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(1) 

ANALYSIS OF THE PRESIDENT’S 
FISCAL YEAR 2011 BUDGET WITH 

TREASURY SECRETARY TIMOTHY GEITHNER 

TUESDAY, FEBRUARY 2, 2010 

U.S. SENATE, 
COMMITTEE ON FINANCE, 

Washington, DC. 
The hearing was convened, pursuant to notice, at 10:10 a.m., in 

room SD–215, Dirksen Senate Office Building, Hon. Max Baucus 
(chairman of the committee) presiding. 

Present: Senators Rockefeller, Kerry, Lincoln, Wyden, Stabenow, 
Cantwell, Nelson, Menendez, Carper, Grassley, Hatch, Snowe, Kyl, 
Bunning, Crapo, Enzi, and Cornyn. 

Also present: Democratic Staff: Bill Dauster, Deputy Staff Direc-
tor and General Counsel; Russ Sullivan, Staff Director; Kathy 
Koch, Chief Tax Counsel; Tom Klouda, Professional Staff Member, 
Social Security; Hun Quach, International Trade Analyst; Tiffany 
Smith, Tax Counsel; Holly Porter, Tax Counsel; Kelcy Poulson, Tax 
Research Analyst; and Mary Baker, Detailee. Republican Staff: 
Kolan Davis; Staff Director and Chief Counsel; Mark Prater, Dep-
uty Chief of Staff and Chief Tax Counsel; Emilia DiSanto, Special 
Counsel and Chief Investigative Counsel; Jim Lyons, Tax Counsel; 
and Nick Wyatt, Tax and Nomination Professional Staff Member. 

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR 
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE 

The CHAIRMAN. The committee will come to order. 
In 1958, former President Harry Truman said, ‘‘It’s a recession 

when your neighbor loses his job, but it’s a depression when you 
lose yours.’’ For more than 7 million Americans, this great reces-
sion has been a great depression. The American economy has lost 
more than 7 million jobs since the Great Recession began. The non-
partisan Congressional Budget Office tells us that the Recovery Act 
that we enacted last year added between 600,000 and 1.6 million 
jobs. 

The Congressional Budget Office says that the Recovery Act low-
ered the unemployment rate by between 0.3 and 0.9 percentage 
points from where it would have been. Plainly, there is more work 
to do. Plainly, creating jobs must be our top priority. We need to 
work on legislation that will create jobs, and we need to work 
across the aisle so that legislation on which we work can become 
law. 
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Yesterday, the President released his budget. Appropriately, the 
budget focuses on job creation. The President calls for a job cre-
ation tax credit for small businesses. This credit would encourage 
businesses to hire. I note that two members of this committee, Sen-
ators Schumer and Hatch, have advanced a similar proposal. 

The budget proposes to increase incentives for investment by 
small businesses in plants and equipment. These investments 
would also help to create jobs. The President recommends extend-
ing the provisions for enhanced section 179 expensing and bonus 
depreciation. 

And the budget would also encourage investment by excluding 
from income all capital gains from certain small business stock 
held for more than 5 years. I note that two members of this com-
mittee, Senators Kerry and Snowe, have advanced a similar pro-
posal. 

To help family businesses, ranchers, and farmers to avoid laying 
off their workers, the President’s budget would provide certainty 
under the estate tax. I note that several members of this com-
mittee, notably Senators Lincoln, Cantwell, and Kyl, have been 
working hard on their proposals in this area as well. 

I support the President’s tax cut proposals for job creation. I look 
forward to working with my colleagues on both sides of the aisle 
on these measures. 

In addition to these administration proposals to create jobs, I 
have a proposal to create jobs by increasing small business lending 
through the Community Development Financial Institutions net-
work. These nonprofit lenders serve communities by providing ac-
cess to capital to small businesses to help create jobs. 

As we seek to find sources of sustained economic growth, I note 
that we must also push to open new markets to U.S. exports. The 
President’s budget also calls for $265 billion to accelerate economic 
recovery and help families, businesses, and State governments to 
get through this recession. 

The budget also focuses on the economic security of middle- 
income Americans. The budget makes permanent many of the tax 
cuts enacted in 2001 and 2003. These include lower individual in-
come tax rates, family tax incentives like the child tax credit, and 
education incentives like the student loan interest deduction. In ad-
dition, the President’s budget would expand the Child Dependent 
Care Credit, almost doubling it for middle-income families. 

The President’s budget also provides for permanent Alternative 
Minimum Tax relief. Without the relief proposed by the President, 
more and more middle-income taxpayers will be paying this tax 
every year. I support these tax cuts proposed by the administration 
as well and look forward to working with my colleagues on both 
sides of the aisle on these measures. 

Of course, another role for the budget is to measure the fiscal 
state of the country. Many budget experts believe that, when the 
economy is at full employment, annual deficits should not cause 
debt held by the public to rise as a share of the economy. Using 
this yardstick means keeping annual deficits at or below 3 percent 
of Gross Domestic Product. 

Currently, we are far from full employment, but let us look at 
fiscal years 2014 to 2020. If no policies change, the budget deficit 
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will be 5.1 percent of GDP in fiscal year 2014 and grow to 5.6 per-
cent of GDP by fiscal year 2020. These deficits would cause debt 
held by the public to rise as a share of GDP. The President’s budg-
et proposes a number of policies that would significantly reduce the 
size of these future deficits. 

The President proposes to freeze the total funding for annually 
appropriated non-security programs for 3 years, and the President 
proposes a fee on large financial institutions to recoup projected 
taxpayer losses from the TARP program. 

When you add up all the budgetary pluses and minuses from the 
President’s policy proposals, you get about $2 trillion of net deficit 
reduction over the 10-year period of fiscal year 2011 to fiscal year 
2020. This leads to a deficit of 3.9 percent of GDP in fiscal year 
2014 and 4.2 percent of GDP in 2020. These deficits are an im-
provement from doing nothing, but these deficits remain unaccept-
ably high. 

I note the Obama administration has decided to issue an execu-
tive order to create a bipartisan commission to recommend how to 
reduce Federal deficits. I hope that the commission can recommend 
proposals that achieve significant fiscal savings, and that many of 
these proposals can be enacted into law. 

We face a daunting problem for our fiscal policy over the long 
run, not just the next 10 years. Budget analysts make clear that 
a primary cause of this explosion is that health care costs are grow-
ing faster than the economy. The solution to this problem is to 
enact comprehensive health care reform that includes serious cost 
containment, and that is exactly what we are trying to do. 

According to the nonpartisan Congressional Budget Office, the 
Senate-passed health care bill would reduce deficits by $132 billion 
during the next 10 years, and it would cut deficits by $650 billion 
to $1.3 trillion during the second 10 years. I look forward to work-
ing with my colleagues in both the House and the Senate to enact 
comprehensive health care reform. There is much work to do. 

So let us continue to work on legislation to create jobs, let us, 
as much as possible, work across the aisle so that the legislation 
on which we work can become law, and let us get to work now. 

Senator Grassley? 

OPENING STATEMENT OF HON. CHUCK GRASSLEY, 
A U.S. SENATOR FROM IOWA 

Senator GRASSLEY. Thank you, Chairman Baucus. Welcome, Mr. 
Secretary. 

Today we focus on the revenue side of the budget. The budget il-
lustrates the fiscal perils the country faces. The President and Con-
gress face a very tough set of tasks to get us to fiscal discipline. 
Ignoring that path only makes the ultimate reckoning more dif-
ficult. 

We need to ask three questions: where are we; how did we get 
here; and, finally, where are we going? The President is right, that 
he did inherit large deficits and debt. I have one chart that shows 
the inherited deficit and another chart that shows that debt. Re-
publicans recognize the inheritance. 

To have an intellectually honest discussion, members on both 
sides need to own up to the fact that the deficits and debt were be-
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queathed on a bipartisan basis. The congressional Democratic lead-
ership wrote the budgets and passed the spending bills for 2 years 
prior to President Obama coming on the scene. An outgoing Presi-
dent, a Republican, signed these bills. These are the facts: a Demo-
cratic Congress and a Republican President left deficits and debt. 

Over the past year, with the levers of power all concentrated in 
the hands of those on the other side, we have seen the fiscal path 
worsen. Deficits, as you see, are up and debt is up. That, Mr. Sec-
retary, is where we are. How did we get here? How did the bipar-
tisan fiscal problems arise? Both sides disagree. Many on the other 
side look at the last 2 decades of fiscal history and reduce it to two 
points. All of the ‘‘good’’ fiscal history of the 1990s is attributable 
to the 1993 tax increase bill, and all of the ‘‘bad’’ fiscal history of 
this decade is attributable to the bipartisan tax relief plans of 2001 
and 2003. 

Last year during the budget debate, I showed that this revi-
sionist fiscal history does not stand up to scrutiny. The data was 
drawn from the Clinton administration’s Office of Management and 
Budget and the Congressional Budget Office. What we do know is 
that a growing U.S. economy is the basic tonic to the fiscal ail-
ments. Fiscal history in the past 2 decades shows that revenues 
grow strongly when the economy recovers. That history shows that 
with bipartisan tax relief in effect, revenues grew faster than after 
the partisan tax increases. You can see that in the chart here as 
well. 

The two sides disagree, though, on this relationship. It is like the 
saying about the tail wagging the dog. From our view, a healthy 
economy is the dog and the revenue is the tail. Too often, the other 
side viewed tax increases as a necessary imperative to a healthy 
economy. 

Now, I believe that fiscal history shows it to be precisely the op-
posite. The division between the two sides on their views on how 
we got here informs the two sides’ views of where we go from here. 
The President, in his State of the Union address, indicated that we 
need to look forward. I agree. In this town, too often the tendency 
is to grow spending, raise taxes. Seldom do folks look at restraining 
the growth in spending. Unfortunately, looking at the path ahead, 
the President’s budget proves that point. Appropriations are up 25 
percent over the last 2 years. 

How many families have had the luxury of growing their budgets 
by 25 percent over the last 2 years? How many businesses, large 
and small, have had the luxury? The answer is, American families 
and businesses have done just the opposite over the last 2 years. 
The President talked about a freeze in that spending and got push- 
back from his own congressional leadership. 

So, look at the budget and you will find a big fiscal hole. That 
chart is up here now. Democrats and Republicans know the hole 
is there, the President knows the hole is there; everyone agrees 
that the hole exists. Those on the other side, consistent with their 
view of fiscal history, view the tax side of the ledger as under- 
subscribed. The President’s budget is consistent with that view. 

Let us take a look at a few examples of the tax increase bias. 
Both sides agree small business is the key to a goal both sides 
agree on: job creation. Yet, the President’s budget raises the mar-
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ginal rate on small businesses by over 15 percent. The congres-
sional Democratic leadership will go further. 

The House health care reform bill would have gone yet further, 
raising the marginal rate about 33 percent. The Senate’s health 
care reform bill would have raised the marginal rate by 20 percent. 
Once enacted, either of those bills would take the marginal tax 
rates well above the highest rates during the Clinton era. 

More dramatic marginal rate increases would fall on investment. 
For instance, if the House health care reform bill were enacted, it 
would push the marginal rate on capital income up by almost 70 
percent. The response from some on the other side is that, because 
these heavy tax increases are aimed at taxpayers over a certain in-
come level, somehow they would cause no economic harm. 

That position is very politically popular, but ignores the fact that 
taxes affect behavior. Economic growth occurs from positive behav-
ior of families, businesses, and investors. It is often said that tax 
cuts are not free, but on the other side of the coin, from the view-
point of those paying higher taxes, tax increases certainly are not 
free either. 

Some of the group targeted for the tax increase may absorb it, 
but others will react by changing behavior. Small businesses will 
be affected. That means workers, suppliers, and others will be af-
fected. Likewise, if investors shift their money into tax-favored ac-
tivities, the supply and cost of capital for garden-variety business 
activities is adversely affected. 

What is more, contrary to the rhetoric of many, it is not just the 
top 5 percent of the earners who are singled out for tax increases 
in the budget. The revenues from the cap-and-trade program will 
adversely affect many families earning below $250,000 a year in-
come, and the Democratic congressional leadership’s health care 
bills both contain tax increases that adversely affect millions of 
middle-class families. 

I would like to have you take another look at a chart, look at the 
fiscal hole in the fiscal path ahead. What I would ask my friends 
to do is look not just at the tax side of the Federal ledger, look at 
the spending side. Think about that every time a new politically 
popular entitlement program is proposed. Every new entitlement, 
every expanded entitlement, every double-digit increase in new ap-
propriation spending is popular with the group targeted to get that 
benefit. 

To those who oppose these initiatives, it seems like they are al-
ways on the defense. Somebody has to pay for the spending, and 
that somebody is usually the portion of Americans not targeted for 
the benefit. In a budget with rising deficits, it means those Ameri-
cans not targeted for benefits can expect future tax increases. 

Looking forward then, we need to examine tax policy initiatives 
in this budget in three phases: short-term, mid-term, and long- 
term. In the short term, the President, Democrats, and Republicans 
agree on a basic objective: jobs, jobs, jobs. Everyone agrees, these 
jobs will come from the expansion of small business. 

What are small business folks saying? They are worried about 
the business environment. There are higher taxes in that environ-
ment. There are many new mandates in that new environment. 
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There are new regulations in that environment. There is a tight 
credit market in that environment. 

Since this hearing is about tax initiatives in the budget, I would 
like to focus on that. Some higher taxes are known, such as the 
marginal rate increases in the budget before us. Some are possible, 
and to some degree not known. Will the taxes directed at small 
business in the House and Senate health care bills materialize? My 
advice—and this is to the President and everyone on down—listen 
to what small business is saying: back off the marginal rate tax 
hikes. Do not bury recovering small businesses with new taxes and 
penalties. Be cognizant of the tax burden that you are raising on 
capital. Remember, cash is the lifeblood of small business. Be sen-
sitive to the credit markets that small business is struggling with. 

In the mid-term, the first 5 years of the budget, take a look at 
how all the fiscal policies, especially the new spending, affect cur-
rent and future hidden tax burdens. 

In the long-term, years 6 through 10 of the budget, realize that 
spending on its current path is unsustainable. It is the explosion 
of spending, not taxes at or above historical averages, driving those 
frightening deficit numbers. 

Thank you, Mr. Chairman. 
Senator BUNNING. Mr. Chairman? 
The CHAIRMAN. Senator Bunning? 
Senator BUNNING. I would like a personal inquiry. 
The CHAIRMAN. The Senator will state it. 
Senator BUNNING. Senator Roth used to swear in—sometimes, 

not all the time—our witnesses on a given occasion. I would make 
a request that our witness be sworn in today. 

The CHAIRMAN. A member of our committee, Senator Bunning, 
has asked that I require Secretary Geithner to testify under oath. 
I will respectfully decline to do so. If the Senator wishes, I will ex-
plain why. 

Senator BUNNING. I think I understand why, because anyone 
who does not tell the truth to the Congress is under the same regu-
lations. 

The CHAIRMAN. There are many reasons. One is, there is no Sen-
ate rule or committee rule on this subject. 

Senator BUNNING. No, there is not. 
The CHAIRMAN. In practice, most committees, and this com-

mittee, rarely require witnesses to testify under oath at legislative 
hearings. There are a couple of instances when this committee 
does, and that is when we have an investigative hearing or a con-
firmation hearing. In all other hearings, we do not ask witnesses 
to take an oath. 

Senator BUNNING. Thank you. 
The CHAIRMAN. Secretary Geithner, as Treasury Secretary rep-

resenting the Obama administration, we will now turn to you. 
Please proceed. 

STATEMENT OF HON. TIMOTHY F. GEITHNER, SECRETARY, 
DEPARTMENT OF THE TREASURY, WASHINGTON, DC 

Secretary GEITHNER. Chairman Baucus, Ranking Member Grass-
ley, members of the committee, it is a pleasure to be back before 
you today. 

VerDate Nov 24 2008 19:37 Jun 07, 2011 Jkt 000000 PO 00000 Frm 00010 Fmt 6633 Sfmt 6633 R:\DOCS\66486.000 TIMD



7 

I just want to start by welcoming the very constructive tone in 
both your opening statements. I think that if you listen carefully, 
there are at least five things I think most Americans would agree 
on now in what you both said: one is that deficits matter; another 
is tax cuts are not free; another is we should be paying for pro-
grams that are new that we commit to; fourth, we face great fiscal 
perils as a country; and finally, our priority now, though, has to be 
to make sure this economy is growing and getting people back to 
work. 

Now, a year ago when the President took office, our Nation was 
in a deep recession; the economy was contracting at an annual rate 
of about 6 percent. The financial system was on the verge of col-
lapse, credit was frozen, the housing market was in freefall. Mil-
lions of Americans had lost their jobs, and we were losing about 
three-quarters of a million jobs a month. 

We also faced a deficit of $1.3 trillion and projected deficits be-
fore we took a single act that, according to CBO, would more than 
double our Nation’s debt over the next decade. 

Now, this recession has caused tremendous damage, and millions 
of Americans today are still living with the consequences of that 
damage. We all know that the road to jobs, to greater economic se-
curity, to fiscal sustainability start with economic growth. Today, 
in large part due to the policies Congress enacted and we put in 
place to put out the financial fire, our economy is growing again. 
Last quarter, it grew at an annual rate of about 6 percent, more 
rapidly than at any time in the last 6 years. 

Now, this is progress. It is not enough, though. That is why we 
need to renew our focus on job creation, on investment, and on in-
novation. 

Now, when you talk to, as I know you do, small businesses across 
the country today, they tell a similar story. They talk about uncer-
tainty about demand for their products. They say that their ability 
to expand and hire depends on better access to credit. 

I was in Minneapolis last week, and I visited a small family- 
owned business called Standard Heating and Air Conditioning, and 
with financing from their community bank, a bank that is also a 
community-owned finance institution, they were able to build a 
new warehouse for their growing business and add 80 jobs. I met 
with their banker, who said that without access to capital from the 
TARP, such a loan would not have been possible. 

I met with a bakery owner with plans under way to build a sec-
ond plant that would create 150 jobs, if they can raise the credit 
necessary to finance that expansion. Small banks, as you know, are 
a very important source of credit for small businesses. That is why, 
when the President took office, the only incremental money that we 
put into banks was not to the largest banks in the country, but to 
small community banks, regional banks. 

That is why, today in New Hampshire, the President will an-
nounce that he will support new legislation to transfer $30 billion 
of TARP funds, funds that we took back from our investments in 
the major institutions, to help create a new small business lending 
fund. This new fund will offer capital to community banks, that 
have historically been at the center of lending to small businesses 
and that we need now to be able to grow and expand. 
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That is also why he is going to propose, today, legislation to sup-
port $17.5 billion in SBA loan guarantees. We want to increase the 
loan size, the maximum loan size, under the SBA’s most heavily 
used program, and to extend the Recovery Act provisions that 
waive fees and raise guarantees, further improving access of small 
businesses to credit. 

Now, in addition to these steps on credit, we are also proposing 
to extend Recovery Act tax relief for small businesses, and we are 
proposing a new $33-billion small business jobs and wage tax cred-
it. This credit would provide a $5,000 credit to every new employee 
hired in 2010 and will reimburse employers for their payroll taxes 
on salary increases above inflation. 

We are also proposing to extend additional tax cuts for invest-
ment through the expensing, bonus depreciation measures, R&D 
tax credits that the chairman referred to, and, as you know, we 
proposed a permanent exemption from the capital gains tax for 
small businesses. 

Now, we are going to continue to work very hard to help stabilize 
the housing market, to make sure that we help more homeowners 
keep and stay in their homes. We understand and we know that 
government has to be smarter in doing things only governments 
can do. In the President’s budget, we have laid out a comprehen-
sive agenda to invest in innovation and strengthen our economic 
foundation. 

This budget is designed to help make sure that Washington is 
creating the conditions that allow the private sector to grow and 
expand, to allow businesses, small and large, to create jobs and 
make investments. To do this, we need financial reform, because 
families and businesses both need a financial system that supports 
not just innovation and choice and provides better protection for 
consumers, but is taking the savings and investments of Americans 
and channeling them to innovation and investment, not financing 
real estate and financial booms. 

We need to encourage innovation. Last year, with the invest-
ments Congress approved, we supported the largest investments in 
basic research funding in the history of this country, and we want 
to build on that with new incentives for R&D and for investments 
in new clean technologies that will help improve economic produc-
tivity. 

The CHAIRMAN. Mr. Secretary, you can disregard that blinking 
light there. You just take whatever time you want to take. 

Secretary GEITHNER. Thank you, Mr. Chairman. 
The CHAIRMAN. However, I will apply a time limit to all the rest 

of us. 
Secretary GEITHNER. We need to increase exports. The more 

products American businesses sell to other countries, the more jobs 
it will support in America. We need to invest in education. Busi-
nesses need an education system that does a better job of teaching 
and creating a skilled and productive workforce, and that is why 
this budget supports reforms to raise the quality of achievement 
produced by our schools, but also makes a college education more 
affordable. 

And, of course, we need health care reform so we can help pro-
vide greater economic security for the tens of millions of middle- 
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class families and businesses and help reduce their health care 
costs. 

Now, these are reforms that the government has to make. When 
government fails at these basic challenges, Americans suffer and 
businesses suffer. The market cannot solve these challenges on its 
own. The government needs to address these challenges in order to 
provide the foundations for a stronger, more dynamic private sec-
tor. That is why the budget proposes a series of important invest-
ments in these areas. 

Now, part of laying a foundation for future economic growth and 
prosperity is returning to living within our means. When we have 
strong growth in place, we need to begin the process of bringing 
down these deficits. These deficits are too high, and the American 
people and investors around the world need to have confidence in 
our will and our ability as a country to bring them down over time. 

Now, the President’s budget proposes some important steps to-
wards that objective. First, he proposes, starting in 2011, that we 
cap non-security discretionary government funding for 3 years. Sec-
ond, we are proposing some important changes to make our tax 
system more fair and help begin the process of bringing down our 
deficits. We propose to allow the tax cuts for the most fortunate 
few Americans, the highest earning 2 or 3 percent of Americans, 
to expire. 

We propose closing what is called the carried interest loophole by 
taxing the income of hedge funds and private equity managers in 
the same way we tax the income of teachers and firefighters. We 
want to eliminate unnecessary tax subsidies. But as we take these 
modest steps, we are also proposing to extend, just for 1 year, the 
Making Work Pay Tax Credit, which goes to 95 percent of working 
Americans. We proposed, as you know, a series of additional tax in-
centives to help retirement security, make college education more 
affordable, and help increase the dependent care tax credit. 

Now, we are looking to close down TARP at zero cost to tax-
payers. Last year at this time the independent budget scorekeepers 
expected that the cost of fixing this financial crisis could exceed 
$500 billion; today those estimates are now down in the range of 
$100 billion. We have proposed a fee on the largest financial insti-
tutions in the country, those institutions that benefitted most from 
our efforts to repair the financial system, that will help ensure that 
American taxpayers are not exposed to a penny of losses under 
TARP. 

Third, we must restore the basic disciplines of budgeting that all 
American families live with by reinstating pay-as-you-go. Any new 
initiative on the tax or the expenditure side should be paid for 
without adding to the deficit. In the 1990s, that basic set of dis-
ciplines helped play an important role in moving us from a deficit 
that was 4.5 percent of GDP in 1991 to a significant surplus in 
2000. 

Now, the budget outlines a path to bring our deficits down, as 
a share of GDP, to just below 4 percent of GDP. While government 
support for the economy is critical now, we cannot let our future 
deficits and debt continue to grow faster than our economy without 
hurting future investments in growth. This is going to be a difficult 
task. 
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It is going to require very tough choices, politically unpopular 
choices, and it is going to require Democrats and Republicans to 
come together on things that will make a serious difference in 
bringing down the long-term deficits. That is why the President 
has supported the creation of a bipartisan fiscal commission, which 
will be charged with identifying responsible policies that can bring 
these deficits down and win support on both sides of the aisle. 

Now, the fiscal commission’s first task, of course, is going to be 
recommending changes that will bring the operating budget— 
meaning the budget times expenditures for interest—to balance 
over the next 5 years. It is also going to be asked to find and iden-
tify solutions to our longer-term fiscal problems. 

I just want to conclude by saying that America is in a much 
stronger position today than it was a year ago, but our challenges 
are not just to repair the wreckage caused by the recession. We are 
in a very tough, competitive race, with companies and with govern-
ments around the world. That race will determine who leads the 
future, which economy will be stronger, more creative, better at at-
tracting talent and investment, and better at sharing the gains of 
growth more broadly across all our citizens. 

Now, we have in many ways dominated our competition for dec-
ades, and we are going to do so in the future, but our lead in some 
ways is eroding, and it is eroding because for too long our govern-
ment has not been able to make the kind of policy changes and re-
forms, the kind of investments, that are essential to broad-based 
economic growth. That is why the investments and reforms we pro-
pose in the budget are so important. 

I look forward to working very closely with the committee, and 
I look forward to answering your questions. 

[The prepared statement of Secretary Geithner appears in the 
appendix.] 

The CHAIRMAN. Thank you, Mr. Secretary. 
First, I very much appreciate the emphasis on jobs, especially 

small business. You mentioned several areas, the $30-billion TARP, 
$17-billion small business loan guaranty, $33 billion in small busi-
ness employment tax credits, et cetera. 

The President’s announcement today on $30 billion of TARP: 
would you be a little more explicit in how that will work? You 
might pay some attention to some of the concerns that, if some of 
that money gets loaned or gets made available to banks, sometimes 
they do not lend as much as we want them to. 

Secretary GEITHNER. Exactly right. The most important things 
we can do for small businesses now are to give them tax incentives 
to invest, as we do for a range of things you highlighted and Sen-
ator Grassley highlighted in your opening statements, to add this 
new tax credit to encourage hiring, which, building on suggestions 
made by many members of Congress, including as you said, Sen-
ator Schumer and Senator Hatch, to expand what the SBA can do. 
SBA programs can be very powerful, and by expanding the size of 
loan guarantees, reducing the fees, we think that helps. But a crit-
ical role has to be to try to make sure that banks and Community 
Development Financial Institutions have access to the capital that 
allows them to lend. 
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Now, a dollar of capital for a banker or CDFI is probably one of 
the most effective uses of taxpayer resources, because, for every 
dollar you give for capital, it can support up to $8 to $12 in addi-
tional lending. Banks that need additional capital can use capital 
under this program to support additional lending, and they are 
going to be less likely to have to reduce lending if they were un-
lucky, or unwise, or unfortunate and made some bad decisions dur-
ing the boom. 

But to do that, we need to make sure that they are going to take 
this capital and use it to actually expand lending, so we have sug-
gested a variety of ways to do that. We think we have some good 
ideas to do that, but we want to work with Congress, to work with 
members of this committee, work with members of the Banking 
Committee to find the best way possible to do that. But small busi-
nesses rely on banks for really all the credit they generate, and to 
help them you need to make sure that the banks they rely on have 
the financial ability to help them. 

The CHAIRMAN. How are you going to guarantee that the banks 
actually lend? Because that has been a concern in the past, that 
sometimes banks make other investments to fatten their bottom 
line, and they have not used all the capital that has been available 
to them to actually lend. 

Secretary GEITHNER. Well, actually, I think the available evi-
dence shows that banks that actually took capital expanded lend-
ing. You saw more lending by banks that took capital from the gov-
ernment than by those that did not. So, I think it is actually a pret-
ty good story on this side. But you are right, our objective has to 
be to make sure we design these things to substantially improve 
the odds that you see lending grow, not shrink. 

Now, a lot of banks took on too much risk in this crisis. That was 
true of community banks, too. A lot of them have been forced to 
retrench and pull back, and that has hurt a lot of their traditional 
customers, small businesses. So, I think it is a very legitimate ob-
jective for us to work together to find some ways to mitigate that 
pressure, to work against that pressure. 

The CHAIRMAN. Can I ask, how do you balance spending for job 
creation and address the recession on the one hand, and cut back 
to address the fiscal problems on the other? What are some of the 
parameters, what are some of the benchmarks in making that deci-
sion here? Basically, I think the deficit increases in the short term, 
and under the budget proposal, decreases in the longer term. How 
do you decide where to draw that line? 

Secretary GEITHNER. I think you have it exactly right. Many peo-
ple think these objectives are in conflict, but they are not, for the 
following reason: if we do not succeed in repairing the damage 
caused by this crisis, we do not succeed in getting growth back on 
track, having a growing economy again, with businesses confident, 
we will not be helping our long-term deficits—they will be worse. 

The fiscally responsible thing to do right now, given the scale of 
the damage caused by the recession and the importance of the re-
covery, is to make sure we are doing sensible things, effective, tar-
geted things, to help reinforce recovery, improve business con-
fidence, get Americans back to work. 
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Now, we cannot do that effectively unless people also believe 
that, once growth is established, that we are going to bring down 
those long-term deficits. So, unless we convince people that we can 
restore gravity to our long-term fiscal position, then we are going 
to have limited ability to meet these immediate challenges that we 
all share. 

The CHAIRMAN. I guess my question is, how did you decide to 
draw the line where you did? That is, why not more, a percent 
more in short-term stimulus? Why did you draw the line where you 
did? 

Secretary GEITHNER. There are two critical aspects of the issue 
right now. One is, how much more now can we afford, because 
there are limits to what the government can do now. Our deficits, 
as everybody says, are alarmingly high. They are too high. They 
are going to have to come down. We do not have unlimited re-
sources available that we can go borrow from the rest of the world 
and put into even well-designed programs. So, there are limits on 
that. 

What the President has proposed in the budget is to set aside 
$100 billion on top of some of the extension of measures in the Re-
covery Act already approved, like the extension of Unemployment 
Insurance. I believe the country can afford that. If we design the 
use of that package sensibly, that will be a good thing, not just for 
growth but for our long-term fiscal position. 

The second question was timing. How quickly do we move to re-
straint? In the President’s budget we propose, in fiscal year 2011— 
it begins in the fourth quarter of this calendar year—which we be-
lieve will be more than a year after we have had positive growth 
restored, to begin to bring those deficits down. 

Now, we proposed to reduce them by 2 percentage points of GDP 
next fiscal year. Some people may think that is too much. I think 
the economy may be a little fragile, still short of growth then, and 
it is possible that will be right. Many people say we should cut 
more deeply than that. I would suggest that we begin the process 
of restraint when we are more confident the recovery will be well- 
established. 

The CHAIRMAN. My time has expired. I just would point out the 
obvious, namely, that we cannot afford the luxury of making mis-
takes. We have to get this right. That means burrowing down a lit-
tle bit, digging down a bit deeper, drilling down a little bit more, 
asking tougher questions and getting the data to get this as right 
as we possibly can. By ‘‘right’’ I mean the balance between the two 
objectives here. We just cannot afford, again, the luxury of just 
being cavalier, being easy about this. This is serious stuff. 

Secretary GEITHNER. I agree. We have to make sure that every 
additional dollar that we support is going to have a high return. 

The CHAIRMAN. Right. Right. All right. 
Senator Grassley? 
Senator GRASSLEY. Mr. Secretary, on February 11th last year, 

the Congressional Budget Office wrote a disturbing letter outlining 
the effects of making the provisions contained in the stimulus bill 
permanent, and I would ask the chairman to insert that letter in 
the record at this point. 

The CHAIRMAN. Without objection. 
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[The letter appears in the appendix on p. 159.] 
Senator GRASSLEY. The stimulus bill was sold as a temporary 

measure to get the Nation through tough times; however, to the 
surprise of very few, Congress is already being asked to extend the 
temporary tax and spending provisions in the stimulus bill. 

We have a chart here outlining the contents of that letter from 
the CBO. The stimulus bill, as originally passed by the House, was 
estimated to cost $820 billion. As large as that number is, it is only 
about a quarter of the whole cost of making the tax and spending 
provisions of that bill permanent. CBO estimated that the whole 
cost of permanence, including debt service, would total $3.3 trillion; 
the actual price tag of the stimulus bill, as signed into law, was a 
little different. But the point of this chart is to show the true cost 
of making the temporary stimulus permanent. 

I think, even in Washington, that $3.3 trillion is a whole lot of 
money. It is kind of like we thought that we maybe bought a pet 
gecko, and we ended up with a Godzilla. Well, what we want from 
you is assurance that this will not be let loose on the American 
people. We of my party are often criticized for not offering tax in-
creases to facilitate debt reduction. The same criticism could be 
made of people on the other side of the aisle for enacting so-called 
temporary spending that is likely to have a larger-than-anticipated 
fiscal impact once the temporary provisions are extended. 

So, trying to get back to what we originally thought we were 
doing, would you be able to tell us that you are going to be able 
to contain the hidden fiscal liability of extending the stimulus bill? 
Could you promise to ensure that the cost of the stimulus bill is 
limited to the original estimate? 

If you agree that we should limit the fiscal impact of the stim-
ulus bill to a temporary nature, would you be willing to carry this 
out by either working to support the original expiration dates con-
tained in the stimulus bill or by offsetting any extensions with 
spending reductions in other programs? 

Secretary GEITHNER. Senator, I think it is very important that 
we all commit to the objective of making sure that the temporary 
things we did to pull the economy out of crisis are temporary and 
do not build in long-term expectations of higher expenditures in the 
future. I completely agree with that. Part of getting our deficits 
down over the medium term is going to be making sure we let 
those emergency actions or temporary actions expire and do not get 
built into expectations of future spending. 

We do believe there is a very strong economic case now for ex-
tending certain provisions of the Recovery Act that we think have 
a powerful impact on investment and job creation. As the chairman 
said, we need to be careful those things meet that test. We are not 
going to propose to extend everything. We propose some limited ex-
tension of those provisions. 

We think there is a good economic case for that because we want 
to reinforce recovery and growth, but I agree with you, we cannot 
let that add to expectations about long-term commitments on the 
expenditure side, or it is going to make it harder for us to bring 
those deficits down over time. 

Our basic test should be: what is going to add jobs, what is going 
to add spark to investments, what is going to provide good leverage 
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for the taxpayers’ money? We need to make sure we are doing that 
in a way that is fiscally responsible over the medium term. 

Senator GRASSLEY. Mr. Chairman, I would like to reserve 44 sec-
onds for next round so I can ask a longer question. 

The CHAIRMAN. You may even have more than 44 seconds next 
round. 

Senator GRASSLEY. All right. 
The CHAIRMAN. Senator Rockefeller? 
Senator ROCKEFELLER. Senator Grassley, you have actually just 

31 seconds. 
The CHAIRMAN. He is a good man; we will give him 44 seconds. 
Senator ROCKEFELLER. Yes, that is true. That is true. 
Secretary Geithner, I want to go right to coal, in the energy part 

of the budget. Let me just say this. I come from a State, West Vir-
ginia, which has a very hostile attitude towards any changes in 
current practices in coal and which is against cap-and-trade, which 
is against any kind of change really at all. Not in all cases. I am 
trying to change that. This budget is going to make it really hard 
for me. Let me explain. 

The way I see it is that the renewables give this country about 
6.7 percent of its electricity, and that coal gives it about 85 percent. 
But you have put all kinds of tax credit eliminations in about coal, 
which come out of the meeting in Pittsburgh of the G–20. I under-
stand that. I also do not really believe that China and India are 
ever going to be a part of that. 

So on top of that you shift, in a relatively small thing, but a very 
nettlesome thing, the cost of OSM onto the coal industry, the Office 
of Surface Mining. You shift that onto the industry, and you call 
it a fee. You make the States do it. States have to put down a fee. 
So coal is caught in a very difficult place because it is not certain 
that we are going to get a climate bill this year. It would be good 
if we did. 

I talk to the people I represent about the fact that cap and trade 
was, in fact, the exact mechanism we used some 30 years ago to 
do acid rain. There is no difference. At that time it came in at only 
20 percent of the cost of what people had predicted, the experts had 
predicted. I am trying to be helpful in this. I talk to coal miners, 
I talk about cap and trade, I talk to industry; some are reluctant, 
some are not. 

Now, in your budget—and the way I see it, the way out is tech-
nology, Carbon Capture and Storage being the major part of that— 
you have a total of $545 million for the country in the budget for 
research and development, i.e., CCS. Just to put that into perspec-
tive, that amount has already been about spent on just doing 17 
percent of the emissions of one power plant, the largest power 
plant in North America, American Electric Power in West Virginia, 
just 17 percent of their emissions, they have reduced that by 90 
percent. Others can reduce it and take 95 percent of the carbon 
out, 90 percent, 95 percent. When you get to 95 percent, that is 
cleaner than nuclear power. 

Now, my question to you is, what is there in here which is hope-
ful for coal? Because what you are doing is, you are going to cut 
down the production of coal this year when we may or may not 
have a climate change bill. John Kerry’s bill and other bills may 
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very well talk about substantial amounts of money for clean coal, 
making coal clean, which I am strongly for. 

In the meantime, you are sort of saying to West Virginia, forget 
it; $545 million is what we think of CCS, and in the meantime we 
are going to take away your tax credits so production of coal is 
going down, and that is what you got from our budget, which sort 
of makes me think, thank heavens that it is the President’s budget 
and its staying power may be a week or two. We write the legisla-
tion. 

I want to do it in a way which makes coal clean, which puts a 
discipline on the coal industry and the coal miner and on myself 
to do the right thing for the country and not continuing giving 54 
cents a gallon to methanol, which I understand is a political move 
and it always has been, and I will not get into that. 

But I want you to know, there really is not anything in this 
budget which I can take home or talk about in favorable terms 
with respect to coal, when I want to. The President talked in the 
State of the Union about being for research and development, CCS, 
et cetera, but the budget does not reflect it. 

I have run out of time for a question, so I would just make that 
as kind of an enunciata. 

Secretary GEITHNER. Mr. Chairman, can I make a very quick re-
sponse? 

The CHAIRMAN. Yes. 
Secretary GEITHNER. We are very supportive, like you are, in try-

ing to make sure we are providing significantly larger incentives 
and subsidies to encourage clean energy technologies, including 
clean coal. There are a range of provisions in the budget that I 
would be happy to go through with you that do substantially in-
crease what the government is doing to help facilitate that transi-
tion. 

Again, we want to make sure we are doing things that are going 
to work, but we want to support the same objective. We believe, as 
you do, that the answer is in technology, and we would be happy 
to work with you to make sure that we have the best ideas for how 
to do that in the budget. 

Senator ROCKEFELLER. All right. But they are not in there yet, 
you do agree? 

Secretary GEITHNER. Well, I think if you look at the tax credit 
for renewable energies and you look at the broad range of support 
for R&D, there is more support in there for that objective than the 
specific provision for CCS that you refer to. But again, we are 
happy to work with you. I think we have the same basic objective. 
We understand the tension between the reality today that coal has 
a major role, and will continue to play a major role, in our energy 
future, and we want to use coal more efficiently and make sure 
that we adopt a kind of clean technology. 

The CHAIRMAN. Senator Hatch? Thank you. Oh. Senator Hatch 
is not here. 

Senator Lincoln? There she is, over there. 
Senator LINCOLN. Thank you, Mr. Chairman. I appreciate you 

and the ranking member for holding the hearing, and certainly 
Secretary Geithner for being here. 
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Mr. Secretary, we all know that a budget is nothing more than 
a blueprint that outlines a list of priorities and it is not binding 
legislation, but it does indicate your values. It indicates how you 
plan to lead this Nation in the year ahead. And just in talking 
about, all of the ideas that people have for years beyond 2010 are 
grand and glorious, but Americans are hurting right now, and we 
need to have a real plan for 2010 and 2011. 

So I want to begin my comments—and then I will move to any 
questions I might have—just to say that in the budget that the ad-
ministration has proposed, I think there still is a great deal of 
nervousness among Americans, and I hope that you will work with 
us to try to alleviate some of that. 

In the wake of the difficult economic times for so many Ameri-
cans, I see in the budget that is before us today that we put in 
place a new cap-and-trade system, just as Senator Rockefeller was 
mentioning, and its long-term goals, perhaps, have changed the 
longstanding tax policies that encouraged domestic oil and gas pro-
duction. I think this would undoubtedly result in an immediate in-
crease in energy prices for consumers and for businesses at a time 
when they cannot afford it. So, although we all want to have long- 
term goals, we have to understand what the immediate presents. 

I see the imposition of new taxes on our businesses that are try-
ing to compete around the world, without any substantive policies 
to reward them for keeping jobs here at home, which is critical, not 
only that we do the research and development, but that we encour-
age those industries to ensure that that research and development 
stays here in this country, in American jobs. I see additional tax 
and regulatory burdens being placed on small businesses and the 
self-employed. 

I see a financial regulatory reform proposal that seeks to recreate 
the wheel. We do not need to recreate the wheel, putting the vast 
majority of Main Street banks that have played by the rules all 
along into a whole new regulatory structure, when the focus should 
be on improving oversight of the bad actors, many of those obvi-
ously in New York, or on either coast, but the majority of them not 
being in middle America where jobs need to be created. 

I see a budget that puts a bull’s eye on many policies that rural 
America relies on. I come from rural America. I grew up in a farm-
ing community, in a farm family. This government has provided for 
many of these policies that rural America relies on, and it has been 
in government policy that has been provided for in the farm bill 
just 2 years ago. But to cut them off or to leave them hanging at 
the uncertainty of whether or not that contract that we made with 
rural communities and agricultural providers across this country, 
to cut that contract short in an economic time when they do not 
know what to expect—— 

I go through all of this to say that I guess I do not understand, 
and I think most Arkansans do not understand, the vision of the 
administration when it comes to putting in place economic policy 
that works for our Nation in today’s economy and the economic cli-
mate today, to create the jobs that Arkansans need now in our 
economy. It is critical that we focus on the here and the now. 

Mr. Secretary, I do not know how many people you talked to, 
folks out there in the real world. I know you mentioned your visit 
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to Ohio. I do not know how many farms you visited or farm country 
you visited, so I do want to help pass along that message, that the 
budget and the administration’s economic policies as of late provide 
more questions oftentimes than they do answers. Americans, indi-
viduals and businesses, they are desperately trying to regain their 
footing. They are trying desperately to pull themselves back from 
the brink of this economic crisis. 

Now is the time to provide stability and certainty. You men-
tioned certainty in almost the first four or five words out of your 
mouth. I hope you mean that. I cannot begin to impress upon you 
how critical that is in these economic times: confidence in economic 
policies that they have seen and understand and have bet their 
businesses on, in many instances. My concern is, I think our budg-
et can do more. I think it can do more than that. 

Building on that point, one of the first things that we as a gov-
ernment can do to help provide some economic stability is to focus 
on legislative issues that should have been addressed last year. I 
pledge that to myself and to my colleagues here, that we have to 
do as much, but many of those have been put aside from the effects 
of the long debate that we have had on health care. 

I just hope that you will take an opportunity to look at many of 
those things: 40 Empowerment Zones, 40 Renewal Communities 
across the Nation; somewhere between 500,000 and 700,000 jobs ei-
ther directly or indirectly that benefit from those EZ/RC incentives. 
There are so many other incentives out there. You look at venture 
capital and the biodiesel tax credits that expired at the end of 
2009. There is no certainty for venture capital now. They do not 
invest in our renewable energies because they do not know what 
to expect; the 10,000 to 15,000 jobs in the timber industry directly 
impacted by the Tree Act provisions, which did expire last May and 
were not renewed. We need you to help us focus on those issues. 
There is somewhere between 2.5 million and 6.7 million tax-
payers—— 

The CHAIRMAN. Mr. Secretary, I want to let you respond very, 
very briefly. Actually, the Senator’s time is—— 

Senator LINCOLN. Well, I am just going to hit briefly on small 
business and then I will end, and you can answer however you 
would like. 

The CHAIRMAN. Mr. Secretary, briefly, if you wish to respond. 
Secretary GEITHNER. Well, Senator, I was just going to say, I 

agree with you. While I am testifying today on the President’s fis-
cal year 2011 budget, 2011 feels like a long way away to many peo-
ple. It begins October 1. Our focus right now—and we want to work 
with Congress right now—is on a set of additional measures to help 
reinforce this recovery and get more people back to work, and that 
is why the President said in the State of the Union that our imme-
diate priority is to focus on the things that matter right now. 

Now, there are limits to what we can do, and we want to make 
sure we are doing things that go directly to small business, job cre-
ation, to incentives for adoption of clean technologies, support for 
infrastructure, help for State and local governments. Those, we 
think, matter a lot and make a lot of difference, and we cannot 
wait to do those things, I completely agree with you. But we also 
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need to make sure that we are looking ahead a little bit. We need 
to make some choices now about the longer term. 

I completely agree with what you said about certainty. Their re-
coveries depend on confidence. They depend on the confidence of 
businesses, they depend on the confidences of American families 
that we are going to make things better, repair the damage done. 
That is critical, and everything we do should be guided by that 
basic recognition. 

We need to give people a little bit more clarity than we have 
been able to do as a country over the last many years about what 
are going to be the rules of the game, what tax policies, what regu-
latory policies are going to be out there. I completely agree with 
you on that, and that is why it is important that we swing to earth 
a bunch of the things that we are still working on up here, like in 
financial reform, health care reform, so people can plan for a more 
certain future. 

The CHAIRMAN. Senator Snowe? 
Senator SNOWE. Thank you, Mr. Chairman. 
Mr. Secretary, you mentioned certainty and confidence. Without 

question, those are the two key elements that are the essential in-
gredients in making an economic recovery a strong one, a sustain-
able one. I held some small business forums just a couple of weeks 
ago in the State of Maine, and what I heard from small businesses 
on the ground—because I think there is a disconnect between 
Washington and the rest of the country, Main Street, between re-
ality and fiscal fantasyland here in Washington about the practical-
ities of the policies that are coming out of Washington. 

Whether they are speculative or they are real is immaterial. If 
the perception is that we are going to have more policies coming 
out of Washington that are going to increase the cost of doing busi-
ness, they are simply not going to do business. I heard that time 
and time again, that uncertainty is impossible for them to predict 
or to calculate the cost. 

If I heard it once, I heard it a number of times. People say, how 
do I calculate the cost of doing business when I am hearing in 
Washington they are going to increase the tax rates? Frankly, 
when we talk about $250,000, we are talking about small busi-
nesses, because 93 percent of all small businesses have flow- 
through income. They are small businesses, and they pay 82 per-
cent of those taxes. So, that is going to have a profound impact. 

Furthermore, as we continue to discuss a potential tax increase, 
they are going to freeze. They are going to stand still. That is the 
point. That is what is going to hamper our ability. Then you talk 
about all of the tax increases in the proposed health care bill, the 
62-percent increase in the Medicare payroll tax. They are looking 
at that. That disproportionately affects small businesses. 

I think that there is not only a disconnect, but there has been 
this huge lag time to respond to the needs of small business in a 
practical fashion. There is no way they are going to move forward 
to job creation. Then who would take the risk? Depending on what 
they are hearing coming out of Washington these days, would you 
take the risk? Would you put your money on the line? I mean, that 
is the issue. I heard that over and over again, and rightfully so. 
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So, until we get certainty on taxes, on regulation, on the issue 
of health care and how that is boomeranging off the walls here be-
tween the House and the Senate, we are not going to experience 
job creation. So I would like to hear from you, what certainty is 
there when we are talking about these tax increases. I mean, that 
is going to represent a 9- to 15-percent increase in taxes. 

Furthermore, on paying things, you say we should pay for things, 
pay for everything. But using TARP is not a means of paying for 
it. That is a loan that was meant to be paid back, not to be spent, 
ultimately. I think that we ought to use unused stimulus funds for 
that purpose, and so I hope you would consider that. I am asking 
for a list from the OMB director for all unused, unspent stimulus 
funds, to use that as an offset. 

And finally, I think we should have a jobs impact statement on 
every piece of legislation that comes through the U.S. Congress so 
that we know whether or not it is actually creating jobs, losing 
jobs, or preserving jobs. I mean, I think it is that critical for the 
future of this country and for the interests and well-being of small 
business, the one entity we are depending on to create jobs. 

Secretary GEITHNER. Senator, I agree with much of what you 
said. I think what businesses need more than anything else is more 
confidence there is going to be growing demand for their products, 
and they also want less uncertainty about what is going to happen 
in Washington and about the basic rules of the game. I completely 
agree with you about that. 

I want to respond, though, to two things you said in particular, 
and this is important. We have proposed—you are actually right— 
to let the tax cuts that were given to Americans with incomes 
above $250,000 expire at the end of this year. Congress designed 
them to let them expire, proposed to let them expire. But inde-
pendent analysts who have looked at this—it is not just the Treas-
ury Department analysts who have looked at this—say that those 
will only affect 2 to 3 percent of small businesses. Now, you could 
say 2 to 3 percent is a lot of small businesses, but it is only 2 to 
3 percent. Again, I think the fairest independent assessments of 
that stuff justified that conclusion. 

Now, I completely agree with you that to bring health care to 
resolution would be helpful in reducing some uncertainty about 
what has actually happened, but it is also important to recognize 
that businesses today under our current system, small business in 
particular, face enormous hidden costs in our health care system. 
Those that have health care pay much more for it than large busi-
nesses do. They all pay for the hidden costs of paying for the unin-
sured. 

This country’s health care system today is not a good system for 
businesses or small businesses, and they are facing much more 
rapid growth in health care costs than large businesses. But I 
agree with you that bringing resolution to health care reform would 
be helpful to certainty and confidence, and I think it would be good 
for small businesses, too. 

The CHAIRMAN. Senator Wyden? 
Senator WYDEN. Thank you, Mr. Chairman. I want to pick up on 

your questions as well. 
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Secretary Geithner, the banks are getting bigger, and lines of 
credit to Main Street employers are getting smaller, and it looks 
like a vicious cycle. The taxpayers bail out the too-big-to-fail insti-
tutions, only to be more vulnerable to them. 

Now, a few minutes ago you told the chairman that the banks 
that got bail-out money were increasing lending. Your own Treas-
ury data, however, paints a different picture. The Treasury data 
demonstrates that the 22 banks that got the most help from Treas-
ury bail-out programs have actually been decreasing small business 
lending. The Inspector General’s report on January 30, the TARP 
report, says exactly the same thing. 

So my first question to you picks up on the chairman’s point 
about the urgency of small business lending. Tell me, if you would, 
how the new program that is being discussed is going to be an im-
provement on the two programs that your own data and the In-
spector General have said are not working? 

Secretary GEITHNER. I think if you look carefully at the evidence 
of people who took TARP money and those who did not, I still 
think the evidence is pretty good that, on a relative basis, you saw 
more lending, or a less sharp reduction in lending, across those in-
stitutions. 

Senator WYDEN. Not for small business. 
Secretary GEITHNER. Yes, I think even in that case. But again, 

the point is, I think our basic challenge is, how are we going to 
make this better, how are we going to fix it? To be honest about 
it, the big challenge we have had is that small banks have not been 
willing to come and take advantage of these programs because they 
have been deeply concerned about both the stigma that comes with 
taking out assistance and the potential concerns about conditions, 
actual and prospective. We had hundreds of small banks that with-
drew their applications from the Treasury, even as we tried to 
make these programs more attractive. They do that because of, 
again, a fear of the stigma and fear of the conditions. 

So what we propose is to in some sense separate this from the 
trauma and damage of association with the TARP and do it with 
a better, more sensibly designed set of conditions. But that requires 
legislation, that requires working with you, and it requires getting 
some input, frankly, from banks, community banks and others, on 
how best to do it. 

We proposed one way to do it, but there are a lot of people out 
there with lots of ideas on how best to do it. We are willing to work 
with you and other members on how best to do it. But if you do 
not do things that help community banks, it is very hard to do 
enough to help small businesses that depend on community banks. 

Senator WYDEN. I would like a more detailed answer in writing, 
if I could get that, because I continue to be uncertain with respect 
to how this new program is going to improve on two others that 
your Department and the Inspector General have criticized. 

[The information appears in the appendix on p. 117.] 
Senator WYDEN. Let me go to an area where we are seeing 

progress, and that is the funding of infrastructure. The Build 
America bonds program, to a great extent because of the chairman 
and Senator Grassley, we thought might promote the issuance of 
perhaps $5 billion worth of bonds for roads and transportation sys-
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tems. As you know, it exceeded $60 billion. Clearly, this is now the 
boldest effort in municipal finance as it relates to generating im-
provements in infrastructure. 

Now, you all proposed making this permanent, but you also, it 
appears to me, seem to be suggesting that there be additional areas 
that would be eligible for Build America bonds: refinance projects, 
covering operating expenses. What concerns me is, if the country 
goes that route, that will not do as much to create new jobs, new 
family wage jobs, particularly in transportation where there is the 
great economic multiplier, as the original bipartisan proposal that 
Senator Thune, Senator Talent, a big group of us have been work-
ing on. 

So tell us, if you would, how your revisions in the Build America 
bonds program will still help us to achieve what has long been the 
bipartisan objective up here, which is to generate more new jobs in 
the infrastructure area. 

Secretary GEITHNER. You are right, it is a remarkably effective 
program, to the credit of you and many of your colleagues up here. 
Senator Baucus, I know, has been very supportive of this stuff. It 
is one of the most effective programs per dollar of taxpayers’ money 
that we have seen out there. That is a good case for making it per-
manent. 

But we think there is also a good case to look at the scope of ap-
plicability, but we do not have a monopoly of wisdom on this. We 
would be happy to work with you in trying to make sure that, if 
we expand it, we are not going to reduce its basic effectiveness. But 
we propose something that has no cost, and therefore meets that 
basic test of fiscal responsibility. 

A very important note. Because of this program and a range of 
other programs, the cost of borrowing by State and local govern-
ments has come down very, very dramatically over that period of 
time, and that has been very, very helpful because State and local 
governments still face really, really difficult challenges that they 
have not seen in many, many decades, and we need to keep work-
ing at trying to help them get through this. We think this program 
is one way to do that. 

Senator WYDEN. Thank you, Mr. Chairman. 
The CHAIRMAN. Senator Bunning? 
Senator BUNNING. Thank you, Mr. Chairman. 
I was glad that a lot of my colleagues brought up clarity, con-

fidence, and certainty, because that is one of the unbelievable 
things that the American people are having difficulty with; there-
fore, I am going to question you on some other things that kind of 
led up to that clarity, confidence, and certainty. 

The reasons you and others have stated for bailing out AIG and 
the terms of the bail-out seem to have changed over time, so I 
wanted to give you the opportunity to set the record straight on 
two questions. First, why did you believe AIG could not be allowed 
to fail? Was it the impact on insurance policyholders, the derivative 
counter-parties, the money market, or something else? 

Secretary GEITHNER. Senator, thank you for asking that ques-
tion. As I have said from the beginning, our judgment was that the 
failure of AIG would have been catastrophic to the stability of the 
financial system. It would have had the effect of undermining con-
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fidence in the insurance system. It would create a prospect of much 
greater failure across the financial system. You would have seen 
much more damage to the basic value of American savings. I think 
if anyone doubts that, you just have to look back to what happened 
after Lehman failed. 

Our judgment was—and this was not just my judgment, Senator, 
it was the judgment of a range of people who were responsible for 
those decisions at that time, including President Bush, Secretary 
Paulson, and Chairman Bernanke—that those pressures you saw 
after Lehman’s failure would have been dramatically amplified if 
AIG had failed, and they would have spread to parts of the system 
that would otherwise have been unaffected, including basic con-
fidence in the insurance system. 

Senator BUNNING. Let me get to the point, though. Was it the de-
rivative business, security lending at the insurance companies, the 
commercial paper, the aircraft leasing business, or something else? 

Secretary GEITHNER. Again, it is hard to separate. What is sys-
temic risk is a difficult thing to judge. There is no—— 

Senator BUNNING. We are all finding that out up here. 
Secretary GEITHNER. But that is the reality of it. But again, I 

think the simplest way to say it is, look at what happened after 
Lehman Brothers and the broader collapse of many of our large in-
stitutions. Look what happened to that. Value of American savings 
fell by 40 percent. You saw hundreds of thousands of businesses 
forced to close, millions of people lost their work, basic confidence 
in the stability of the system was broken. You had the rivets com-
ing off the submarine. 

In that environment, to have the largest insurance company in 
the world, that had written savings protection contracts to thou-
sands—hundreds of thousands—of American households and to a 
bunch of State and local governments, to have that institution fail 
in that environment, in our judgment, would have been cata-
strophic. So what we did was the best we could with limited tools 
to try to limit risk to the taxpayer and contain that broader dam-
age. 

Senator BUNNING. All right. 
When did you first become aware that AIG was in trouble, you 

personally? 
Secretary GEITHNER. AIG informed the Treasury and the Fed on 

Friday—I cannot remember if it was September 12th, or if that is 
exactly the right Friday. But it was that Friday—that they 
were—— 

Senator BUNNING. This was in September? 
Secretary GEITHNER. That is right. September 2008. And that 

they were at the edge at that point and they did not believe that 
they were going to make it without support from the government. 

Senator BUNNING. So AIG’s condition did not come up at your 
July 29th meeting with the company’s CEO when he was asking 
about access to Fed lending? 

Secretary GEITHNER. No. As I have testified before, AIG’s offi-
cials, including the CEO, approached us informally, and other of 
my colleagues, at other times over the preceding probably 6-month 
period and said, what if we faced the possibility of significant li-
quidity pressure? Under what circumstances is it possible for the 
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Fed to come to our assistance? But it was really only on that Fri-
day, Senator, that they came to us and said—and you know, re-
member this: the Federal Reserve had no authority and responsi-
bility for the risk AIG was taking. They were subject to supervision 
by State insurance companies, by Federal regulators. 

Senator BUNNING. No. But the Fed did have recourse. 
Secretary GEITHNER. The Fed had absolutely no authority, abso-

lutely no responsibility for supervising/overseeing the activities of 
AIG. 

Senator BUNNING. Oh, no. Not for supervising. 
Secretary GEITHNER. Yes. But at that point that is why we 

had—— 
Senator BUNNING. Is that why TARP money was used? 
Secretary GEITHNER. No. But again, you know this history well, 

Senator. 
Senator BUNNING. Yes, I do. 
Secretary GEITHNER. When they got to the edge where they could 

no longer operate without government assistance, they came to the 
Fed and said, will you help avoid default? We said, like we always 
do, what is going to be the best way to contain damage at least cost 
to the taxpayer? We made those judgments with exceptional care, 
with extreme reluctance. No one would ever want to be in the posi-
tion, ever, of giving a dollar of taxpayers’ money to a company like 
that that had mismanaged its way, despite the supervision of an 
insurance company—— 

Senator BUNNING. Even at the time when you knew it was fail-
ing? 

Secretary GEITHNER. Of course. No one wanted to be in the posi-
tion, if there was any other way, to put taxpayer money on the line 
to prevent default by a company like that. If there was any way 
to avoid that without a penny of dollars, we would have jumped on 
that and embraced it. 

Senator BUNNING. But you did it with Bear Stearns and not Leh-
man. 

Secretary GEITHNER. Well, the Bear Stearns case—it is good you 
raised that case. 

Senator BUNNING. Yes? 
Secretary GEITHNER. In the Bear Stearns case, there was a will-

ing buyer able to come in and buy and guarantee—— 
Senator BUNNING. There is some question whether they were 

willing or not. 
Secretary GEITHNER. Well, you can ask them that. 
Senator BUNNING. We have. 
The CHAIRMAN. Senator Stabenow? 
Senator BUNNING. Thank you very much. I will continue later on. 
The CHAIRMAN. Senator Stabenow, you are next. 
Senator STABENOW. Thank you, Mr. Chairman. 
Welcome, Mr. Secretary. I want to take the previous questions 

and actually pivot back to what is happening to American families, 
American businesses. To avoid a disaster, actions were taken last 
year, AIG Investment Banks, because the country was at the edge 
of a cliff and there was a concern about disaster. 

We have 15.3 million people who do not have jobs, who do not 
have breadwinners in their families nationally. That is a disaster. 
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Most of that, overwhelmingly, did not happen on President 
Obama’s watch or your watch, but I would first state that, when 
we have 6.4 people looking for jobs, or 6 people looking for work 
for every job available, that is a disaster. 

I believe the Recovery Act was a response to the disaster that 
families and businesses had been facing and was an appropriate re-
sponse, and that we need to keep our focus there. So I appreciate 
your focus on small business, which is critical for job creation. As 
I am sure you know, even though things have been done through 
SBA and so on this last year, we do not have enough capital avail-
able for small businesses. 

We have serious issues. We have small businesses that are now 
in a situation where they do not have collateral because their 
equipment, their business is not worth what it was, their home is 
not worth what it was, and so they now have a one-two punch of, 
cannot get a loan, do not have collateral as well, which is some-
thing that we need to address as we are looking at these issues. 
We have suggestions on how to do that, but I appreciate the focus 
on small business, on exports, education, health care costs, deficits. 

I would like you to speak just for a moment, though, on why it 
is so critical now in terms of deficit reduction and the economy to 
focus on jobs. Jobs and deficit reduction are not separate, in my 
mind. I wonder if you might just speak a little bit more about how 
creating jobs will actually grow the economy and reduce the deficit. 

Secretary GEITHNER. Well, I believe you said it exactly right. The 
economy is in crisis still, and for the average American, for many 
businesses, this is still the worst economic environment and the 
most challenging economic environment they have ever experi-
enced. That is true, even though we have been successful in put-
ting out this financial fire at the center of the system and even 
though we have been successful in starting to repair the damage 
and putting a floor under an economy that is falling off the cliff. 

But you are absolutely right. It is because of that that our first 
priority has to be ways to use additional assistance from the gov-
ernment to provide incentives for investment and for job creation. 
We want to make sure as we do that—again, because we do not 
have unlimited resources—that we are focused on things that have 
the biggest bang for the buck. 

Focusing on small businesses and tax incentives and credit is one 
way to do that. That is not the only answer, though. We think it 
is important that be complemented by support for a broad range 
of other investment incentives, for clean energy technologies, for in-
frastructure, and there are some things that State and local gov-
ernments need, that they need desperately now to make sure they 
can weather this major storm ahead. 

Senator STABENOW. I wonder if you might also speak a little bit 
to one critical investment that I am very pleased is in the Presi-
dent’s budget, and it relates to manufacturing, clean energy manu-
facturing. In the 8 years prior to President Obama taking office, we 
lost almost 6 million middle-class manufacturing jobs in this coun-
try. I think there was a belief at that time that, if you could buy 
something, it did not matter where it was made. We want very 
much to see the words ‘‘Made in America’’ again on the products 
around the world, and in this country. 
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The $5-billion expansion of the Manufacturing Tax Credit—I am 
very pleased. I have worked with Senator Bingaman and Senator 
Lugar, Senator Hatch. We have legislation in to expand what was 
an effort we worked on very hard with you in the Recovery Act. 
But I wonder if you might speak to why it is important to focus 
on the clean energy manufacturing incentives and the success that 
we have had up to this point. 

Secretary GEITHNER. Well, as you heard the President say, and 
I know you believe this, we want the United States to be a leader 
in those technologies. We think they are critical. We think in some 
ways they are the best hope for trying to make sure that we take 
advantage of the great skills and expertise and productivity of the 
American worker and have them working on things that are going 
to be, obviously, central to our economic future. 

Now, this tax program is, I think by all measures, a very effec-
tive program. It has been remarkably over-subscribed. As you 
know, we are proposing to expand it. We are not going to wait for 
Congress to act in this case because we can use the remaining re-
sources we have now to continue to make sure we are providing 
support on it. But we think it makes a lot of sense, and we would 
be happy to work with you and your colleagues to make sure that 
it is designed in a way that it meets that basic test. We want to 
do things that have the maximum bang for the additional assist-
ance we provide, either through the tax system or direct invest-
ments, and this program meets that test. 

Senator STABENOW. Thank you. 
Thank you, Mr. Chairman. 
The CHAIRMAN. You bet. 
Senator Menendez? 
Senator MENENDEZ. Thank you, Mr. Chairman. 
Mr. Secretary, thank you for your service. I am glad to see the 

President’s budget has something that I have championed, which 
is Alternative Minimum Tax relief continuing. There are a lot of 
middle-class families in the country, certainly in New Jersey, that 
are affected by it. 

I appreciate your comments on loan guarantees with SBA. I have 
a concern, however, that if there are no loans, there are no loans 
to guarantee, so we look forward to maybe working with you on 
that to see how, in fact, that actually becomes something much 
more than a hollow promise. 

But I want to go up to three things very quickly, and I hope you 
will work with me so I can get through them. One is, the adminis-
tration has proposed a modest responsibility fee on the largest 
banks to help pay back the taxpayers’ TARP funds. The banks are 
objecting to this modest fee to pay back the taxpayers because of 
the supposed effects on lending, they claim, and the cost to con-
sumers. At the same time, many of these entities are paying some 
of the largest bonuses to their own executives. 

So, one, how do they reconcile that position? Second, should we 
not be looking after banks to pay back taxpayers for TARP in a few 
years? Should we not have those banks continue to pay into an in-
surance fund so that in the future banks, rather than taxpayers, 
effectively, would be paying if one of them fails? 
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Secretary GEITHNER. Senator, I do not think there is any signifi-
cant risk that this fee, as we designed it, would have a negative 
impact on lending, probably for the reasons you said: banks do not 
have to pass this on, and modest reductions in the compensation 
budget would absorb the cost of the fee. 

We think it is absolutely essential to make sure that, in financial 
reform legislation, we are meeting a basic common-sense test, 
which is, if the government has to take risk or loss in the future 
to put out some future financial fire, we do not want the taxpayers 
to have to bear the burden of that cost. That is why we have pro-
posed to make sure that they do not bear a penny of cost under 
TARP for what we had to do in AIG or anywhere else, and we want 
to make sure in the future that taxpayers are not on the hook to 
save large financial institutions from the consequences of their mis-
takes. 

Senator MENENDEZ. And the question is, how we do that, wheth-
er we do it prospectively or retroactively? It just seems to me that, 
when we do not do it prospectively, we put the taxpayer out there, 
and then we seek to recoup it. So, it is something we look forward 
to working with you on. 

Second, I find it ironic that some of my colleagues on the other 
side of the aisle, who passed $2.5-trillion worth of unpaid-for tax 
cuts and failed to pay for two wars, passed an expanded drug ben-
efit with an overwhelming Republican majority without financing 
one dime’s worth, have now rediscovered the issue of the deficit. At 
the same time, I hear the same voices clamoring on that, saying 
let us fully repeal the estate tax. 

What sort of consequence would it be to our deficits if we fully 
repeal the estate tax? Is there not a way to get about 98, 99 per-
cent of all Americans exempt from the estate tax but not bust the 
deficit in the process and allow us the room for the middle-class tax 
cuts that the President’s budget calls for? 

Secretary GEITHNER. Senator, we believe what the President has 
proposed, and we hope to work with you to do, is to extend the 
rates and exemptions that were in place in 2009 and make them 
permanent. We hope Congress will act and make those changes ret-
roactive to January 1st of this year. We think that is fair. It cap-
tures only a very, very tiny fraction of all estates, between 1 and 
2 percent. We think it is fair to do it that way. We do not think 
it would be responsible to—— 

Senator MENENDEZ. That is, 98 percent of Americans would 
never—— 

Secretary GEITHNER. Probably 99. 
Senator MENENDEZ. So 99 percent of Americans would never pay 

an estate tax, only the wealthiest 1 percent would. 
Secretary GEITHNER. Again, what we are proposing to do is take 

what was in place in 2009 and make that permanent. That is a 
lower rate and broader exception than would be in place if Con-
gress did not act this year, because it would go up higher in 2011. 

Senator MENENDEZ. Well, that gives us the opportunity to create 
absolutely no liability for about 98, 99 percent of Americans and 
gives us the opportunity to pursue the middle-class tax cuts instead 
of busting the budget. 

Secretary GEITHNER. That is correct. 
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Senator MENENDEZ. Lastly, last year you and I discussed my con-
cern regarding a current law tax loophole using reinsurance be-
tween affiliates that allows foreign-based insurance companies to 
ship their revenues offshore and avoid paying taxes. This is behav-
ior that gives foreign insurers a significant advantage over U.S. 
competitors, which both hurts our domestic companies and blows 
significant holes in our tax base. 

I am pleased to see that this year’s budget has a proposal to seek 
to resolve this problem, however, I note the approach you all take 
differs from the approach of the Senate Finance Committee discus-
sion draft and a similar bill introduced in the House. Could I get 
you to commit to me that you are willing to work to make this a 
priority and have your staff work with those of us on the Finance 
Committee to find common ground to effectively close this loophole? 

Secretary GEITHNER. Yes, of course we would be happy to work 
with you on that. 

The CHAIRMAN. Thank you. 
Senator MENENDEZ. Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you very much, Senator. 
Senator Enzi, you are next. 
Senator ENZI. Thank you, Mr. Chairman. 
One of the things I have been concerned about in the budget is 

the way that small businessmen are going to be affected by the tax 
increases. They talk about it being over $250,000 in revenue. I 
know a young couple from Gillette, WY who started a restaurant. 
It was very successful. They have expanded it out to eight res-
taurants. 

I went to their newest restaurant in Casper and ran into one of 
the people who started it. He said, you know, we started this with 
$2,000 in our pocket. We now have eight restaurants, and we still 
only have $2,000 in our pocket. Everything they made, they put 
back into the business. But we are going to stifle the economy by 
stopping them from putting it back into the business because we 
are going to make them pay it to the Federal Government instead. 
I appreciate your comments on small business that you made. 

You will remember, in your confirmation hearings, I mentioned 
that a small businessman from Montana had mentioned to me the 
need for $5,000 per new employee in order to be able to expand 
their business, and I appreciate, particularly, that number being in 
there. There are a bunch of complications that I will work with you 
on to be sure that we are expanding jobs in order to get that, but 
we also need to expedite the way that they get that. 

The $30 billion in small business lending that you mentioned in 
your opening statement, would that be funded through the SBA? 
Because the SBA has some requirements about showing that you 
cannot get money before you can get money, and it takes a long 
time to go through the process because you do not have enough 
money to begin with. So they are trying to get the money to the 
people who need it the most, but in the meantime that kind of sti-
fles the economy. So is there a way to get that through the banks 
instead? 

Secretary GEITHNER. Senator, excellent questions. Let me just 
start where you ended, and then I want to come back to the begin-
ning. We are proposing both to expand what the SBA can do by 
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raising the loan limits, and lowering the guarantee fee on the most 
successful SBA programs. 

Karen Mills at SBA is working very hard to make sure that she 
reduces and streamlines the requirements in those programs with-
out leaving the taxpayer more exposed to risk of loss. But we want 
to complement that by trying to make sure we are helping commu-
nity banks, too. So the $30-billion program the President referred 
to is to take $30 billion of repayments we have gotten from the 
largest institutions, put those aside to help make it available to 
help community banks that are committing to support small busi-
ness lending. 

I did want to come back to the point on the tax side, though. This 
is very important. We are, in the interests of what makes sense for 
the economy and in the interests of certainty and clarity, proposing 
to make permanent the tax cuts now in place for people earning 
below $250,000. As I said, that is about 97 percent of small busi-
nesses. The increase only affects 2 to 3 percent of small businesses. 

But we are also—and this is very important to emphasize—pro-
posing to extend the expensing provisions to expand the accelerated 
depreciation allowances, proposing to make permanent the R&D 
tax credit, and we are proposing a very well-designed additional in-
centive to small businesses that add jobs and increase wages and 
payroll. We think that is a very powerful package that gives assist-
ance and clarity to small businesses, on balance. So I hope we can 
work with you, and we hope we find common ground on what we 
think is a very well-designed, powerful package of tax measures. 

Senator ENZI. Thank you. I will switch, because of my limited 
time, to another topic here, and that is, you are proposing elimi-
nating tax preferences for the oil and gas industry and for the coal 
industry. That will cost jobs in places like Wyoming, and it will in-
crease the taxes on the oil and gas industry and on the coal indus-
try, and those will be passed on to consumers in their electricity 
bills and at the pump. So I am kind of curious as to how we are 
going to increase the taxes on those industries and keep it from 
being a hidden tax on everyone else. 

Related to that, there is also an abandoned mine land tax that 
the President is talking about eliminating in certain cases. That is 
actually a law that was passed. It was not an appropriation. That 
was one crafted by Senator Baucus and I, and others, that was de-
signed to extend the abandoned mine land tax, which for 30 years 
had promised that those States that received it would be paid back 
that money. It was kept in the trust fund, and what we have done 
is released that money. 

In exchange, we got the companies to agree to extend the tax. We 
got the unions pleased that we were able to take care of orphaned 
minors. All of those things, plus the production, stand a chance of 
having difficulties if we eliminate those payments. So, I hope that 
we will take another look at that. 

Secretary GEITHNER. Senator, I am happy to work with you and 
make sure we understand your concerns with how that was de-
signed and proposed. You are right, we are proposing to eliminate 
a set of subsidies that now go to the oil, gas, and coal industry, and 
those will raise significant resources over time. We are doing that 
not only for the reason that we think it is part of being fiscally re-
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sponsible, but because we think we need to eliminate subsidies in 
the system that go to objectives that conflict with our broader effort 
to try to improve energy efficiency and reduce carbon emissions, 
but we recognize they will be difficult. 

We do not think they are going to have any effect on prices. We 
do not think they will. People may disagree about that, and they 
have been carefully designed in that sense. But I understand that 
is going to be difficult and hard, and we would be happy to work 
with you, particularly on your concerns about the way the aban-
doned mine proposal was designed. 

Senator ENZI. Thank you. 
The CHAIRMAN. Thank you. Mr. Secretary, I share the concern on 

that program with Senator Enzi, and I hope we can work that out. 
Senator Carper, you are next. 
Senator CARPER. Thanks, Mr. Chairman. 
One of the reasons I sought for so long to serve on this com-

mittee—8 years, actually, before I finally succeeded in getting 
here—was I have always admired the bipartisan way that this 
committee works. That history and that characteristic has really 
been tested over the last year. We have the opportunity, as we sort 
of reset here for a bit and focus on jobs and job creation, to go back 
to the tradition that would help make this effective, and I think 
very much admired, here in the Senate. 

Mr. Secretary, yesterday was Mike Enzi’s birthday, today is John 
Cornyn’s birthday. I could probably offer a resolution commending 
both of them on their birthdays this week; I do not know that I 
could get 60 votes for it. [Laughter.] 

Well, I might be able to. 
Senator CORNYN. Well, I bet you could not. 
Senator CARPER. I might be able to. 
Senator CORNYN. Not for commending us, but for committing us. 
Senator CARPER. We could get it out of committee, but after that 

I am not sure what would happen. 
Well, I am going to ask you to spend a minute or two. You have 

outlined in your oral testimony—I got a copy of it, thanks to your 
staff—what seemed to be pretty good common-sense ideas to try to 
keep job creation activity going as we move from a huge net loss 
of jobs a year ago to something almost dead even right now. 

But you have outlined some ideas that it would seem to me 
would not only enjoy Democratic support, from the administration 
and from folks on our side, but a number of our Republican friends. 
I just wanted you to come back, and just talk to us about the ones 
where you see the most potential for common ground, moving the 
package forward, and why. 

Secretary GEITHNER. Well, Senator, we have tried to take what 
we think are the best ideas from both sides in this area, and I 
think at the core of this agenda is the recognition that businesses 
need to be able to grow if we are going to create jobs, and that re-
quires that government do things that are going to help make that 
easier, not harder. 

Businesses have a huge stake in making sure that we have the 
government investing in research and development, providing tar-
geted tax incentives that will help the technologies of the future, 
and making our education system do a better job of educating our 
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children. These are things that business needs, businesses rely on. 
I think at that core, these suggestions should have broad support. 

I tried to say when I began that you have people on both sides 
of the aisle now saying very important things, saying that deficits 
matter, tax cuts are not free, that if we are going to do more pro-
grams we have to pay for them, that we have great fiscal perils 
ahead, but that our priority right now is growth and jobs and con-
fidence. 

So I think at that core message, again, our hope is, and I think 
what the American people want to see, they want to see their lead-
ers coming together and trying to bring practical solutions to those 
problems. We provide a set of suggestions for doing that. We do not 
have a monopoly of wisdom, a monopoly of ideas, and we will be 
open to other suggestions. But I think our test is going to be, again, 
what is going to offer the best prospect of support now to help re-
pair what is broken in our country, get people back to work. 

Senator CARPER. I am going to ask you to be a little more spe-
cific, if you will—thank you for what you just said—in terms of the 
proposals that you submitted to us, whether it be $17.5 billion in 
SBA loan guarantees, whether it happens to be the $5,000 tax 
credit for those who hire new, that is one agenda, but a good agen-
da. 

Secretary GEITHNER. Business expensing, accelerated deprecia-
tion, permanent R&D tax credit, zero capital gains for new invest-
ments in small businesses, a new jobs tax credit that rewards 
small businesses and expand employment and wages, SBA credit 
to small community banks. 

Those things that I have heard from members on both sides of 
the aisle are very important to them. Again, they meet that basic 
test: they are pro-growth, they are pro-jobs, you can do them in 
ways that are fiscally responsible, and you can look at people and 
say a dollar of taxpayers’ money will make a difference in those 
areas. But those are just some things. 

Senator CARPER. I just heard my colleagues on the other side, 
Mr. Chairman. Those are pretty good ideas. They are not just 
Democratic ideas, they are not just Republican ideas. Those are 
pretty smart ideas. I would hope that we could find common 
ground. 

As my time runs out, Mr. Secretary, I had spoken to you before 
about another idea that could help free up a lot of money that is 
tied up in the student loan auction rate securities, university dol-
lars. The Department of Economics has actually studied this, and 
they say we could free up a lot of money, an estimated $60 billion 
provided for a stimulus that would not cost taxpayers—as far as I 
can tell—a dime and would translate into potentially up to 400,000 
jobs or more. 

I have raised this with you; I have raised it with others in the 
administration. I thought it was a good idea when the University 
of Delaware brought it to my attention, and I still think it is a good 
idea. I would lay it at your feet once more. Thank you. 

Secretary GEITHNER. I want to just emphasize that Chairman 
Mary Schapiro at the SEC and State IGs across the country are 
working on that. You are right to say there is a lot of money still 
locked up in that, and I would be happy to spend time with you 
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working through it, or other things that we can do to help on that 
problem. 

Senator CARPER. Thanks for being here today, and thanks for 
your service. 

The CHAIRMAN. Senator Kyl? 
Senator KYL. Thank you, Mr. Chairman. 
Secretary Geithner, first let me talk about the bank tax, or fee. 

How many firms will pay the tax that did not directly receive 
TARP funds? 

Secretary GEITHNER. I do not think I can give you the exact num-
ber today. I would be happy to respond in writing on that. 

[The information appears in the appendix on p. 108.] 
Secretary GEITHNER. We have set it to make sure that it only 

hits firms that are above $50 billion in assets. Again, those were 
the firms that we think were the principal beneficiaries of what we 
had to do to fix the financial system, even though not all of them 
were direct recipients of taxpayers’ money. 

Senator KYL. Yes, we all benefitted from it indirectly. Yes or no? 
Secretary GEITHNER. But they also—— 
Senator KYL. Did all of America indirectly benefit from the infu-

sion of TARP funds? 
Secretary GEITHNER. Absolutely. 
Senator KYL. Good. All right. Thank you. And I will appreciate 

getting the number of those that directly received the funds. 
The point is, some banks will pay for this, or entities will pay 

the tax that did not directly receive the funds. Of those that did, 
were there not some that were reluctant to take the funds and, in 
fact, argued that they should not have to? 

Secretary GEITHNER. Well, I have read that, but I actually think 
a fair reading, looking back, is that that capital was essential to 
all of them. 

One quick point, Senator Kyl. You need to look—as I know you 
do—they all benefitted from the guarantees the FDIC provided, the 
emergency guarantees they provided also. 

Senator KYL. All right. Well, let us just go with that then. Be-
cause what you said is you are going to keep the fee on until the 
taxpayers are made whole, and this is almost a direct quote, the 
taxes on the banks that benefitted most from TARP. 

Now, I think you are shooting at the wrong target because, is it 
not also true that the entities to whom this tax will apply either 
have already paid, or are expected to repay, what they directly re-
ceived in the way of TARP funds? 

Secretary GEITHNER. Exactly. But the law is—— 
Senator KYL. All right. All right. So the banks that are going to 

be taxed, some of them did not receive direct funds, some contend 
that they did not want to take the funds, and in any event they 
have paid them back. Now, there was an implicit guarantee for 
some other folks, however, and a direct guarantee, and they have 
not paid money back that they received from the government. I am 
talking about General Motors, AIG, the Government-Sponsored En-
tities. So they are the ones that have not paid the money back. 
Why tax entities that have paid the money back, but not tax the 
entities that have not paid the money back? 
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Secretary GEITHNER. Senator, the way the law was written, it 
puts an obligation on me to propose to the Congress how to make 
sure we recoup any losses. So the question is how to do that. We 
have the obligation, so the question is how to do that. Again, what 
we designed—and this is a proposal Congress has to consider—is 
a proposal that is targeted to people we thought benefitted most 
from the financial actions we took to rescue the economy. It is fair 
in that way, and it is designed, in a sense, as a fee on risk, as a 
fee on leverage, and that will help reinforce an objective I think 
many—— 

Senator KYL. But you could also, under that same logic, apply 
the tax to the three types of entities that I just mentioned. 

Secretary GEITHNER. Well, there is no perfect way to do that. 
Senator KYL. They benefitted. 
Secretary GEITHNER. Yes. But as you said, of course you could 

cast it much more broadly. You could cast it on every bank in the 
country. 

Senator KYL. Is it not the fact that you are trying to go after the 
people who have the money, and that is the banks that have repaid 
the money, and should you not be trying to examine a way to get 
the money back from the entities that I mentioned? 

Secretary GEITHNER. We are going to work very, very hard to 
make sure that we get as much back as we can from those entities, 
and we are going to be, I think, remarkably successful relative to 
what anybody said. But we are still left with that obligation in the 
law. 

Senator KYL. Could you send a letter to the committee at an ap-
propriate time indicating how you think you might be able to get 
more of the money back from the entities that I mentioned that are 
not subject to the—— 

Secretary GEITHNER. Absolutely. 
Senator KYL. Now, let me, before the time is out, ask you about 

the dollar. You have a responsibility for managing dollar policy, 
and I gather you believe in a strong American dollar. 

Secretary GEITHNER. Of course I do. In fact, that particular 
phrase and commitment of policy was first written in my office at 
the Treasury Department in 1995. 

Senator KYL. Great. Now, let me just ask, does issuing more gov-
ernment debt make the dollar stronger or weaker? 

Secretary GEITHNER. Senator, I think you are raising the right 
question, which is that, if the world does not have confidence in our 
ability to manage our financial future, then we will lose confidence 
in—— 

Senator KYL. Is not an honest way to answer the question that 
issuing more government debt makes the dollar weaker, and that 
is a real problem, and we need to do everything we can to work 
around that problem? It is probably not the best idea in the world 
to be taking on more debt if we want to have a strong dollar, but 
there are policy reasons that cause the President to want to do 
that? 

Secretary GEITHNER. No, I would not say it that way. It is very 
interesting, if you look back at what has happened in the last year. 

Senator KYL. Go ahead and say it. 
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Secretary GEITHNER. When the world was in crisis, when people 
were deeply concerned about the stability of our financial system 
and about the stability of the global economy, people still wanted 
to hold dollars and hold U.S. financial assets. The dollar rose over 
that period of time, and our borrowing costs fell even though we 
were taking exceptional actions to help fix this economy. That is 
because they believed in us. They thought we were going to fix it, 
and they were counting on us to do that. 

Now, as people become somewhat more confident, they are will-
ing to take risk again. That is really the story in this period of 
time, and Americans should really understand this. When the 
world was most at risk and most scared, people were still putting 
their resources in dollars—— 

Senator KYL. I understand what you are saying. Excuse me. The 
time is—— 

Secretary GEITHNER. And we want to preserve that. 
Senator KYL. Yes. But here is the point. We are talking about 

next year’s budget and the huge deficit that we are going to incur 
next year. There is a point at which our lenders are not going to 
have that same kind of confidence. Would you not be willing to 
state that you agree with me that it is not a good idea to have a 
big deficit if we want to have a strong dollar? 

Secretary GEITHNER. I agree completely with you that, if we do 
not make people believe that we are going to fix those deficits, 
bring them down over time, then we will risk losing confidence in 
our financial future, and that will raise interest rates, you will 
have less investment, and that will be bad for the American econ-
omy. 

The CHAIRMAN. Senator Cantwell? 
Senator CANTWELL. Thank you, Mr. Chairman. 
Mr. Secretary, why not take the $30 billion in resources that the 

President has outlined for small business and implement a pro-
gram immediately as opposed to working its way through a legisla-
tive process in Congress? 

Secretary GEITHNER. An excellent question. I think the best way 
to say it is this. We have been trying for 8 months to try to get 
community and small banks to come and take capital from the 
Treasury under programs many of you supported and use that to 
lend. Frankly, they have not been willing to come. They took back 
their applications by the hundreds because they were worried 
about the stigma and the conditions. 

Now, it may be that that would fade over time—— 
Senator CANTWELL. Mr. Secretary, I do not think that they were 

worried about the stigma of TARP dollars. I do not think they liked 
the terms of the agreement. For somebody who gave 100 cents on 
the dollar to AIG, I think you would understand that the terms of 
the agreement matter. 

Secretary GEITHNER. I agree with that. I agree with what you 
said. 

Senator CANTWELL. Why not implement a program now—we 
have small businesses every day that are folding. We acted with 
urgency when it came to the big banks, but when it comes to the 
small banks and small businesses, Americans are being told, no, we 
are not going to design or come up with a program. So you are 
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right, the Inspector General has said you were supposed to come 
up with a program last March, and you have not come up with 
that. 

Secretary GEITHNER. Well, no. But that is not quite true, Sen-
ator. Again, we have substantially expanded resources to commu-
nity development financial institutions. We have had a program in 
place that is very attractive on its financial terms to small commu-
nity banks. Some have come. Most people have been reluctant to 
come. You are absolutely right that terms matter. This is not some-
thing that takes any time, this is easy to do, but it requires legisla-
tion. 

Senator CANTWELL. Excuse me, Mr. Secretary. It does not re-
quire legislation. We have been in consultation with CRS, and they 
say it does not. You said you could not do the bail-out to the auto 
industry from TARP either without legislation, and then when we 
did not pass legislation—— 

Secretary GEITHNER. I never said that, Senator. 
Senator CANTWELL. Well, that is exactly what happened, and 

help was given to the auto industry by the administration after-
wards. So I am sitting here with a high-tech company in my State 
that had a performing line of credit pulled by Bank of America and 
ordered to repay within 30 days. The CEO took himself off of the 
payroll just so they could barely survive. 

I have a woman who is a State employee with no debt, a credit 
score over 800, $400,000 in a home, but she has 25 banks who have 
denied her access to a line of credit. When the FDIC closed the 
Bank of Clark County, they basically unilaterally cut customers off 
of their original—we had a company, Columbia Gin, forcing their 
owner to try to fund the company out of his own pocket; a res-
taurant, very popular in that area, its assets were frozen and taken 
over. These are not people who caused the problem; these are peo-
ple who had performing lines of credit, and they have had their 
capital cut right out from under them. 

Secretary GEITHNER. Senator, I could not agree more with you. 
What happened in this is deeply unfair. People who were careful, 
they were prudent, they were responsible, they ran good busi-
nesses, but they were—— 

Senator CANTWELL. Where is the urgency, Mr. Secretary, in solv-
ing this? If we go through a legislative process here and we take 
another 90 days—and who is to say that in that legislative process 
you will have had the right criteria and the right terms anyway? 
We could come out of that just as the TALF program did, just as 
these other programs that were supposedly going to help small 
business did, and we find out it has not solved the problem. 

So my point is, why wait? Why not come to terms right now with 
community banks? Because the big banks—somebody came to 
terms with them, and they walked away very happy customers, but 
small businesses in America are not getting access to capital. 

Secretary GEITHNER. Senator, we want to fix this as quickly as 
we can. Nothing would make me happier than if small banks want 
to come today to the program we have in place today and take cap-
ital from it. But they have in some ways voted with their feet; hun-
dreds and hundreds took back their applications because of con-
cerns about terms. It is not hard, I think, in this way for a Con-
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gress to do a quick, deft, surgical, powerful act to reduce their con-
cern that the conditions they face would make it untenable to run 
their businesses. I do not think that is hard to do. 

Senator CANTWELL. I think, Mr. Secretary, you should take swift, 
deft action to implement that immediately. If you do not get it, 
then understand, that is what people in America are angry about. 
They are angry that that is what happened. The past administra-
tion took swift, deft action to help the big banks on terms that 
some people find outrageous today. Now these small banks are not 
getting access to the terms that would help small business. 

These are not unfair terms, these are not unfair justifications, 
but people put the screws to the community banks and gave all the 
money away to the big banks. If we do not implement change right 
now, we are going to lose more jobs. We cannot propose a budget 
that talks about credits for keeping small business while, right 
now, people are cutting lines of credit to small business and they 
are laying off people. 

Secretary GEITHNER. I agree. This is not about the fiscal year 
2011 budget, and I agree about the urgency completely. Com-
pletely. I completely agree. 

Senator CANTWELL. Well, I would urge you, Mr. Secretary, I am 
telling you, they are coming in to my office every day with these 
stories. I would urge you and the administration to act now. Do not 
wait for legislation. Come to terms with the community banks on 
reasonable terms that they can agree to with a broad spectrum of 
daylight, and I think that we will be well on our way to getting 
Americans back to work. 

Secretary GEITHNER. I agree with you. The President agrees, too. 
We are happy to work with you and your staff on the best ideas 
of how to do that. 

The CHAIRMAN. I think there are a lot of Senators who share the 
concerns raised by Senator Cantwell. 

Senator Nelson? 
Senator NELSON. Well, this Senator certainly does. I can tell you, 

daily, Mr. Secretary, I hear the same kind of cries of anguish of 
small businesses going out of business because the banks will not 
lend. You go to the community banks, and they say the same thing 
that I raised with you in the Budget Committee 6 months ago, 
which is the community bankers say, well, we cannot lend because 
the regulators will not let us lend. When I raised this with you in 
the Budget Committee last summer, you said, well, we have a 
problem—I am paraphrasing—we are going to in essence educate 
the regulators so that these banks will lend. But the system has 
not worked, and we are now 1 year after you all have taken office. 
Where did it go? 

Secretary GEITHNER. Community banks that I speak to, and I 
think they say the same to you, what they say to us is, they have 
three big concerns. One is, they are very worried that, in financial 
reform, they are going to be subjected to additional burdens that 
make it hard for them to run their institutions. That is not for the 
present, but that is something they are very worried about. We be-
lieve we can work on a financial reform package that will be re-
sponsive to those concerns. 
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The second thing they say, they say that our examiners and our 
supervisors are killing us. They say, after a period where they were 
very supportive of what the banks were doing, they are now over- 
correcting, and they are making it harder for them to make new 
loans to customers they believe in and they support. We hear it 
from everybody. I completely understand it. 

I am the Secretary of Treasury. I do not have the ability to affect 
and direct what those independent supervisors do. They have made 
some efforts to put out qualifying guidance. They did last Novem-
ber. The chairman has said he is looking for other guidance, things 
they can do with the FDIC and the OCC to be responsive to that 
concern. But you are absolutely right. They say the same things to 
me. It is not any different. 

The third thing they say is, we need the ability to get capital and 
more help from the SBA. What they say is that we need a little 
bit more confidence that, if we come and take that capital, we are 
not going to be subjected to conditions in the future that are going 
to make it hard for us to run our banks, so we are trying to navi-
gate through those pressures. But I completely agree with you. 
They say the same thing to us, and basically they have it right. 

Senator NELSON. Well, the system is not working. We are the 
government. We are supposed to help the people by making the 
system work. You say you do not have any control over the regu-
lators, but your boss does. Your boss is the President of the United 
States, and he has the power of persuasion. What we would say in 
the South, well, go have a little prayer session with them. We have 
to get the system functioning. 

Now, let me ask you about something I think you can agree with. 
Secretary GEITHNER. I can agree with everything you said on 

that, too. 
Senator NELSON. Well then, let us make it work. All right. 
We agree on the fact that bank executives have been getting 

away with these big bonuses and so forth, so there are a bunch of 
us who are introducing a provision whereby banks’ future tax de-
ductions, large banks, that they are going to depend on responsible 
executive compensation. 

The form would require banks to adopt policies that reward long- 
term performance, so extended vesting pay, employer stock, claw- 
back arrangements for misconduct, all of those things would be re-
quired. The banks that adopt these responsible pay practices for 
their executives would therefore see no loss in benefits, and banks 
that continue those irresponsible executive compensation practices 
would see their bank taxes rise. Is that something you can get be-
hind? 

Secretary GEITHNER. I think you had exactly the right objectives, 
exactly the right standards, how to encourage more prudent risk- 
taking and not incent short-term risk-taking, make sure you have 
longer vesting periods, et cetera. We completely support that. I am 
happy to work with you and your colleagues on how best to achieve 
that. We think a centerpiece, of course, is trying to make sure that 
shareholders have the right to vote on those packages, that there 
is more disclosure and transparency, and that the supervisors are 
enforcing just those standards, but I would be happy to take a care-
ful look at your suggestions. 
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Senator NELSON. All right. 
We are about to introduce that. There are a bunch of us who are 

doing this. I would just say in passing, remember—and I have 
talked to you until you are sick of me talking to you about this— 
Florida and other areas of the country are different in the home-
owners’ mortgages that are under water. Forty percent of the mort-
gagees in Florida are under water. 

This loan modification program that you all have started, the 
banks are using those trial modifications as a way to delay the rec-
ognition of the loan losses, and they are not making the permanent 
changes in the loans. Our people are hurting, and they cannot get 
the mortgages extended so they can stay in their homes and keep 
their lives going and keep the property values in the neighborhood 
from just plummeting, and that would happen when they are fore-
closed. Please, we need help. 

Secretary GEITHNER. Senator, I agree with you. I think a critical 
thing we have to do is to make sure that those temporary modifica-
tions get converted into permanent modifications. They provide 
very, very substantial cash flow relief to what is now more than 
three-quarters of a million Americans. But we want them to be 
translated into permanent modifications for just the reasons you 
said. 

The CHAIRMAN. Thank you, Senator. 
This is perhaps re-plowing old ground. You mentioned three 

things you hear from banks and their concerns about getting cap-
ital to loan to a small business. Could you specifically address what 
is being done in the administration with respect to each of those 
three concerns? 

Secretary GEITHNER. Exactly. 
The CHAIRMAN. Because I think Senator Nelson makes a good 

point. You may not have direct authority over some of the inde-
pendent regulators, but you are, after all, Treasury Secretary. You 
have very credible influence in this administration. So, what is 
being done? 

Secretary GEITHNER. All right. The first concern: is it really a 
concern about regulatory uncertainty principally in terms of design 
of the financial reform package moving through the Congress? In 
the House—and I know Chairman Dodd is working very carefully 
to try to make sure there is a balanced approach that encourages 
innovation and competition, consumers have choice, we are pro-
tecting banks from competition by unregulated entities—we are 
working very closely together to try to address those concerns. 

Second, is the concern about supervisors. This is a tragic pattern 
in financial crises. What happens is, you have a long period where 
credit is too cheap, it is too easy, it is too available. Then when 
things turn, they over-correct: examiners over-correct, markets 
over-correct, banks over-correct. This is a very important issue. 

The supervisors are worried about it, too. They are trying to send 
a more consistent signal across the army of examiners across the 
country for more balance and more care so they do not over-correct, 
and I think they have more work to do in that area. 

Their concern is about, not just the way the SBA program works, 
but how to make sure they can come take capital under the pro-
grams we described and use that for things they believe in. As Sen-
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ator Cantwell said, it is not just the financial terms that matter. 
The financial terms of these programs were quite attractive, and 
there are many sensible conditions in that program too, but they 
are worried that the full bulk of conditions and the fear about fu-
ture conditions will make them vulnerable if they actually come. 

We need to be responsive to that concern, because it will not 
work if we put something out again and nobody comes. So, that is 
the test we have to meet. We are working very closely with many 
of your colleagues, including Senator Warner and Senator Lan-
drieu, on ways to make sure we adapt this program so that they 
will actually come and use it and use it to expand small business 
lending. 

The CHAIRMAN. Another question is on health care. Could you ex-
plain how health care reform will help businesses? 

Secretary GEITHNER. Senator, you can do this, I think, better 
than anyone in the country. 

The CHAIRMAN. As well as get the deficit down. 
Secretary GEITHNER. Yes. Our long-term fiscal costs are pri-

marily driven, fundamentally driven, not just by the aging of our 
population, but by what is happening to health care costs. The only 
way to reduce the long-term deficit is to reduce the rate of growth 
in health care costs. 

Now, this is not just about the future. The system we live in 
today is not fair and is very expensive to small businesses. They 
are the ones that pay much more, for those that actually pay for 
health insurance. They are the ones that face, in many ways, the 
most rapid growth in cost. They bear a substantial part of the hid-
den cost in the system today. 

We are not helping them if we leave that system in place. We 
are going to be left with a worse fiscal problem and the risk of 
eroding confidence in our capacity to manage that fiscal problem if 
we cannot demonstrate we have the capacity to put reforms in 
place that change how people use health care and reduce that rate 
of growth in costs. It is good policy for the private sector, the busi-
ness community, and for the country to do things that will reduce 
the rate of growth of costs in health care. 

The CHAIRMAN. Have you given some thought to addressing cor-
porate governance? Shareholders, in many cases, really do not have 
much authority, as a practical matter. Executive compensation 
committees are often handpicked by the top person. That gets to 
other, similar questions. To what degree are our corporate govern-
ance laws/rules a bit dated, and to what degree is the administra-
tion, and maybe you, looking at ways to address that? 

Secretary GEITHNER. I agree with you that part of what failed in 
our system was a failure of boards of directors of financial institu-
tions to exercise their responsibility. You are not going to have 
firms run in the interests of their shareholders over the longer 
term if you do not have boards of directors that understand the 
business of banks and are able to exercise a set of constraints and 
checks and balances on what management is doing. 

Now, one of the most important things we can do is improve dis-
closure to the public and to investors, not just about compensation 
packages, but of the broader risks the firms are taking. That will 
help give the market shareholders a bit more leverage and influ-
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ence over these decisions and help boards of directors do a better 
job. 

But I think the basic responsibility of government, particularly 
in the financial sector, is to set and enforce better-designed con-
straints on risk-taking. We cannot run a system based on the hope 
that shareholders will be able to act in their long-term interests, 
that boards of directors will always be wise and knowledgeable 
about the future. 

It is the job of government to make sure there are constraints in 
place, sensibly designed, that limit risk-taking by those institu-
tions, because there will be times when the interests of the man-
agement, the boards, and the shareholders may seem to conflict 
with what is in the broader interests of the stability of the financial 
system. 

The CHAIRMAN. Thank you. My time has expired. 
Senator Grassley? 
Senator GRASSLEY. I just have two questions, one on education 

and tax policy and the other one on questions of oversight, given 
that we have not gotten documents from you. 

On education, I think I can say with confidence that every Sen-
ator is concerned about high inflation in the cost of education. 
Chairman Baucus and I included a package of education tax relief 
provisions in the bipartisan 2001 Tax Relief bill because of that 
concern. Recently I introduced legislation to make that package 
permanent, and I am pleased that the administration’s budget in-
cludes similar measures. 

The administration’s budget also includes an expansion of higher 
education entitlement provisions enacted last year. The provision 
would lower the cap on student loan payments from 15 percent to 
10 percent of a graduate’s income, and then would forgive any re-
maining balance in 20 years instead of 25 years. 

As would be expected, this new entitlement is very popular, but 
some experts worry about two risks from fiscal exposure of the en-
titlement. One risk would be higher-than-expected interest rates; 
the second risk would be a continuation of a 30-year trend where 
higher education cost inflation exceeds general inflation. 

As a manager of our Federal debt, I assume that you ought to 
be, and are, concerned about the potential of unlimited Federal li-
ability. Since 2008, through this committee’s oversight functions, I 
have been reviewing the activities of universities with large endow-
ment funds. For instance, the Harvard endowment was last valued 
at about $26 billion, just about the size of the Gates Foundation— 
of course, that is a private foundation. 

Our hearings and investigation found a policy paradox; while 
these universities are accumulating large endowments, they are at 
the same time raising tuition and other expenses at alarming rates. 
Parents and students bear the cost of that burden. It does not 
make sense to have tax-favored endowments and tuitions both 
growing geometrically. While some of these institutions voluntarily 
agreed to increase financial aid, there is no fixed policy to protect 
middle-class families from future tuition hikes. 

So my question: with everyone concerned about rapid inflation in 
higher education costs, aside from proposing more popular entitle-
ments, what is the administration willing to do to provide incen-
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tives to colleges to keep costs down? I ask this question because 
parents and students are on the hook, and under this budget the 
Federal Government would be on the hook to even a greater de-
gree, as I read the budget. 

Secretary GEITHNER. Senator, I thought you stated the challenge 
exactly right. I am not sure—actually, I could probably say with 
confidence, I do not think we found the best mix of policies to try 
to give Americans confidence that they are not going to see the 
same rate of increase in tuition they have seen in the past. 

We do think it is good public policy to make higher education 
more affordable to Americans. We want to make sure that people 
have the chance to go to college and that we are generating a larg-
er number of college graduates as a share of our population in the 
future. That is good policy. We think there is a very high return 
on that. But we are happy to hear your ideas and listen to you, 
work with you on ways we can help, sensible ways we can limit fu-
ture rates of growth in tuition. 

Senator GRASSLEY. Congress would not have to pass a bill if the 
President would give equal time to helping middle-class families 
by, as he is doing, jaw-boning banks and Wall Street, et cetera. 
There would not be a disagreement with me on his part for doing 
that if he would do the same thing with some of our major univer-
sities, or all of our universities, for increases in tuition. 

Let me go on. In December, I asked you for details regarding the 
$168-million AIG retention bonus payments paid in 2009 and the 
$198 million in AIG retention bonuses planned for March of this 
year. Some of the AIG executives promised to return $45 million 
of the 2009 bonuses, but that did not happen. Nevertheless, AIG 
still plans to pay $198 million in bonuses this year. 

Last week I received a letter, not from you but from Kenneth 
Feinberg, Special Master for TARP, on executive compensation. He 
said you asked him to reply on your behalf. He offered to brief me, 
but did not provide the documents I requested. 

The offer of a briefing is appreciated, but first I need the docu-
ments. This is especially frustrating because I read in the press 
that AIG has offered to pay the 2010 bonuses early, by the end of 
this week, I have been told, rather than in March. AIG is reducing 
the amount of bonuses by 10 percent rather than collecting on bro-
ken promises some executives made to repay 2009 bonuses. 

The terms of this bonus deal are exactly the sort of information 
that should have been provided to Congress earlier in response to 
my request. We should not have to read about these things in the 
newspaper, only to have it a done deal. When will I receive the doc-
uments I requested in my December 24, 2009 letter, and why is 
Treasury allowing AIG to pay bonuses again this year? 

Secretary GEITHNER. Senator, I will commit to you that we will 
work as quickly as possible to make sure you have the information 
you need to provide the oversight that this committee has to pro-
vide in this issue, and all other issues. 

I just want to emphasize that Ken Feinberg, whom I appointed 
to try to make sure we are fixing what happened in compensation 
structure for this set of institutions, is working very hard on just 
the concern you raised. I am sure he will be able to provide a little 
more detail in public, and is ready whenever you need his judg-
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ments. But in the interim, I will make sure we are providing the 
information you need and be responsive to your questions on this 
specific issue. 

Senator GRASSLEY. All right. 
Thank you, Mr. Chairman. 
The CHAIRMAN. Senator Bunning? 
Senator BUNNING. Thank you, Mr. Chairman. 
I wanted to go back to something you said earlier about the Fed 

and oversight on AIG. You said that they did not have—— 
Secretary GEITHNER. Did not have any authority or responsi-

bility. 
Senator BUNNING. Right. But they did have authority on almost 

every AIG major counter-party. Almost every, not all. Is that cor-
rect? 

Secretary GEITHNER. No, that is not quite correct, because a very 
large number of AIG counter-parties, on their derivatives trans-
actions, were foreign banks. 

Senator BUNNING. I agree with that. I am talking about the 
United States of America’s counter-parties. 

Secretary GEITHNER. Many of those counter-parties were. 
Senator BUNNING. All right. 
Secretary GEITHNER. But remember, what is important to recog-

nize is the Fed, under the laws of the land, had authority over in-
stitutions called bank holding companies. AIG had hundreds—tens, 
hundreds, thousands—of counter-parties that were not bank hold-
ing companies. 

Senator BUNNING. Correct. 
I want to go back to something that Senator Cantwell was talk-

ing about, because, if I heard it once I have heard it one hundred 
times from my community bankers, and that is that it is the Fed 
regulators that have stopped the flow of money out of the commu-
nity banks to the small business person for fear of the Fed regu-
lators coming in and consuming the bank or stopping all lending 
to the people who absolutely need the lending. I am talking about 
small businesses that have 50 jobs, and small businesses that need 
a line of credit, and on down the line. I am telling you, it is almost 
unanimous. It is not totally, but it is almost unanimous with the 
community bankers in Kentucky. 

Secretary GEITHNER. I have heard the same thing. I think that 
in many cases I am sure those concerns are justified, and I think 
you are exactly right to emphasize it, and I think you need to keep 
this message very clear to those supervisors and examiners: they 
need to make sure that they are not making this problem worse. 
It is very difficult as it is—— 

Senator BUNNING. They are both Federal and State examiners. 
Secretary GEITHNER. Yes. 
Senator BUNNING. The State examiners are scared to death that 

they are not going to be as tough as the Fed regulators. 
Secretary GEITHNER. I think all the examiners—this is what hap-

pens in a recession like this—are scared. They are looking over 
their shoulder. They are worried they are going to get killed and 
lose their jobs if they look like they are too soft in this environ-
ment. Many are concerned they were too soft before. Of course, the 
risk is that they will over-correct. 
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Senator BUNNING. All right. 
Mr. Secretary, I want to follow up on something you said at the 

House Oversight Committee hearing last week. You were clear that 
you supported the decision to pay AIG counter-parties off at par, 
no doubt about that, and that you played no role in the decision 
to cover up those payments. What I want to know is, if you thought 
then, and think now, that it was the right decision to keep that in-
formation of those payments private? 

Secretary GEITHNER. That is a very good question, but let me say 
what I said to your colleagues in the House. When the Fed dis-
closed that information in March of 2009, it looked like, to me, it 
was the right thing to do. I thought it was the right thing to do 
at that point, and I think it is reasonable for many people to say, 
looking back now, if it was right then, why not right earlier? 

But this is a very important thing for me to say: I did not stand 
in their shoes at the time. I have enormous trust and confidence 
in the integrity of the people who made that decision, and their 
care and experience and judgment. I do not know how to say it dif-
ferently than that. It was the right thing to do in March of 2009. 
I understand why so many people would say, if it was right then, 
why not earlier, but that is hard for me to speak to since I did not 
sit in their shoes then. 

Senator BUNNING. All right. 
Then do you think it is appropriate for one Federal agency or 

regulator to negotiate with another Federal agency on behalf of 
somebody whom they regulate? Because that is what happened 
here. Your New York Fed lobbied the SEC to keep the information 
secret that normally would have been made public. 

Secretary GEITHNER. Again, I cannot speak to the details of that 
question, and I do not think that is an accurate characterization of 
actually what happened in that case, but that is something that 
you would better address to the Fed and to the SEC. 

Senator BUNNING. Do you think firms that receive government 
assistance should be less transparent than public firms that do not 
receive it? 

Secretary GEITHNER. Absolutely not, Senator. One of the most 
important reasons why our system is more stable today is because 
we forced and compelled a level of disclosure and transparency on 
our largest institutions about their risk of loss and recession than 
they or any of their foreign competitors have ever been subjected 
to. 

Senator BUNNING. Mr. Secretary, the Inspector General on TARP 
would disagree with you 100 percent. 

Secretary GEITHNER. No. 
Senator BUNNING. I read his report. 
Secretary GEITHNER. Not on this question, I do not think he 

would. Again, what made it possible for us to put out this financial 
fire with very little cost to the taxpayer was we made it possible 
for private capital to come in and pay us back. That was only pos-
sible because we forced a level of disclosure and transparency on 
these institutions that went dramatically beyond what existing reg-
ulation required. That was a sensible thing to do. 

Senator BUNNING. You have read the Inspector General’s report 
on TARP? 
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Secretary GEITHNER. Of course. 
Senator BUNNING. All right. 
Secretary GEITHNER. And I spent a lot of time with him and his 

colleagues, helping them work through and understand the choices 
we made in that context. 

Senator BUNNING. Well, just so I know that you read it. 
The CHAIRMAN. Senator Cantwell? 
Senator BUNNING. Thank you. 
The CHAIRMAN. Senator Cantwell? 
Senator CANTWELL. Thank you, Mr. Chairman. 
Following up on this issue with the small community banks and 

the examiner issue, as you are calling it—I will come back to the 
regulatory uncertainty issue. But on the examiner issue, is the 
issue not really that capital requirements and leverage ratios were 
changed by the FDIC basically coming in and saying, you have to 
have more capital, and basically at a time when, where would you 
go get capital? Where would you get capital? Nobody could get cap-
ital, and so what they did is they basically started canceling loans 
to individual businesses. That is where they got the capital ratio 
to come back. They basically started saying to small business, you 
do not have your loan anymore. 

So why not come back and lower the cost of the TARP money 
through dividends and warrants? Why not adjust that, and adjust 
the viability? I mean, we were basically saying to people, you can 
have TARP money if you can prove that you are viable without 
TARP. 

Secretary GEITHNER. Excellent question. You are absolutely 
right, the community banks now have a very hard time raising cap-
ital. That is part of what is forcing them to shrink, apart from 
what they are getting in terms of pressure from examiners. I am 
very supportive personally—and, if you just look at what the Presi-
dent announced back in October, you can see that he is—of trying 
to make sure that the economic terms, in terms of dividends and 
warrants, et cetera, are more economically attractive for them. I 
completely agree with that. 

Senator CANTWELL. All right. 
Secretary GEITHNER. I completely agree with that. 
Senator CANTWELL. All right. 
And what about the viability? 
Secretary GEITHNER. Viability. Let us just sort of sit back and 

think about it this way. Banks in the country, particularly small 
banks, are still under enormous pressure. We have to be careful 
that we are using any assistance we provide as carefully as we can, 
as wisely as we can. The viability test that exists out there is, I 
am trying to make sure that it is going to institutions that are 
more likely to use it to expand. If you use it at firms that do not 
meet an objective standard of viability, then there is a risk not just 
that you put the taxpayers’ money unnecessarily at risk, but it will 
not be effective. 

Senator CANTWELL. What about viability with TARP? 
Secretary GEITHNER. Well, we have looked at a variety of dif-

ferent ways to make sure—and under our current system you can 
count the TARP dollars you get towards meeting—I will have to go 
back and check to make sure this is right—that viability standard. 
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Let me say it differently. If you raise some capital as part of TARP 
money, you can count that to help meet the viability standard. 

But again, Senator, what we are trying to do is make sure that 
the dollars we give do not put the taxpayer unnecessarily at risk, 
and they go to banks that are more likely to use those dollars to 
expand credit. We want to get that balance perfect. I am not claim-
ing that supervisors got that balance perfect. In the system we 
have in place, we leave it to the supervisors to make that broad 
judgment about viability. We do not make the independent test of 
viability because it is a hard thing for this Treasury to do, to go 
bank-by-bank and make that test of viability. 

Senator CANTWELL. But the criteria, I think, the viability cri-
teria, is part of the challenge along with making it a more afford-
able program. Again, I cannot emphasize enough the anger in 
America when people get 100 cents on the dollar for something, 
and then these people are basically cutting them out of capital be-
cause of these requirements. 

Secretary GEITHNER. I agree with you about that, but I want to 
be careful that I did not misstate this. Let me make sure. I will 
make sure I describe for you in writing exactly the way the current 
viability test works, and you are going to hear more details from 
us on very small banks and CDFIs, some suggestions for how we 
can mitigate just the concern you described. 

Senator CANTWELL. I could not urge you enough to act without 
legislation. 

On regulatory uncertainty, one thing that concerns me greatly 
about the proposal is that, on this issue of separation of commercial 
banks and investment banking, the definition of ‘‘prop trading’’ is 
going to be so narrowly defined as—I think it was The Economist 
or one of the publications recently came out saying that it was 
going to be ‘‘a door to massive loopholes.’’ So how is that going to 
work? 

Secretary GEITHNER. It is a very hard thing to draw that line in 
a way that is sensible, but I agree with your concern. I think that 
is something we can solve. My colleague, Neal Wolin, is testifying 
later today before the Banking Committee, and he will have a 
chance to talk through some of the complications we have in draw-
ing that line. 

Senator CANTWELL. Even the CFO of Goldman Sachs says it will 
be very difficult to distinguish between prop trading and trading 
for clients, or hedging. 

Secretary GEITHNER. That is right. 
Senator CANTWELL. Even he is saying it is going to be difficult. 
Secretary GEITHNER. You have to start by recognizing the reality 

that it is difficult, but that is why reform is so important. I mean, 
the basic objective we are trying to do is to make sure we have 
clear constraints on risk-taking by these large institutions so they 
do not bring us to the edge of collapse again. 

Part of that is making sure they are holding enough capital 
against those risks, but part of it involves tougher constraints on 
what they can actually do. But we have to design those in ways 
that are sensible and careful, and recognize the reality of the way 
institutions are run. 
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Senator CANTWELL. I think you know I support a more clean ap-
proach. 

Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you, Senator. 
Thank you, Secretary Geithner. Clearly, we have huge challenges 

ahead of us. I think you can tell, this committee wants to work 
with you. It is a 2-way street. No surprises, but tell us what you 
are working on. Let us know because we want to help both stimu-
late the economy and get those jobs. I also urge you to take very 
strong heed to the words of Senator Cantwell about urgency. I 
think there is a sense that perhaps there is not a sufficient sense 
of urgency in the administration for getting assistance for small 
businesses, and also for community banks, to get that program 
working better. 

Secretary GEITHNER. We share that sense of urgency, the Presi-
dent does, and we want to make sure we are doing things that 
work and make a difference. Where we do not need legislation, we 
will not come and ask you to do something. 

The CHAIRMAN. I think that is advisable. 
Secretary GEITHNER. But where we need it, we need to work 

quickly on it. I do not think this is complicated. I really do not 
think it is. It does not need to take a lot of time. 

The CHAIRMAN. Well, thank you. We will not keep you any fur-
ther. You have work to do. Thank you for coming. 

The hearing is adjourned. 
[Whereupon, at 12:32 p.m., the hearing was concluded.] 
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