answer. I appreciate the considerable effort that you and other members of Con-
gress have devoted to evaluating the U.S. housing finance system and developing
proposed reforms. The Biden administration is committed to housing finance policy
that expands fair and equitable access to homeownership and affordable rental op-
portunities, protects taxpayers, and promotes financial stability. If confirmed, I look
forward to working across the administration and with Congress on housing finance
policy, including regarding the GSEs’ conservatorships.

Question. The Federal Financing Bank is an agency under the purview of the De-
partment of the Treasury. We have seen it be used in some relatively interesting
ways during its tenure, especially during the financial crisis, as liquidity dried up
in the marketplace, including purchasing certificates or securities evidencing undi-
vided beneficial ownership interests in agency-insured loans. As we work to wind
down some of the extraordinary measures put into place to see us through the pan-
demic, can we get your assurance that you will work with Congress prior to enact-
ing any new, extraordinary measures, such as expansion of the FFB?

Answer. The FFB is authorized to purchase obligations issued, sold, or guaranteed
by a Federal agency. As such, it does not have independent authority to extend Fed-
eral credit or assume risk for the taxpayer, but can only provide financing where
Congress has first authorized a program agency to borrow money, guarantee or in-
sure a loan or bond, or sell assets off its balance sheet. If confirmed, I will work
with Congress to ensure use of the FFB is consistent with law and the Federal Gov-
ernment’s policies.

QUESTIONS SUBMITTED BY HON. JOHN THUNE

Question. If confirmed, you would participate in the Financial Stability Oversight
Council, which is in charge of identifying risks to the financial stability of the coun-
try. In terms of risk calculus, it’s becoming popular among some to say that the
debt-to-GDP is no longer meaningful. This year, the Federal Government’s publicly
held debt is projected to reach 102 percent of GDP—the highest debt-to-GDP ratio
since 1946 according to the Congressional Budget Office. And the deficit is expected
to reach 10.3 percent of GDP.

In your judgment, what are the top three risks to the stability of the U.S. finan-
cial system (ex. inflation, cryptocurrency bubble, excessively loose monetary policy)
and how concerning do you find the trajectory of the U.S. deficit?
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Answer. Risks to financial stability can arise from clear threats, such as cyber-
attacks. The increased frequency of cyberattacks is a significant risk to financial
stability. Risks can also arise because the financial system is not sufficiently resil-
ient to events that cannot be reliably predicted. FSOC has announced that it will
be evaluating the resilience of nonbank financial intermediation in light of signifi-
cant stresses in financial markets at the onset of the pandemic in March 2020. In
addition, FSOC has announced that it is working with financial regulators to assess
risks to financial institutions and markets from climate change, arising from more
frequent climate events and transition risks as the economy and financial system
take steps to mitigate the impact of climate change.

With respect to the trajectory of the deficit, I believe the American Rescue Plan
Act of 2021 is helping to preserve the economy’s potential by preventing the loss
of human capital and business enterprise value, which helps the economy’s long-
term fiscal situation. Looking ahead, the President has proposed investments in in-
frastructure and workers to make the economy more productive, and has proposed
\évabys to pay for those investments, mitigating concerns about growth in the Federal

ebt.

Question. If you are confirmed, and if requested, do you commit to providing Fi-
nance Committee members, who have oversight responsibility over the Federal debt,
with timely responses about the statutory debt limit and timelines that Treasury
will engage in so-called “extraordinary measures” to ensure that Treasury can make
all necessary payments and obligations? Would you commit to working with me to
find bipartisan solutions to reduce undue risks associated with the debt limit?

Answer. It is important that the Federal Government honor all of its obligations,
to protect the full faith and credit of the United States. Failure to do so would cause
significant disruptions to the U.S. and global financial systems and raise debt-
servicing costs for the U.S. Government and all other credit instruments that are
benchmarked to Treasury interest rates, including mortgages and corporate debt.

I commit to providing timely responses to inquiries from Finance Committee
members related to the debt limit, and I would be happy to work with you and other
members of Congress to find bipartisan solutions to reduce undue risks associated
with the debt limit.

QUESTION SUBMITTED BY HON. ROB PORTMAN

Question. Independent monetary policy is a cornerstone of our economic growth
and the dollar’s position as a reserve currency.

Can you pledge that you will not only respect the independence of our central
bank, but that you will ensure you never give the appearance of interference in its
decision-making?

Answer. I believe that an independent central bank leads to better macroeconomic
performance. If I am honored to be confirmed, I pledge that I will respect the inde-
pendence of the Federal Reserve in its monetary policy decisions and will not inter-
fere in its decision-making.

QUESTIONS SUBMITTED BY HON. PATRICK J. TOOMEY
MONEY MARKET FUNDS AND OPEN-END MUTUAL FUNDS

Question. If confirmed, will you respect the SEC’s jurisdiction to regulate money
market funds?

Answer. Yes, I will respect the SEC’s jurisdiction.

Question. At a recent Financial Stability Oversight Council (FSOC) meeting, Sec-
retary Yellen expressed potential systemic concerns resulting from “liquidity risks”
associated with open-end mutual funds and money market funds. I'm concerned this
will be used to justify an overreaching regulatory regime for both products.

Do you believe that money market funds should be eliminated as an investment
vehicle?

Answer. Money market funds are a useful investment vehicle and are a source
of demand for short-term debt issuers. However, as events in 2008 and in 2020 have
shown, certain types of money market funds are prone to investor runs during epi-
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sodes of broader market stress. Reforms introduced over the past decade have been
inadequate to eliminate investor runs, and I support additional reforms to make the
funds more robust to future market stress.

Question. Do you support retaining the viability of open-end mutual funds as an
investment vehicle?

Answer. Yes, open-end mutual funds are a useful vehicle for investors and a
source of demand for securities issuers. In 2020, about 47 percent of U.S. households
owned U.S.-registered mutual funds. The Securities and Exchange Commission has
taken steps in recent years to improve the liquidity risk management of open-end
mutual funds and to improve investor awareness of risks. If confirmed, I would be
happy to work with you and your office on the regulation of open-end mutual funds.

Question. Do you believe that the in-kind redemption mechanism for exchange-
traded funds (ETFs) presents different liquidity concerns than cash redemptions
from traditional mutual funds? If you believe there is a difference, please explain
how that affects your views on how to regulate ETFs.

Answer. I believe that any liquidity concerns for ETF's differ from those of tradi-
tional mutual funds, as illustrated in the financial market stress at the onset of the
pandemic in March 2020. The Securities and Exchange Commission has been re-
viewing its ETF regulations in recent years, and if confirmed, I would look forward
to engaging with them on this issue.

Question. You have previously argued that the SEC’s 2014 rules governing money
market funds are “working well.” However, the March 2020 market volatility dem-
onstrated that the new gates established by these rules actually led to less stability
and greater volatility by creating a “first mover advantage.”

In light of this experience, have your views on the structure of money market
fund regulation evolved? Please explain why or why not.

Answer. Research on the events of March 2020 showed that the option for certain
types of money market funds to impose redemption fees or gates during times of
stress appear to have had the effect of exacerbating the problems faced by these
funds. I support revising the regulations applicable to these funds to reduce the risk
of investor runs and to make money market funds more robust to future stress
events.

Question. On December 22, 2020, President Trump’s Working Group on Financial
Markets issued a report on the March 2020 pressures in the short-term funding
markets and the resulting adverse effects on money market funds. The report iden-
tified 10 potential money market fund reforms without recommending any par-
ticular reform.

Which, if any, of these reforms do you support?

Answer. The SEC issued a public request for comment on the President’s Working
Group report and currently is evaluating the comments in considering potential re-
forms. I have not studied the report sufficiently to identify which of its reform op-
tions would most efficiently and effectively reduce money market funds’ risk of in-
vestor runs, but if confirmed, I would look forward to addressing this issue.

Question. In October 2017, the Treasury Department released a report and rec-
ommendations on asset management and insurance.

Which recommendations in the report, if any, do you agree with?

Answer. The U.S. asset management and insurance industries facilitate the deep-
est and most liquid capital markets in the world and provide diverse investment op-
portunities for investors while offering critical services to consumers. I have not
studied all the recommendations in the 2017 report, but I support the general prin-
ciples that we should protect U.S. interests in international standard-setting and we
should avoid duplicative and conflicting standards. If confirmed, I look forward to
working with you to see how Treasury can strengthen our asset management and
insurance industries while ensuring strong investor protections and promoting sus-
tainable economic growth.

Question. On July 12, 2016, former Federal Reserve Governor Daniel Tarullo de-
scribed the term “shadow banking” as evoking a “sense of something hidden, furtive
even” in a speech.

Do you believe this term should apply to open-end mutual funds registered with
the SEC?
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Answer. Financial services in this country are provided by a variety of types of
financial institutions and arrangements. That diversity is a strength of our financial
system. I believe that a useful categorization of the financial sector is between bank
and nonbank financial intermediation. I would place open-end mutual funds reg-
istered with the SEC in the nonbank financial intermediation category.

Question. In 2018, the House of Representatives voted 406—4 in favor of the JOBS
and Investor Confidence Act. Section 1501 of that legislation would have replaced
the Dodd-Frank Act’s stress test requirement applicable to SEC- and CFTC-regu-
lated entities with an authorization to adopt rules requiring periodic analyses of fi-
nancial condition, including available liquidity, of such entities under adverse eco-
nomic conditions.

Do you support this modification that the JOBS and Investor Confidence Act
would have made?

Answer. I believe that risks from SEC- and CFTC-regulated entities that are sub-
ject to the Dodd-Frank Act’s stress tests are different from the risks posed by the
largest, most complex banking organizations, and that regulations should reflect the
differences in their risks.

SYSTEMIC RISK

Question. I am concerned about the FSOC’s designations of Systemically Impor-
tant Financial Institutions (SIFIs). A SIFI designation is troubling in part because
it creates moral hazard: it formalizes an institution’s “too big to fail” status and cre-
ates the expectation that the taxpayers will bail out a SIFI that falls into financial
distress. Also troubling is FSOC’s history of exercising its SIFI designation powers.
Under the Obama administration, FSOC made overreaching SIFI designations of
non-banks in a manner completely lacking transparency, and without providing a
clear path for de-designation.

In 2019, FSOC issued a policy that made several improvements to the non-bank
designation process. These included emphasizing that designation is a last resort,
requiring cost-benefit analysis and an assessment not only of the impact of a risk
but also the likelihood that it will be realized, as well as creating both pre-
designation and post-designation “off-ramps” to help firms and regulators avoid or
reverse SIFI designation by mitigating systemic risks.

Will you commit that, if confirmed, you will support ensuring that FSOC: con-
tinues to treat SIFI designation as a last resort; maintains a transparent process
for SIFI designation; conducts robust cost-benefit analysis for all designations; and
provides institutions with the opportunity to avoid designation and, if designated,
a path to reverse such designation?

Answer. Congress established FSOC to bring together the financial regulatory
community to identify and respond to emerging threats to financial stability and to
promote market discipline. FSOC should have the tools to protect our financial sys-
tem from instability, whether arising from a single firm or the risky products or ac-
tivities of an array of firms. The designation of individual nonbank financial compa-
nies for Federal Reserve supervision and enhanced prudential standards is one of
the tools Congress provided to FSOC. The Dodd-Frank Act lists the criteria FSOC
must consider in making any designation. If FSOC were to use this tool, it should
do so in a manner that is transparent and accountable—and FSOC should maintain
clear procedures regarding how a designated firm may seek to have its designation
rescinded. Other tools may be more appropriate to address risks that stem not from
one firm but from the products or activities of an array of firms. If confirmed, I will
work closely with FSOC to identify, assess, and to respond to potential risks using
whichever tools would be most efficient and effective given the nature of the risks.
Similarly, opportunities to avoid designation or to reverse a designation should be
transparent and accountable.

Question. Under what conditions, if any, would you advise Secretary Yellen to
support the FSOC or the Financial Stability Board (FSB) designating mutual funds,
ETFs, and money market funds as non-bank SIFIs?

Answer. I believe that FSOC should use the tools provided by the Dodd-Frank Act
to protect our economy from systemic risks. The Secretary has said that while des-
ignation may be an appropriate tool to address certain risks arising from an indi-
vidual firm, other tools may be more appropriate to address risks that arise from
the products or activities of an array of firms.
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Question. Asset managers provide investment advice to clients. They do not bear
the risk of investments made by their clients. Asset managers do not own the assets
that they manage.

Should asset managers be designated by the FSOC or the FSB as non-bank
SIFIs? If so, under what conditions?

Answer. While designation can be an important tool to address potential risks as-
sociated with a nonbank financial company, other tools may be more appropriate for
addressing vulnerabilities arising from products or activities of an array of firms,
such as asset managers.

CAPITAL MARKETS

Question. Despite the efforts of the SEC over the past 4 years, it still appears to
be too costly for a company to go and stay public. Going public used to be a capital-
raising event but it is now all too often a liquidity event for early investors like ven-
ture capital funds and a company’s founders. The 1990s saw an average of around
550 IPOs annually. During the last decade, the number of IPOs were almost one-
third that figure, at around 200 annually. Similarly, during the 1990s there was an
annual average of about 7,200 total public companies. Now, there are 40 percent
fewer public companies, with an annual average of around 4,300 public companies.

Do you agree that part of the IPO decline can be addressed by lowering the costs
of going and staying public?

Answer. Many factors, including the costs of going and staying public, have influ-
enced the number of new IPOs and the current number of listed public companies
in the U.S. If I am confirmed, I will work to promote access to capital for U.S. com-
panies and expand investment opportunities for U.S. investors.

Question. In October 2017, the Treasury Department released a report and rec-
ommendations on improving the capital markets.

Which recommendations in the report, if any, do you agree with?

Answer. The U.S. capital markets provide critical capital for businesses, diverse
investment opportunities for investors, and important services for consumers. If con-
firmed, I would work to promote the strength of U.S. capital markets and a financial
system that will lead to sustainable economic growth. If confirmed, I would be
happy to work with you on achieving this mission.

Question. Going public may not be appropriate for all businesses, such as a small
family-run business. Private markets play an important role in capital formation
and job creation. Two years ago, new companies accounted for more than 25 percent
of all employment gains. According to the SEC, in 2019, registered offerings ac-
counted for $1.2 trillion (30.8 percent) of new capital raised, while exempt offerings
accounted for approximately $2.7 trillion (69.2 percent) of new capital raised.

Do you agree that private markets are important to the economic growth of the
United States?

Answer. Yes, both public and private capital markets are important to U.S. eco-
nomic growth, as each entails features that help meet the capital needs of compa-
nies of various sizes and in various stages of development.

Question. A small business in need of $500,000 often cannot raise that amount
of funds from friends and family. However, $500,000 is often too small of an amount
for a bank to make a loan or a venture capital firm to make an investment in a
small business.

How would you encourage further capital formation to fill this need?

Answer. Small businesses are a vital part of the U.S. economy. The Treasury De-
partment has long supported programs, such as the Jumpstart Our Business
Startups (JOBS) Act and the State Small Business Credit Initiative (SSBCI), aimed
at increasing access to capital for small businesses. Unfortunately, some businesses
continue to face challenges in raising the capital they need to flourish. The Biden
administration has led on this issue, improving access to funding for small busi-
nesses through the American Recovery Plan. If I am confirmed, I look forward to
working with you to improve access to credit and capital for small businesses.

Question. Entrepreneurs, including minority and female entrepreneurs, need cap-
ital to transform their ideas into new businesses that will create jobs.
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Would minority and female entrepreneurs benefit from more opportunities to
raise capital in the private markets?

Answer. Access to capital is a significant barrier to minority and female entre-
preneurs who seek to create jobs and grow wealth in their communities. I strongly
support the Biden administration’s critical investments, including those being imple-
mented now by Treasury, that expand access to entrepreneurial capital. More oppor-
tunities to raise capital would benefit entrepreneurs and communities and is impor-
tant for U.S. economic growth.

Question. Retail investors could benefit from increased diversification of their in-
vestment portfolios and potentially higher investment returns if they had greater
access to private investments, such as venture capital and private equity. Defined
benefit plans frequently invest a portion of their assets in private investments. A
2018 study by the Center for Retirement Research indicates that a defined benefit
plan may hold, on average, 19 percent of its assets in private investments. However,
most Americans do not have a defined benefit plan and currently there is very little
or no exposure to private investments in target date funds offered by employers’
401(k) plans.

Do you support providing employees at least a limited exposure to private invest-
ments through diversified funds with long investment horizons, such as target date
funds designed for workers with a retirement date more than 20 years in the fu-
ture?

Answer. I support policies that can help employees and other retail investors
build wealth in order to save for a secure retirement. There are many important
differences between investing in public and private markets, and between the struc-
tures and goals of defined benefit and defined contribution plans. If I am confirmed,
I look forward to working with you on this issue.

CLIMATE

Question. In May 2021, President Biden issued an executive order on climate-
related financial risks, which directs the Treasury Department to issue a report on
how such risks could be incorporated into financial regulation and supervision. I am
very troubled by the potential misuse of financial regulation to further environ-
mental policy objectives.

Do you believe it is appropriate for financial regulators to engage in environ-
mental policy and, if so, under what authority?

Answer. Climate change has already impacted the economy and the financial sec-
tor, with more frequent and severe natural disasters damaging homes, businesses,
and entire communities. These impacts are expected to increase. In addition, the
economic and financial transitions needed to place the economy on a sustainable
path may involve additional financial risks. As a result, it is important that finan-
cial institutions measure, disclose, and manage the risks that climate change poses
to their businesses. Financial regulators must also adjust their regulatory and su-
pervisory approaches in response to new identified risks, to support safety and
soundness and financial stability, consistent with their existing mandates.

Financial regulators have begun work in this area, and Secretary Yellen has iden-
tified climate-related financial risks as a priority for the work of the Financial Sta-
bility Oversight Council. Treasury is also actively engaged in implementing the ex-
ecutive order on climate-related financial risk, issued May 20, 2021, which calls for
a number of steps to address climate-related risks, including the issuance of a report
by FSOC on this topic. I support the assessment of climate-related financial risks
by financial regulators, including work coordinated by FSOC, and steps to address
identified vulnerabilities based on these assessments. It is critical that these assess-
ments proceed in an expeditious and analytically sound manner.

BANK CAPITAL

Question. You have previously acknowledged that leverage capital ratios should
serve as a simple and transparent backstop to risk-based capital ratios. Yet, as the
Federal Reserve continues to rapidly expand its balance sheet with at least $120
billion in assets purchases per month, bank balance sheets continue to grow, putting
further pressure on the leverage ratios.

If confirmed, what steps would you take to ensure that leverage ratios continue
to serve as a backstop rather than a binding constraint?
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Answer. Leverage ratios are an important backstop to the risk-based capital re-
quirements of banking organizations. I support the banking regulators’ efforts to
consider the appropriate setting of leverage ratios in light of changes in reserves.
{ alio support regulators’ efforts to ensure that changes do not erode bank capital
evels.

TREASURY MARKET

Question. Over the past few years, there have been several disruptions in the U.S.
Treasury market (both cash and futures), which is generally considered to be the
deepest and most liquid market in the world. In response to these disruptions, you
have endorsed four specific regulatory reforms: a new standing repo facility, manda-
tory central clearing, amendments to bank capital rules, and additional data collec-
tion.

If confirmed, how would you prioritize this effort? What steps would you take to
ensure that any reforms do not further disrupt the Treasury market?

Answer. I am deeply committed to promoting the strength and resilience of the
U.S. Treasury market. Treasury is engaged in an interagency process to study re-
cent disruptions to the Treasury market and will consider a range of potential policy
proposals. If confirmed, I would be happy to discuss this important issue with you
and your staff.

Question. While FINRA-registered broker-dealers are required to report their
trading activities of Treasury securities to TRACE, other Treasury market partici-
pants are not required to do so.

What do you believe would be the most important benefits with obtaining more
complete market transaction data?

Answer. Addressing TRACE data gaps will help to make available the necessary
information to adequately monitor liquidity conditions in the Treasury market,
which will help enable us to identify any vulnerabilities over time in this vital mar-
ket.

Question. Some observers of the Treasury market have expressed concerns about
regulatory fragmentation, with responsibilities divided between five or more agen-
cies.

Do you believe that the current regulatory framework for oversight of the Treas-
ury market is adequate? If not, what changes do you believe should be made?

Answer. I agree with the observation that the current regulatory framework suf-
fers from some degree of fragmentation and there are likely opportunities to be
found that could reduce fragmentation and create greater efficiencies.

That said, the current regulatory system is working; the regulatory agencies have
good working relationships and have been able to work jointly to address financial
market regulatory issues that have arisen.

HOUSING FINANCE REFORM

Question. Over the last several Republican and Democratic administrations, the
Treasury Department has played an active role in advocating reform of the housing
finance system.

Do you believe Treasury should continue to play a leadership role in housing fi-
nance reform?

Answer. I appreciate the considerable effort that you and other members of Con-
gress have devoted to evaluating the U.S. housing finance system and developing
proposed reforms. The Biden administration is committed to housing finance policy
that expands fair and equitable access to homeownership and affordable rental op-
portunities, protects taxpayers, and promotes financial stability. If confirmed, I look
forward to working across the administration and with Congress on housing finance
policy, including regarding the GSEs’ conservatorships.

Question. In January 2021, the Treasury Department and FHFA amended the
Preferred Stock Purchase Agreement with each GSE to provide that Treasury will
deliver to Congress a housing finance reform proposal by the end of September
2021.

If confirmed, will you work to ensure that Treasury delivers that proposal by Sep-
tember, if not sooner?
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Answer. Treasury is assessing the GSEs’ current status, including the recent
amendments to the PSPAs, in addition to implementing programs authorized in the
American Rescue Plan to help homeowners and renters. If confirmed, I will work
to ensure that Treasury engages with Congress on housing finance reform in a time-
ly manner.

QUESTIONS SUBMITTED BY HON. ToDD YOUNG

Question. Since the onset of the coronavirus pandemic, the United States govern-
ment has pumped trillions of dollars into the economy and swelled the money sup-

ly. Since the start of his term in office, President Biden has laid out plans for over
57 trillion in Federal spending. We have heard from Secretary Yellen that Repub-
licans’ inflation concerns arising from this staggering government spending were
outweighed by the need for additional stimulus, despite the fact that a trillion dol-
lars of COVID relief had yet to be spent prior to the passage of the $1.9-trillion
American Rescue Plan Act.

What macroeconomic effects from this Federal spending spree should we expect
over the next several years?

Given the April CPI revealed the largest increase in inflation since 2008, do you
agree with Secretary Yellen’s recent comments at the Wall Street Journal’'s CEO
Council Summit that there is no real inflation problem brewing?

Are you concerned about any effects that further spending—as proposed by the
President, despite the trillions in deficit spending already passed into law—will
have on our economy over the next few years?

Answer. The American Rescue Plan Act of 2021 provided critical assistance to
household, businesses, and communities so that they could weather the severe ad-
verse effects of the COVID pandemic. This assistance will strengthen the economic
recovery and help to preserve the economy’s potential. I support the President’s pro-
posed additional investments in infrastructure, families, and workers, which will in-
crease productivity and boost U.S. economic growth in coming years. In addition, the
President has proposed increased revenues to pay for these investments and to miti-
gate debt growth. It is important to monitor risks and to respond appropriately if
risks materialize.

Question. The $2-trillion “COVID relief” bill that was passed by Congress this
March without bipartisan support included hundreds of billions of dollars in unre-
lated or unnecessary spending. For example, $350 billion was directed towards State
and local aid funds despite recent analysis showing State revenues making a strong-
er comeback than expected: Bureau of Economic Analysis data reveals that State
and local revenue last quarter was roughly 7 percent above pre- pandemic levels be-
fore accounting for Federal funding, and California Governor Gavin Newsom an-
nounced an enormous $75 billion budget surplus for the State despite it receiving
the largest share of the State funding in the American Rescue Plan.

Do you believe this deficit spending is a responsible use of Federal dollars?

If the coronavirus pandemic subsides with trillions of relief dollars in reserve,
should such funds be returned to the Treasury—in other words, returned to tax-
payers? If no, why not?

Answer. If confirmed for this position, one of my responsibilities would be to over-
see the financing of the Federal Government’s obligations, but determinations re-
garding the appropriate level of spending and whether to redirect previously appro-
priated funding are made by Congress.

If confirmed, I would support following all applicable requirements regarding the
disposition of any unused relief funds.

FoLLoOwW-UP QUESTIONS SUBMITTED FOR THE RECORD
TO J. NELLIE LIANG, PH.D.

FoLLow-UpP QUESTIONS SUBMITTED BY HON. MIKE CRAPO

Question. The Financial Stability Oversight Council (FSOC), which you would par-
ticipate in if confirmed, has vast authority and unclear objectives. It has the poten-
tial of being an unaccountable roving regulator with enormous authority and power.



142

Among FSOC authorities are: abilities to break up firms that pose a “grave threat
to financial stability; ability to designate ‘systemic activities’ and utilities and sub-
ject those designated to heightened oversight and standards; ability to designate any
company for consolidated supervision; among other things.” Many things in the
FSOCs objectives involve undefined, nebulous concepts such as “financial stability,”
and “systemic risk.” It has been nearly impossible to obtain workable definitions
and measures of those concepts from regulators and authors of Dodd-Frank. Some-
times, requests for definitions of nebulous concepts such as financial stability are
answered with similarly nebulous concepts, as with saying that: we have financial
stability if we have financial resilience. That, unfortunately, simply moves from one
rung of the ladder of opacity to another.

Similarly, as we have seen with the Volcker Rule, which urged action against
“proprietary trading,” it took many years and hundreds of pages of regulation to at-
tempt to define what that even means. As yet, Congress has not received a working
definition, in the opinion of some. Given that, if confirmed, you could be involved
in use of enormous power and authority over large sectors of financial markets and
the economy, please respond to the following questions.

How do you define financial stability, and how do you measure whether the finan-
cial system is stable and whether there is a threat to stability?

Follow-up: The question I posed identifies that “sometimes, request for definitions
of nebulous concepts such as financial stability are answered with similarly nebu-
lous concepts, as with saying that: we have financial stability if we have financial
resilience.” Your response begins with: “A stable financial system can be defined as
one that is resilient. . . .” Defining nebulous things with reference to other nebu-
lous things is not instructive. Your response then ends by saying that there are a
number of ways to measure financial vulnerabilities. My question is: how do you,
with your experience, define and measure financial stability?

Answer. I agree financial stability is difficult to measure precisely, in the same
way it is difficult to measure economic stability. I believe a working framework for
assessing financial stability is in terms of risks, which reflects the interaction of pos-
sible external shocks to the financial system and the resilience of the financial sys-
tem, which measures the ability of the financial system to either absorb or signifi-
cantly amplify negative shocks and damage real economic activity.

Large negative shocks increase risks to financial stability, but such shocks, by def-
inition, are difficult to predict. The resilience of a financial system can be assessed
by its vulnerabilities. Substantial research on historical financial crises spanning
decades and across many countries point to some common financial vulnerabilities.
Key financial vulnerabilities include high leverage of financial intermediaries; sig-
nificant mismatches between the funding of their assets and the maturity, liquidity,
or currency of their liabilities; and complex interlinkages across financial inter-
mediaries. Financial systems with such vulnerabilities are more likely to become
dysfunctional when large negative shocks occur, severely disrupting the provision of
credit and other financial services, which increases the risk of severe recession and
failures of financial intermediaries that could require taxpayer support. Such insta-
bility is more likely when vulnerabilities are at large, complex financial institutions,
as strains at such institutions have been shown to be accompanied by spillovers
across the financial system through direct connections and contagion.

The additional information of the concept of resilience can be illustrated by an ex-
ample. Financial institutions can suffer losses because of significant negative shocks
to the value of their assets. Such losses would not indicate heightened risks to fi-
nancial stability if the financial institutions had sufficient capital and stable fund-
ing and were able to bear the losses on their own, without transmission to other
firms or the financial system. But if the initial losses were to raise significant con-
cerns about solvency or liquidity risks at other firms owing to interlinkages, the
losses would be transmitted and could be amplified further if the other firms were
also highly levered and had significant funding mismatches. These potential follow-
on effects—and risks to financial stability—are greater when these vulnerabilities
are higher and resilience is lower.

While assessing vulnerabilities is not simple, financial stability monitoring frame-
works have made progress in measuring financial vulnerabilities, including frame-
works to which I have contributed in research papers. These frameworks emphasize
that there are numerous ways to measure financial vulnerabilities and that such
assessments must look beyond simple single indicators. As an example, there are
many ways to measure leverage in the financial system, each of which informs as-



143

sessments of financial vulnerabilities at the many different types of financial inter-
mediaries in the United States. For banks, various financial stability reports for the
United States, including from FSOC, OFR, and the Federal Reserve, cite several
regulatory risk-weighted capital ratios and supplementary leverage ratios, as well
as market-based measures of the probability of default of the largest banking firms
and capital buffers under the Federal Reserve’s CCAR assessments. For leverage in
other parts of the financial sector, these reports may include equity-to-asset ratios
for broker-dealers, insurers, and private funds; margins at CCPs; and surveys of
terms and standards of credit provided to financial firms.

All of these reports recognize that any individual measure is not sufficient to
measure leverage for all types of financial firms and over time. In addition, meas-
urement itself may change behavior, and it is important for monitoring frameworks
to update measures to reflect any changes.

If confirmed, I would be happy to discuss with you and your staff these issues
related to measuring resilience and risks to financial stability.

Question. How do you define systemic risk and what measure do you use to mon-
itor it?

Follow-up: Your response seems to say that: systemic risks can arise from finan-
cial vulnerabilities, and vulnerabilities can be measured in many ways. Given that
you, if confirmed, may impose guidance, rules, or regulations governing significant
amount of resources under the guise of protecting the financial system from risks
and vulnerabilities, it is instructive to know how you would propose risks or vulner-
abilities be measured. Multiple measures provide insights, but also degrees of free-
dom to impose arbitrary and capricious rules and regulations. So, can you provide
a definition and measure(s) of systemic risk or vulnerabilities that are limiting?

Answer. Systemic risk is the likelihood that liquidity pressures, losses, or failures
of individual financial intermediaries spill over to the broader financial system and
economy, increasing the risk of a severe recession and need for taxpayer support to
prevent the disorderly failure of a financial institution.

There is ongoing research to develop measures of systemic risk. This research
demonstrates the value of considering a wide range of metrics. Some examples in-
clude measures of financial contagion based on market prices, which indicate when
an individual firm failure would be more likely to spread to other financial institu-
tions. Other approaches look at financial vulnerabilities and gauge the degree of
systemic risk by quantifying the degree to which such measures are useful predic-
tors of severe economic recessions and financial crises. For example, some research
points to excess growth in nonfinancial credit-to-GDP ratios as a reliable predictor
of financial crises, where excess is defined as growth rates higher than rates in the
previous business cycle expansion. Other work, including by me, has explored
whether indicators of higher financial sector leverage or looser-than-average finan-
cial conditions are able to predict the probability that a recession will be more se-
vere. This type of research provides some guidance, but not rules, for how authori-
ties could assess if systemic risk was elevated relative to historical experience.

Given the limited experience with specific measures of systemic risk, I would not
support focusing on a narrow set of measures. At the same time, I believe it is im-
portant to monitor vulnerabilities and consider how they could propagate and am-
plify possible negative shocks to the broader financial system and economy when
such vulnerabilities are meaningfully higher than historical averages or in ranges
that have increased the probability of severe recessions or financial crises in the
past.

If confirmed, I would be happy to discuss with you and your staff issues related
to measuring systemic risk and risks to financial stability.

Question. Do you believe that a breach of the U.S. statutory debt limit represents
a grave threat to financial stability? If so, is an approaching lapse in the suspension
of the debt limit something that the FSOC should be identifying as an impending
risk to financial stability and responding to?

Follow-up: (i) Your response puts forward your belief that Congress should sus-
pend or raise the limit. Do you agree that suspending or raising the limit cannot
be done by Congress alone?

Answer. It is my understanding that suspending or raising the debt limit must
be accomplished in legislation passed by Congress and signed into law by the Presi-
dent.



144

Follow-up: (i1)) Do you believe that a breach of the limit represents a grave threat
to financial stability?

Answer. I believe that not paying the obligations of the U.S. government would
undermine the confidence in U.S. Treasury securities. That would be a grave threat
to financial stability if investors were to reassess the value of Treasury securities,
given that Treasury securities are viewed widely as a risk-free, highly liquid asset
and are used as a benchmark to price nearly all other global financial assets.

Follow-up: (iii) Your response identifies that the FSOC has addressed risks asso-
ciated with debt limits. They have, though typically inside broad reports that are
not contemporaneous with buildup of the relevant risks. If such a risk is impending,
do you believe the FSOC should be contemporaneously identifying the risk and re-
sponding to the risk?

Answer. FSOC could identify impending risks associated with the debt limit, but
in past impasses, Treasury has made public statements regarding the need to sus-
pend or raise the debt limit. When Treasury makes a public statement, I do not be-
lieve that FSOC needs to contemporaneously identify the risk.

Question. Large financial institutions are required to submit “living wills” to regu-
lators, and “stress tests” are performed on those institutions. Part of the reason of-
fered for those examinations of the institutions is that it is instructive to assess
roadmaps of how institutions are arranged, and how they might respond to stressed
conditions.

President Biden, in December of 2020, criticized the Federal Government as hav-
ing been caught off guard and unprepared for cyberattacks, in association with
breaches of the SolarWinds/Orion platform.

Members of the Senate Finance Committee and House Financial Services Com-
mittee during the Obama administration requested, numerous times and through
many mechanisms, detailed information from the U.S. Treasury and Federal Re-
serve about contingency plans at Treasury and the Federal Reserve for any inability
of the Federal Government to make timely payments on Federal debt obligations.
Such an inability could arise because of cyber-attacks, a super storm such as Sandy,
breach of the debt limit, or other factors that temporarily knocks out Federal proc-
essing systems in financial networks or legal authorities to pay. Inquiries made of
the Federal Reserve Board and Treasury did not receive adequate or substantive re-
sponses. It took subpoenas from Congress to identify that, in fact, Treasury and the
Fed do have contingency plans, as we would hope is the case, for confronting emer-
gencies.

If you are confirmed, and if requested, do you commit to providing Finance Com-
mittee members, who have oversight responsibility over Federal debt, with details
of Treasury’s contingency plans for what to do in the event that, for whatever rea-
son (e.g., superstorm, cyberattack, etc.), the Federal Government is temporarily un-
able to make timely payments on debt obligations?

Do you believe that money market funds remain runnable and do you think they
represent threats to financial stability?

Do you believe that tri-party repo trades are, in effect, runnable, do you think
they represent threats to financial stability, and do you think they are stable, inde-
pendent of Federal intervention into repo markets?

Do you believe that underfunded pensions and other post-employment benefit
(OPEB) promises of State, local, and territorial governments are threats to financial
stability or potential risks to stability of the financial system?

Follow-up: Your response indicates that underfunded public pensions are fiscal
pressures on States, territories, and municipalities that warrant attention. Do you
believe those pressures represent threats or potential threats to stability of the fi-
nancial system?

Answer. These fiscal pressures represent substantial economic risks and financial
risks, though they may not pose threats to financial stability. Threats to financial
stability would be more likely if the realization of fiscal pressures led to municipal
bond defaults and losses were transmitted and amplified through financial vulner-
abilities to the broader financial system. These risks could be of concern to policy-
makers if the amplifications to the financial system and economy were substantial,
leading to economic recessions or losses in the financial system that would require
taxpayer support.
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Question. Do you believe that climate change is a threat to financial stability and,
if so, what are measures of climate change and the associated connection to finan-
cial stability that Congress should use to monitor developments?

Follow-up: Your answer suggests that more frequent natural disasters, presum-
ably caused by climate change, and the associated damage: could be a threat to fi-
nancial stability; unidentified “new identified risks” must be monitored, measured,
and reported; and some in the Federal Government are at work figuring out what
new risks may be present, how to measure them, and how to tell investors about
those things that are not yet fully know, measured, or reported. Is that a correct
representation of your response?

Answer. I believe climate change is creating risks that are larger for investors and
institutions when evaluating new credit extensions and business operations than in
the past owing to the increasing impact of climate change on the global economy.
Many in the private sector and researchers, among others, view larger potential
risks, as well as potential opportunities, as requiring new approaches and data. As
a result, I see a role for the government, working with the private sector, to improve
disclosures about the effects of climate change on companies by facilitating efforts
to improve comparability and consistency across companies so that investors can
make better-informed decisions. The government can further provide a useful forum
for discussions among investors, companies, and regulators on developing consistent
disclosures and data to help to assess potential risks. I do not believe that the Fed-
eﬁal Government is telling investors what the new risks are and how to measure
them.

If T were to be confirmed, I would be happy to work with you and your staff on
this important issue.

Question. Do you believe that so-called “stakeholder capitalism” and mandated al-
lowance for environmental, social, and governance (ESG) factors in investments by
fiduciaries (including investments covered under ERISA) could pose threats to finan-
cial stability when populist sentiment shifts investor resources rapidly and violently
across firms or entire sectors of the economy?

Follow-up: Do you believe that Federal financial regulators should mandate incor-
poration of ESG factors in required financial disclosures of private companies, and
are there any possible systemic risks as suggested in my question?

Answer. The question of whether ESG factors should be mandatory in financial
disclosures of private firms would be an issue for the SEC. I have not studied this
issue, but would be happy to work with you on it if I were to be confirmed.

In terms of whether rapid and unexpected shifts in sentiment could pose systemic
risks, it would depend on whether substantial vulnerabilities were present to am-
plify such changes in sentiment, as I described in my response to the question
above. A high degree of common asset holdings and common business models could
be a vulnerability because all investors or firms could react in the same way to a
negative event, but unless holdings are substantial and accompanied by high lever-
age, a shift may not create a significant risk to financial stability. Absent vulner-
abilities, a shift in sentiment would mainly represent a change in investors’ valu-
ations of a type of asset.

Question. Secretary Yellen has identified that she plans to listen to and incor-
porate input from “many stakeholders in developing the administration’s climate
policy.” Since that policy may involve activities you would be involved in, if con-
firmed, will you commit to including Republicans in Congress as stakeholders from
which you will be willing to receive input in developing policy, and will you identify
how you intend to gather the input?

Do you believe that climate change poses a systemic risk to the American econ-
omy, or a potential systemic risk? If you believe there is a risk or potential risk,
please explicitly define exactly what that is, including what sectors of the economy
are at risk and shares of GDP represented by those sectors.

If the Federal Reserve in the future adopts yield curve control measures, how, if
confirmed, would you advise the Treasury Secretary regarding coordination (or not)
with the Federal Reserve with respect to implications for any target by Treasury
of the weighted-average maturity of outstanding debt?

Follow-up: Your response indicates that monetary policy implementation and debt
management are distinct and should not be coordinated by Treasury and the Fed-
eral Reserve (Fed). Give that, and given that the Treasury Burrowing Advisory
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Council regularly briefs Treasury officials about the interplay between Treasury se-
curity purchases by the Fed and Treasury’s debt management policies, do you be-
lieve that Fed balance-sheet activities involving Treasury security purchases should
be taken as a given by Treasury, to which Treasury’s debt-management policies
should adapt; or, should the Fed take Treasury’s policies and adapt its balance-sheet
activities in response?

Answer. I believe the mandates for Federal Reserve monetary policy and Treas-
ury’s debt management are distinct. Treasury’s objective is to fund the Federal Gov-
ernment at the lowest cost over time. Relevant factors include the demand for
Treasury securities across different maturities, which are purchased by a wide
range of investors with various preferences, and many types of investors are dis-
cussed by the Treasury Borrowing Advisory Council. If I were to be confirmed, I
would expect to learn more about Treasury’s issuance practices and how it meets
its objective of lowest cost over time.

Question. The Charles Koch Foundation provided substantial funding to the
Brookings Institution when you worked there, as did many “wealthy corporations”
and billionaires. Given the sensitivity of some to institutional funding, especially
when funding is provided to institutions that include conservative scholars, do you
believe there should be concern that you, in your position, if confirmed, at Treasury
would, as alleged against a conservative scholar in the past “serve the wishes of
wealthy corporations and their billionaire owners?” Do you believe that concerns
about think-tank funders should be limited to organizations that allow scholars to
pursue conservative thoughts?

Do you believe that underfunded pensions and other post-employment benefit
promises of State, local, and territorial government should be subjected to stress
tests?

Follow-up: Your response indicates that underfunded State, local, and territorial
benefit promises are a significant source of fiscal pressure on those jurisdiction, but
you will study the issue further before being able to answer whether you believe
those underfunded promises should be subject to stress tests. Is that an accurate
assessment?

Answer. Before determining whether underfunded pensions and similar obliga-
tions should be subject to stress tests, I would want to study this issue further. The
question of whether stress tests would be beneficial in this context would depend
on whether stress tests would be helpful to reduce underfunding.

Question. If confirmed, you would likely provide advice to the Treasury Secretary
on FSOC work, if confirmed. Would you advise that the Treasury Secretary take or
urge any actions to, in effect, resurrect and expand on the “operation chokepoint”
efforts of the Obama administration through regulatory actions to have financial
firms channel or restrict credit according to partisan and normative views, perhaps
under the guise of “reputation risk?”

If confirmed, your work will touch on payment system issues. Recently, the Fed-
eral Reserve has been engaged with “stakeholders” and other central banks to work
on developing a Central Bank Digital Currency (CBDC). As part of that work, some
political advocates would like the Fed to consider construction of a distributed ledg-
er scheme to enable accounts for all Americans (or, perhaps all residents of America)
which, once an initial signoff from Congress is somehow obtained, allow the Fed to
engage in fiscal policy. Those policies could involve automatic stabilization, such as
injections of funds into accounts in downturns or absorption of funds from accounts
in expansions, universal basic income, perhaps with smart contracting allowing the
Fed to be able to determine what fund-holders could or could not purchase in trans-
actions. Do you commit to informing members of this committee, if confirmed, about
any work within the Federal Government, or joint work of Treasury and the Federal
Reserve, on development of a government-provided digital currency or payment sys-
tem ledger, and inform members of the committee at the immediate onset of any
such work?

Follow-up: (i) Do you believe that there are important privacy and legal-authority
issues associated with the Federal Reserve designing a CBDC, in addition to the
consumer protection and financial stability issues that you identify?

Answer. Yes, I believe there are important privacy issues associated with a pos-
sible CBDC and that such issues would depend on its structure. I would defer to
legal counsel on the legal-authority issues.
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Follow-up: (i1) Your response identifies that Federal Reserve and others’ research
and explorations with respect to CBDC should help us “understand the need for”
any potential CBDC. Do you believe there is a need for a CBDC and, if so, what
is the need?

Answer. I do not presume a need for a CBDC. My earlier response was meant
to convey that research on how changes in consumer demand for financial services
because of new technologies and the provision of those services by the private sector
could be helpful to assess whether there is any need for a CBDC.

Question. Climate change, we are told by some, involves risks that the Federal
Reserve says we do not yet understand. The Fed also says they are examining impli-
cations of climate change for the economy, financial institutions, and financial sta-
bility. A Fed official identifies that “financial markets face challenges in analyzing
and pricing climate risks.” The President, on May 20th, issued an executive order
on climate-related financial risk, calling, among other things, for the Treasury Sec-
retary, as Chair of the FSOC, to essentially go find those as-yet unknown and not
understood risks.

Do you agree with the Fed that financial markets are challenged in analyzing and
pricing climate risks?

If so, can you identify what those mispriced risks are, and why you know what
they are while others who participate in markets do not?

Follow-up: Your response did not address the second question.

Answer. I do not presume to know all the potential financial risks from climate
change. Members of the private sector have emphasized how risks from climate
change may be difficult to gauge in light of limited data and experience. I believe
that working with the private sector to produce consistent and comparable informa-
tion will be helpful to better understand these issues.

Question. If you do not know what those risks are and, if confirmed, wish to assist
Treasury in finding them, please describe the process you will use to discover as-
yet undiscovered risks. Please, also, describe steps you would take to ensure that
Treasury relays the findings immediately upon discovery, and make the discoveries
immediately available to the public, if confirmed?

Follow-up: Your response did not address the question.

Answer. If confirmed, I would work to develop information that is helpful to the
private sector and regulators to identify potential financial risks and rewards from
climate change. Any process would start with developing better data to enable risk
identification and assessment. Treasury can play an important role to convene busi-
nesses, investors, and regulators to identify the information that would be useful.

If confirmed, I will ensure that Treasury relays information on any actions taken
and findings from work on assessing climate-related financial risks. The executive
order on climate-related financial risk requires the Secretary of the Treasury to en-
gage with members of the FSOC to identify actions the regulatory agencies are tak-
ing to assess climate risks and to issue a report within 180 days.

PREPARED STATEMENT OF HON. RON WYDEN,
A U.S. SENATOR FROM OREGON

The Finance Committee meets this morning to discuss four nominations that will
round out President Biden’s team leading the Treasury Department.

Lily Batchelder is nominated to serve as Assistant Secretary for Tax Policy. Pro-
fessor Batchelder is not only a leader when it comes to crafting tax policies that
bring working Americans into the economic winner’s circle, she’s also a friend of the
committee.

From 2010 until 2014 she served as Chief Tax Counsel to then-Chairman Max
Baucus, and later became the Deputy Director of the National Economic Council
under President Obama. She has always been an advocate of the proposition that
tax policy isn’t just about raising revenue. She knows, for example, that tax policy
can drive inequality—or help to solve it—and help create high-wage, high-skill jobs
in America. We are always happy to welcome Professor Batchelder back to the com-
mittee.



148

While we’re on the topic of friends of the Finance Committee, Jon Davidson is
nominated to serve as Assistant Secretary for Legislative Affairs. Mr. Davidson is
well-known and highly respected in these corridors. For a decade he’s served as
Chief of Staff to Senator Bennet. Folks who spend their days working on economic
policy know that Senator Bennet’s team is the gold standard when it comes to de-
signing and building support for policies that help working families and the middle
class get ahead. Mr. Davidson brings decades of Capitol Hill experience to his nomi-
nation, and he played a key role in the transition that helped the Biden administra-
tion hit the ground running on January 20th.

Ben Harris is nominated to serve as Assistant Secretary for Economic Policy. If
President Biden is known for any one thing, it’s his lifelong, principled commitment
to working people in downtrodden communities like Scranton, PA. It takes a lot of
hard work and planning—never more so than during a severe jobs crisis—to build
an agenda of fresh, bold economic policies reflecting those core Biden principles. Dr.
Harris has been right at the heart of that process. His work has proven wrong any-
body who thought the Biden administration was going to take half-steps rather than
huge strides to help people get ahead in the wake of the COVID crash.

Nellie Liang is nominated to serve as Under Secretary for Domestic Finance.
There hasn’t been a Senate-confirmed official in this position since 2014, so I'm
pleased that President Biden has put forward such a highly qualified nominee. Dr.
Liang has 3 decades of experience at the Federal Reserve. She was the first-ever
Director of the Division of Financial Stability upon its creation in 2010, coming out
of the Great Recession. Her experience in that position is going to be key to her
work at the Treasury, leading an office focused on protecting our economy from
risks and downturns.

Bottom line, the group joining the committee today is an all-star team of economic
policymakers focused on policies that give everybody in America a chance to get
ahead, not just those at the top. These nominees are as highly qualified as they
come. They’re going to be strong additions to Secretary Yellen’s leadership team at
the Treasury, along with Deputy Secretary Adeyemo. And this committee is going
to lean often on their expertise in the months ahead, as it continues work on several
major economic challenges.

Tomorrow the committee will have a debate on proposals aimed at bringing our
energy tax system into the 21st century and creating a wave of clean energy jobs
in America. The committee is working on changes to the international corporate tax
system based on the proposition that everybody ought to pay a fair share—even the
big mega-corporations that got a huge tax handout from the 2017 Trump tax law.
The committee is working with the Treasury on the new child tax credits, as well
as efforts to close the tax gap and rebuild IRS resources to crack down on cheating
by high-flyers. And there are many other areas of the President’s economic agenda
that will involve a lot of hard work in this committee.

So the Finance Committee will be keeping these nominees busy in the months
ahead. I want to thank them for joining the committee today, and I look forward
to their testimony.
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