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P3’s fail

Greater P3 use won’t cover the investment gap – too many barriers

Utt 12- PhD in economics from the Unviersity of Indiana (Ronald, "Can Public-Private Partnerships Fill the Transportation Funding Gap." Heritage Foundation. January 12, http://www.heritage.org/research/reports/2012/01/can-public-private-partnerships-fill-the-transportation-funding-gap)//TD

Thus, despite the successes beginning with Denver’s E-470 tollway in 1989, P3s are still a minor part of the surface transportation landscape. Opposition to tolling, opposition to private profits from operating public infrastructure, and concern over foreign investment in government assets in the U.S. have generated political opposition in some states. These challenges need to be overcome before the P3 concept can become a significant supplement to taxpayer funding.

As a consequence, policymakers should recognize that P3s are not the solution to the transportation infrastructure investment gap that threatens to undermine commerce in the United States. There are too few financially viable P3 projects to meet the national need for new highway capacity and to modernize existing roads. No amount of enabling legislation will bring private investors into projects that are not financeable, and very few highways could support themselves on tolls alone. Thus, some combination of gas taxes, sales taxes, fees, and appropriations of state funds is necessary to make a creditworthy public–private partnership.

States won’t implement P3’s effectively

Puentes 11- Senior Fellow at the Brookings Institute (Robert, "Moving Forward on Public-Private Partnerships: U.S. and International Experience with PPP Units." Brookings. December 2011. www.brookings.edu/~/media/research/files/papers/2011/12/08%20transportation%20istrate%20puentes/1208_transportation_istrate_puentes.pdf)//TD
First and foremost, there is little expertise with respect to PPPs in most state agencies, legislatures and the public. Often, state legislatures and executive bodies look at PPPs only from diametrically ¶ opposed two points of view: as a funding source, to plug in budget holes or as asset striping of the ¶ state. PPPs should instead be considered a risk and revenue sharing arrangement between the public ¶ and private sector in developing a project. Further, PPPs are a business for the private entity; therefore it should be expected that the private entity seeks out profit from the PPP venture.

Many state agencies do not have the institutional mindset and the organizational framework to pursue PPPs. They will need to change their procurement culture towards a more transparent and ¶ outcome-based selection of projects.¶ 95¶ The PPP process, with its Value for Money evaluation and ¶ the estimation of the Public Sector Comparator is part of this new type of procurement. While state ¶ transportation agencies have well-developed engineering teams, they often lack the financial expertise, which is essential for developing PPP projects. Internal policies and project prioritization should ¶ reflect this outcome-based procurement system.

Existing statutes or regulations may preclude state agencies from fully developing the PPP potential ¶ of their projects. State fiscal rules may not be fully applicable for PPP projects which are often more ¶ complex than projects purchased through traditional procurement. While designed to support PPPs, ¶ PPP statutes are not necessarily enabling PPP contracts. Sometimes, PPP legislation may become the ¶ largest hindrance to the development of PPP projects. Minnesota is a case in point. The state has had ¶ PPP legislation since mid 1990s, which allows a private entity to partner with a transportation authority to develop, finance, design, construct, improve, rehabilitate, own and/or operate toll facilities.¶ 96¶ In ¶ 2008, in the wake of the long term leases of Chicago Skyway and Indiana Toll Road, the Minnesota legislation passed a new PPP statute that limits severely private involvement in toll facilities, the object ¶ of the existing PPP legislation.¶ 97¶ As a result, new PPP-enabling legislation would be required for any ¶ significant PPP road project to take place in Minnesota.¶ 98

Multiple barriers to P3’s

Heilmeier et al 12- Business Reprresenatative for the HNTB Corporation (Tim, "Developing P3s in the United States Part I." HNTB. 2012.  www.hntb.com/news-room/white-paper/developing-p3s-in-the-united-states-part-i)//TD
Although private investment is increasingly seen by states as a valuable tool that would give them greater flexibility in addressing immense funding challenges, several hurdles have limited the P3 project pipeline: To be attractive to private sector participants, a project must offer a funding or revenue source. While user fees, such as tolling, are the most common new revenue source, some states lack the statutory authority or political will to toll projects. Most P3 projects still require public subsidies, which some states are unable to provide. Other projects that could qualify as P3s lack environmental clearance. Political leaders are reluctant to relinquish control of infrastructure to private entities. Many states do not have sufficient, enabling P3 legislation. The financial market’s stability, investors' risk appetite and risks inherent in traffic and revenue studies have challenged the financing capacity of projects.

P3’s risk bankruptcy and public sector takeover – increases overall costs

Rall et al 10- Policy Specialist, NCSL Transportation Program (Jaime, "Public-Private Partnerships For Transportation A Toolkit for Legislatiors." National Conference of State Legislatures. October 2010. www.ncsl.org/documents/transportation/PPPTOOLKIT.pdf)//TD
Risk of Bankruptcy or Default Some stakeholders express concern about how default by a private partner could affect the public sector, especially for longterm lease agreements. Recent examples of PPP bankruptcies in the United States include the Las Vegas Monorail, South Carolina’s Southern Connector and California’s South Bay Expressway (see Appendix G). Of special concern are agreements in which the public sector is at particular financial risk in case of bankruptcy—for example, if it has guaranteed the private partner’s loans 65 or is otherwise owed money at the time of default. 66 These issues generally are addressed through PPP contract provisions that transfer financial risk and define what happens to the asset should the private entity be unable to pay its debts or declare bankruptcy. In some cases, the facility reverts to the state, which can either take it over or re-lease it with another private operator. This may create additional, unexpected costs for the public sector, however. In other situations—such as the Chicago Skyway—the lenders first have an opportunity to remedy the default and either operate the facility or appoint a successor to do so. 67 If a private concessionaire should need to sell, get out of, or modify a contract during the lease term, final approval generally rests with the state. 68 

P3s risk bankruptcy if the private sector assumes too much cost 

Eisenkopf 06- Professor of economics at Zeppelin University (Alexander, "Engaging the Private Sector in Transportation Infrastructure – The Role ofPublic-Private-Partnerships." Zeppelin University. 2006. dspace.ucalgary.ca/bitstream/1880/44340/1/TransportPaper-Eisenkopf_Knorr.pdf)//TD

In the following, we would like to discuss the risks and the risk allocation of PPP by means of the life cycle concept. We will distinguish between risks of the planning/design period, the construction and operation period and the transfer period (Kochendörfer/Jacob 2002). A fundamental principle of risk allocation claims that a risk should be allocated to the party that is primarily responsible for the risk. Responsibility means that this party is best suited to control the risk and the risk factors. If a type of risk cannot clearly be allocated to the control sphere of one party, we have to use other principles of allocation. In this case the party which is able to bear the risk with the lowest cost or incorporates the highest risk bearing capacity should be given responsibility. In any case, rules for risk allocation have to be negotiated ex ante. Higher transaction costs ex ante because of these negotiations will lead to considerable lower ex post transaction costs. The complexity of PPP, however, does not allow an allocation of every type of risk ex ante. In most cases it will only be possible to negotiate and agree on fundamental rules for the management of risks (Tegner 2003). These rules have then to be interpreted during the cooperation under a going concern rule for the partnership. 7 Risks of the planning phase are of different type. For example, you may think of change requests both of the public and the private partner. (Financial) risks resulting therefrom do not involve severe allocation problems because they can be assigned to the particular party which imposed the change request. More difficult to deal with would be shortcomings or a failure of the private planning activities. May be, the creative and in the long run advantageous ideas of the private planning firm could only be realized at much higher cost. At first glance the private operator should bear these higher costs. Such a risk allocation will be counterproductive, however, if it leads to the bankruptcy of the operator and a collapse of the whole project. On the other hand you should not define a comprehensive public responsibility for all potential risks. General responsibility of the state would set inadequate incentives for private opportunistic behavior and disturb a well balanced incentive scheme not only during the planning and construction phase. 

P3’s avoid NEPA

P3’s bypass NEPA

Rall et al 10- Policy Specialist, NCSL Transportation Program (Jaime, "Public-Private Partnerships For Transportation A Toolkit for Legislatiors." National Conference of State Legislatures. October 2010. www.ncsl.org/documents/transportation/PPPTOOLKIT.pdf)//TD
Accountability and Transparency Some complicated PPP agreements have been criticized for being “rushed through without the public or their elected officials fully understanding the implications.” 69 In one recent survey of state departments of transportation, 30 percent of respondents named transparency as a main concern about PPPs, and more than 70 percent considered it an important measure to protect the public interest. 70 Transparency in this context includes adequate opportunities for both public input and legislative review during the PPP decision-making process. 71 Concerns may arise, however, about the competing need to maintain some confidentiality during the proposal process to protect bidders’ proprietary information and the state’s negotiating stance. 72 To address this, several states—including Delaware, Indiana and Texas—address confidentiality issues in statute (see also Principles 4 and 9). 73 Environmental Issues Concerns have been raised that PPPs may not sufficiently safeguard the environment. Some say, for example, that PPPs may allow private entities to choose less costly and less environmentally friendly construction and maintenance methods; encourage higher traffic rates—yielding higher emissions—to maximize revenues; or use private financing to avoid the National Environmental Policy Act (NEPA) requirements for federally funded projects. To address this, PPP contracts may include enforceable environmental performance standards; environmental studies and mitigation also have been integrated into PPP processes. 74 

AT: Technical assistance

Any federal involvement will destroy innovation

Utt 12- PhD in economics from the Unviersity of Indiana (Ronald, "Can Public-Private Partnerships Fill the Transportation Funding Gap." Heritage Foundation. January 12, http://www.heritage.org/research/reports/2012/01/can-public-private-partnerships-fill-the-transportation-funding-gap)//TD

As for the proposal that the federal government should offer guidance on and standardization of P3s, whenever the federal government begins to promulgate policies and manuals, it often ends up managing projects, especially if it has a $1 billion program (i.e., TIFIA) for leverage. Opening the door to federal manuals and standard contracts for these very local, innovative, and evolving deals could kill P3s.
AT: Cost effective

Conflicts of interest make cost effectiveness impossible

CBO 12- Congressional Budget Office ("Using Public-Private Partnerships to Carry Out Highway Projects." CBO. 1/9/12www.cbo.gov/publication/42685)//TD

A drawback of a partnership arrangement for the public sector, however, can be its loss of control of a project. Contracts for public-private partnerships may in some cases turn over some toll-setting authority to the private sector. Higher tolls are likely to result, an outcome that may conflict with other public-sector goals. A loss of control may also lead to conflicts about and renegotiations of the terms of the contract, which may be costly for the public sector. More generally, less control of a project by the public partner over the long run may make attainment of the government’s future objectives more costly; it may also complicate efforts to adhere to a contract written many years—or even decades—earlier and still protect the public’s interests.
High transaction costs of P3s compensate any increase in efficiency that they might win

Eisenkopf 06- Professor of economics at Zeppelin University (Alexander, "Engaging the Private Sector in Transportation Infrastructure – The Role ofPublic-Private-Partnerships." Zeppelin University. 2006. dspace.ucalgary.ca/bitstream/1880/44340/1/TransportPaper-Eisenkopf_Knorr.pdf)//TD

The problem of transaction and agency costs is assessed to be the main economically important issue of PPP (Thom/Ritz 2003). While productive efficiency gains of private engagement in the infrastructure provision may reach 10 – 25% of the project budget, as industry experts estimate (Ewers/Tegner 2000), reliable estimations of additional transaction and agency costs do not exist at all (Kochendörfer/Jacob/Schönfelder 2000). On the other hand, the calculation of transaction and agency costs raises nearly unsolvable difficulties not only because of lacking data but also due to fundamental methodic reasons. Therefore PPP carry the possibility that higher productive efficiency is at least partly compensated by higher transaction and agency costs (Mühlenkamp 2004). In the case of a full compensation (or remarkably higher transaction costs) the society as a whole will have to bear a loss of welfare caused by PPP compared with the public provision of infrastructure. Therefore we have to assess the risk allocation of PPP in detail.

P3’s create cost-overruns

Eisenkopf 06- Professor of economics at Zeppelin University (Alexander, "Engaging the Private Sector in Transportation Infrastructure – The Role ofPublic-Private-Partnerships." Zeppelin University. 2006. dspace.ucalgary.ca/bitstream/1880/44340/1/TransportPaper-Eisenkopf_Knorr.pdf)//TD

During the operation period the participants in PPP are confronted with new types of risk. The state as owner and operator of transportation infrastructure was not forced to care about the utilization of infrastructure. Furthermore, transportation infrastructure was sometimes provided beyond economic calculations for military or regional policy reasons. Infrastructure projects under a PPP-regime now explicitly show the utilization and demand risks, in particular when private operators impose infrastructure charges or rely on public funding that depends on the utilization of the project. To analyze such operation risks we assume performance-related payments in the following. First we have to discuss the operators’ risk with respect to the demand side. The volume of risk will rely on the type of the project. One possibility is that an investor takes an already existing infrastructure and operates this infrastructure after some strengthening and upgrading. Volume and structure of traffic are well known in this case. Therefore the private operator 8 could bear the utilization risk without an additional risk premium. Another case would be a completely new infrastructure: private operators have to rely on traffic forecasts that might be too optimistic, especially in the case of a single tolled highway within a toll free road network. Private operators will therefore ask for an additional risk premium; maybe a funding by infrastructure charges will not work at all.

Federal government can’t create P3’s

The federal government has no authority to create P3’s since states control those decisions

Reinhardt, 11 - 23-year P3 observer, publisher and editor of “Public Works Financing” newsletter, report for the Transportation Development Foundation (William, “The Role of Private Investment in Meeting U.S. Transportation Infrastructure Needs,” http://www.artba.org/mediafiles/the-role-of-private-investment-in-meeting-us-transportation-infrastructure-needs.pdf)//DH
 P3s can never be the “centerpiece” or even a major element of federal transportation

programs. Proactive state actions are needed.

While the federal government can encourage private investment in transportation infrastructure through favorable tax treatments, supplementary loans and the easing of restrictions on tolling existing federally‐funded assets, P3 transportation projects must be contracted with state and local governments or authorities.  

P3s are a state or local, not federal, decision. That is why when Congress writes the next federal surface¶ transportation authorization, it would be a mistake to depend on private sector investment for meeting¶ most of the nation’s surface transportation capital needs.  

Tolling key to P3’s

P3s are only viable where tolling is possible

Reinhardt, 11 - 23-year P3 observer, publisher and editor of “Public Works Financing” newsletter, report for the Transportation Development Foundation (William, “The Role of Private Investment in Meeting U.S. Transportation Infrastructure Needs,” http://www.artba.org/mediafiles/the-role-of-private-investment-in-meeting-us-transportation-infrastructure-needs.pdf)//DH
Obviously, there are some impediments to widespread use of P3 approaches for meeting transportation infrastructure needs.  

Experience is showing, for example, that P3s are likely not feasible replacements for the 80‐90 percent of total public capital investment each year that is directed to transportation infrastructure repair, rehabilitation and reconstruction.  
Potential investors are also not looking to participate in smaller, less expensive new construction projects or routine maintenance where governments and their traditional contracting partners deliver a high level of service.  

It is also true that most of the profitable toll road corridors in America have already been developed and are being operated by independent toll authorities or states.  

Tolling the Interstate system in order to pay for its reconstruction has been proposed as a major new business opportunity for P3 developers. But the political barriers to tolling in general and to tolling existing freeways in specific are formidable, especially among states.  

It has become clear that the following reasons go a long way toward explaining why the P3 share of the

overall U.S. transportation infrastructure construction market has been fairly limited over the past two

decades and will likely remain so in the decades ahead:

 P3s do not provide “new” or “free” money for building transportation projects.
Public sector investment in transportation projects and infrastructure is made in the public interest as a core function of government. The investment is funded through government‐levied taxes and user fees, or through public borrowing—debt which must be repaid with interest with public funds generated by future tax or fee collections.

The private sector must meet the same public interest test and also find projects that provide an adequate return on investment—a profit.   

P3s do not provide project funding, they provide project financing—borrowed money that must be reimbursed, at a profit, to the lender. Therefore, P3 projects must include a reliable revenue stream, which, as has been demonstrated over the past two decades’ experience, is generally accomplished through tolling.

While technology has made toll collection far more efficient and opened the door to “variable pricing” of infrastructure use based on demand, the fact remains that the decision whether or not to allow the collection of tolls from the public is a decision that must be made by elected officials. And the decision to initiate tolls—or increase existing toll rates—is no less a political decision than whether or not to raise the motor fuels excise to pay for transportation infrastructure. As is the case with the gas tax, many risk averse politicians are not interested in having to make a decision to levy tolls.  

Ultimately, public‐purpose infrastructure must be paid for by some combination of users and taxpayers. Innovative financing models can access new sources of borrowing and allow leveraging of public funds. But they don’t create new funding sources per se.   

P3s are a financing solution chasing a funding problem.

TIFIA solves P3’s

TIFIA facilitates P3’s

Cohen et al 12- Professor of economics at the College of William and Mary (Isabelle, "THe Economic Impact and Financing of Infrastructure Spending." Associated Equiptment Distributions. 2012. www.aednet.org/government/pdf-2012/infrastructure_report.pdf)//TD
Funding mechanisms are already in place for public-private partnerships. For example, the Transportation Infrastructure Finance and Innovation Act (TIFIA) provides federal loans to qualifying state and local projects for up to thirty-five years at interest rates on Treasury securities (Kile, 2011, 21). TIFIA loans can be used for up to one-third of a projects cost. Riskier projects can still be funded by TIFIA but at a substantially higher interest rate of 10% (Kile, 2011, 21). The Department of Transportation administers the TIFIA program and makes the determination on which projects to fund. The TIFIA loans encourage private-sector participation by having lower priority for repayment than private debt in the event of default because private managers can defer repayment for up to five years after the project’s completion. This is valuable if there is uncertainty over how much toll revenue a highway will generate (Kile, 2011, 22).

AT: Data cooking

Flyjberg is wrong – major methodological flaws

Osland and Strand, 10 - Institute of Transport Economics, Norway (Oddgeir and Arvid, “The Politics and Institutions of Project Approval - a Critical-Constructive Comment on the Theory of Strategic Misrepresentation”, European Journal of Transport and Infrastructure Research, March, http://www.ejtir.tbm.tudelft.nl/issues/2010_01/pdf/2010_01_06.pdf)//DH

The paragraph above includes several claims that Flyvbjerg does not have the necessary 

empirical data to verify. Firstly, he claims that it is not the best projects that are implemented, but the project that looks best on paper. Yet he has no data on alternative projects that was ruled out in the decision-making process. Secondly, he claims that the projects that look best on paper are those with the largest cost underestimates and benefit overestimates, other things being equal. We are not sure what ‘other things being equal’ means here, but it seems to be at odds with an argument Flyvbjerg has put forward elsewhere (Flyvbjerg 2007b, p. 582): costs and benefit estimates are not wrong by the same margin across projects, errors vary extensively and will affect the ranking of the projects. We do agree with the latter argument. However, this implies that to decide what project ‘looks best on paper’ has to be based on comparisons with the miscalculations in projects that were given lower priority. Again, Flyvbjerg has not made such analyses. Lastly, due to the same argument, we cannot see that he has any empirical support for his claim that the chosen projects are the ones that will encounter most problems during construction and operations. 

In other words, if the survival of the unfittest should be seen as a conclusion, data is needed both on the projects that won, the ones that lost, and the possibility of comparing them in terms of reference scenario for the latter. This has not been done in Flyvbjerg’s research. Therefore, the following conclusion also seems premature: 

One may add that many projects don’t proceed that probably should, had they not lost out to projects with “better” misrepresentation (Flyvbjerg, Holm and Buhl 2002). Moreover, Flyvbjerg too quickly rejects the technological explanations on the basis that if these explanations are correct, wrong predictions should be more equally distributed, both leading to over- and underestimations. As Flyvbjerg himself points out, it is particularly rail forecasts that are inaccurate and biased (Flyvbjerg et al 2003:27, Flyvbjerg 2007 c), implying both underestimations of costs and overestimation of benefits. Road projects, on the other hand, often have higher benefits than estimated.  

To summarize, we do not find that Flyvbjerg’s quantitative data and research design supports his general conclusion that the technical and psychological explanations can be ruled out. However, Flyvbjerg has argued that he has empirical evidence from interviews that planners admit that they lie and misrepresent. This, he argues, is another reason for rejecting the psychological explanations. However, we cannot see how examples of actors admitting such misrepresentation should be sufficient support for the thesis that misrepresentation is the major explanation.  

The data cooking argument is exaggerated hype

Levy, 11 – mathematician who writes about urbanism and mass transit (Alon, “Cost Overruns: How I Learned to Stop Worrying and Hate Bent Flyvbjerg,” 8/15, Pedestrian Observations (blog), http://pedestrianobservations.wordpress.com/2011/08/15/cost-overruns-how-i-learned-to-stop-worrying-and-hate-bent-flyvbjerg/)//DH
Let me preface this post by saying I have nothing against Bent Flyvbjerg or his research. My problem is purely with how it’s used in the public media, and frequently even in other academic studies, which assume overruns take place even when they do not.
Stephen Smith sent me a link to an article in The Economist complaining about cost overruns on the California HSR Central Valley segment. The article gets its numbers wrong – for one, the original cost estimate for Merced-Bakersfield was never $6.8 billion, but instead was $7.2 billion in 2006 dollars and $8 billion in YOE dollars, according to CARRD, and as a result it portrays a 25% overrun as a 100% overrun. But the interest is not the wrong numbers, but the invocation of Flyvbjerg again.

Nowhere does the article say anything about actual construction costs – it talks about overruns, but doesn’t compare base costs. It’s too bad; Flyvbjerg himself did a cost comparison for rapid transit, on the idea that the only way to reliably estimate costs ex ante is to look at similar projects’ ex post costs. His paper has some flaws – namely, the American projects he considers are older than the European projects, and there’s no systematic attempt at controlling for percentage of the line that’s underground, both resulting in underestimating the US-Europe cost difference – but the method is sound. Unfortunately, this paper is obscure, whereas his work on cost overruns is famous.

Fiat solves – it’s a question of not putting enough resources into studies

Remington, 2 – civil engineer (Roger, “Estimation Process Misunderstood:  Discussion of Bent Flyvbjerg and others, Underestimating Costs in Public Works Projects: Error or Lie?”, :Journal of the American Planning Association 68 no4 451 Aut 2002, Ebsco)

    I believe more needs to be asked of the consultants, forecasters, and advisors (to the clients, promoters, and government departments), as it is generally they who seek to encourage acceptance of their estimates, which are often unrealistic given the level of detail available at the crucial early decision points in the life of a project. Clients need to realise that it costs money to gather the detailed information required for more accurate forecasts. And what promoter or client is prepared to spend money for something which may never be constructed, particularly when the cost of obtaining the information is likely to be significant?
    The problem of poor estimates and the need to be involved in the key estimating and pricing decision processes was recognised in the UK in the late 1980s, particularly by some water utility clients. The need for certainty of cost and time for construction projects as new EEC quality standards were introduced led to a number of new contracting practices, in particular the use of Target Cost contracting, where close cooperation with the contractors improved outturn costs and the completion of projects on time. Unfortunately, such new concepts have not been readily understood, particularly by advisors who are loathe to involve their clients in any form of risk sharing, although providing poor or low estimates, as the article indicates, is the greatest risk the client takes, and usually without knowing it until too late.

-- Loan guarantees solve

Loan guarantees solve

McConaghy, 11 - Director of the Economic Program at the Schwartz Initiative on American Economic Policy (Ryan, “Five Reasons Why BUILD is Better”, June, http://content.thirdway.org/publications/404/Third_Way_Memo_-_Five_Reasons_Why_BUILD_is_Better.pdf)//DH
Another factor that has hampered the effectiveness of infrastructure investment is 

the prevalence of cost overruns. Estimates have placed cost escalation on  transportation projects in North America at almost 25%. 18 By limiting assistance to  loans and loan guarantees, the AIFA would inject private sector discipline into  supported projects by giving project managers a financial incentive for efficient execution. Since loans and loan guarantees must ultimately be repaid, borrowers will have extra motivation to ensure that construction is completed in a timely and economical manner.

AT: States can fund

States budgets low now—can’t fund the plan

Walsh and Cooper 7/17/12-- a reporter for the Business/Financial Desk of The New York Times and National correspondent for The New York Times, covering urban affairs and the impact of the downturn (Mary Williams and Michael, “Fiscal Crisis in States Will Last Beyond Slump, Report Warns”, The New York Times, http://www.nytimes.com/2012/07/18/us/in-report-on-states-finances-a-grim-long-term-forecast.html?hp) EL
The severity of the long-term problems facing states is often masked by lax state budget laws and opaque accounting practices, according to the report, an independent analysis of six states released by a group calling itself the State Budget Crisis Task Force. The report said that the financial collapse of 2008, which caused the most serious fiscal crisis for states since the Great Depression, exposed a number of deep-set financial challenges that will grow worse if no action is taken by national policy makers. “The ability of the states to meet their obligations to public employees, to creditors and most critically to the education and well-being of their citizens is threatened,” warned the two chairmen of the task force, Richard Ravitch, the former lieutenant governor of New York, and Paul A. Volcker, the former chairman of the Federal Reserve. The report added a strong dose of fiscal pessimism just as many states have seen their immediate budget pressures ease for the first time in years. It also called into question how states will be able to restore the services and jobs that they cut during the downturn, saying that the loss of jobs in prisons, hospitals, courts and agencies had been more severe than in any of the past nine recessions. “This is a fundamental shift in the way governments have responded to recessions and appears to signal a willingness to ‘unbuild’ state government in a way that has not been done before,” the report said, noting that court systems had cut their hours in more than a dozen states, delaying actions including divorce settlements and criminal trials. The report arrived at a delicate political moment. States are deciding whether or not to expand their Medicaid programs to cover the uninsured poor as part of the new health care law — an added expense some are balking at even though the federal government has pledged to pay the full cost for the first few years and 90 percent after that. Many public-sector unions feel besieged, as states and cities from Wisconsin to San Jose, Calif., have moved to save money on pensions. And Washington’s focus on deficit reduction — and a series of big budget cuts scheduled to take place after the fall election — has made cuts to state aid inevitable, many governors believe. If federal grants to the states were cut by just 10 percent, the report calculated, the loss to state and local government budgets would be more than $60 billion a year — which it said would be nearly twice the size of the combined tax increases that states enacted from 2008 to 2011 in response to their deepest fiscal crisis in more than 50 years. Things are worse than they appear, the report contends. Even before the recession, Medicaid spending was growing faster than state revenues, and the downturn has led to even higher caseloads — making the program the biggest single share of state spending, as many states have cut aid to schools and universities. States do not have enough money set aside to cover the health and retirement benefits they owe their workers. Important revenue sources are being eroded: states are losing billions of sales tax dollars to Internet sales and to an economy in which much consumer spending has shifted from buying goods to buying lightly taxed services. Gas tax revenues have not kept up with urgent infrastructure needs. And distressed cities and counties pose challenges to states. While almost all states are required by law to balance their budgets each year, the report said that many have relied on gimmicks and nonrecurring revenues in recent years to mask the continuing imbalance between the revenues they take in and the expenses they face in the short term and long term — and that lax accounting systems allow them to do so. The report focused on California, Illinois, New Jersey, New York, Texas, and Virginia, and found that all have relied on some gimmicks in recent years to balance their budgets.
AT: Economic impact statement

Impact statements add years of delay to new projects and undermine overall infrastructure

Piereson, 12 - president of the William E. Simon Foundation and senior fellow at the Manhattan Institute (James, “Obama’s Infrastructure Charade,” American Spectator, 6/25, http://spectator.org/archives/2012/06/25/obamas-infrastructure-charade)//DH
What is true of the Keystone Pipeline is likely to be true of other ambitious public works projects. Even where there is political agreement that a project should go forward, the extensive review and permitting process now in play means that it can take several years from the time a project is conceived to the time it can actually begin. President Obama is well aware of this, as he discovered to his dismay a few years ago that stimulus funds could not be put to immediate use because there were few "shovel ready" projects on which to spend it. The regulatory burden is one of the main reasons why America's infrastructure is in disrepair or out of date, why highways are clogged, flights are always behind schedule, and bridges are overdue for renovation or replacement. 

For more than forty years Democrats have been at war with themselves, on the one hand demanding funds for public works projects and on the other passing regulations to make it impossible for those projects to go forward. Today activists can draw upon a welter of laws and regulations to block the construction of roads, bridges, dams, and airports, from the Clean Air Act to the Clean Water Act to the Endangered Species Act to the Coral Reef Conservation Act. The National Environmental Policy Act (1970) created a regulatory process under which environmental assessments and environmental impact statements must be prepared and approved for federally funded infrastructure projects. The Keystone Pipeline has been held up because federal authorities and environmental groups dispute the accuracy of the environmental impact statement that cleared the project to go forward. Under the law, they can take their objections to court; if they find a friendly judge, they can hold up a project for years. Often a project can be effectively killed if activists can manage to hold it up long enough. This is what they hope to accomplish with the Keystone pipeline.

The CP adds to regulatory burdens and jacks the economy

Business Roundtable, 12 - an association of chief executive officers of leading U.S. companies with over $6 trillion in annual revenues and more than 14 million employees (“Permitting Jobs and Business Investment Streamlining the Federal Permitting Process”, April, http://businessroundtable.org/uploads/studies-reports/downloads/2012_04_23_BRT_Permitting_Jobs_and_Business_Investment.pdf)//DH

The negative effects associated with a burdensome, slow and inconsistent permitting process are especially pronounced in the manufacturing, energy and infrastructure sectors. An astonishing variety of federal and state permits are needed to construct new facilities. Permit requirements are often wide ranging, and obtaining permits is time consuming and costly. All too frequently, the process is also conducted inconsistently. The consequence is that even when a company prefers to build in the United States, the volume and cost of the information, planning and analysis necessary to run the permitting gauntlet can change the siting preference altogether. 

For a variety of reasons, there is often a delay in processing permits after they have been submitted. One reason is overlapping agency authority. Some agencies process permits much more slowly than others, so when multiple permits are required, one agency can act as a bottleneck that keeps an entire construction project from going forward. Agencies are sometimes staffed with inadequate expertise for the tasks required — further causing delay. Regulators likewise do not prioritize permits, meaning that a permit for a project that will produce a large economic benefit and many jobs is often stalled while agency staff considers permits or other agency activities of significantly less importance.

Adding to regulatory burdens will cancel projects

Business Roundtable, 12 - an association of chief executive officers of leading U.S. companies with over $6 trillion in annual revenues and more than 14 million employees (“Permitting Jobs and Business Investment Streamlining the Federal Permitting Process”, April, http://businessroundtable.org/uploads/studies-reports/downloads/2012_04_23_BRT_Permitting_Jobs_and_Business_Investment.pdf)//DH

The first problem undermining the permitting process is the excessive burden placed on permit applicants. While sensible regulations play an important role in protecting health, safety and the environment, the permitting process is often anything but sensible. There are far too many types of permits, agencies with jurisdiction and permit requirements. Businesses typically must spend years and millions of dollars working with numerous agencies to simply obtain the permits needed to commence a project. The result is that job-creating investments are often delayed and occasionally terminated all together.

2ac at: congestion pricing cp

The perm solves – public spending must increase in conjunction with efficiency

Winston, 91 – a senior fellow at the Brooking Institution, former professor of civil engineering at MIT, PHD in economics, UC Berkley (Clifford, “Efficient Transportation Infrastructure Policy”, The Journal of Economic Perspectives Vol. 5 No. 1, JSTOR) // NK

The  potential exists to realize substantial benefits from an efficient infra- structure policy. The annual welfare gain from efficient pricing and investment of highways and airports advocated here approaches $25 billion, and it can be obtained for only about $2.7 billion in annualized capital expenditures to increase road thickness and to build more runways. Benefits would actually be higher than these estimates suggest because performance in the deregulated airline and trucking industries would improve. And efficient infrastructure policy can at the same time effectively address the major concerns with deregu- lation, air travel delays and entry barriers at airports. The conclusion is clear and inescapable: public spending on infrastructure should certainly be in- creased, but it should be done efficiently and be accompanied by efficient pricing. Indeed, efficient pricing is a prerequisite to making efficient infrastruc- ture investments. 14 

Leadership at the federal level would help shape an efficient infrastructure policy. One useful step would be for the federal government to require that requests for federal grants for highway and airport capacity improvements include a plan to reduce capital needs by efficient pricing and efficient invest- ment. Unfortunately, current federal policy as stated in the National Trans- portation Plan (U.S. DOT, 1990) only mentions efficient pricing and investment in a vague way, if at all, and usually refers to it in connection with inefficient policies. 

2ac at: VMT cp

Only state and federal support solve

Coyle 11 – masters candidate Department of Applied Economics University of Minnesota (David, "From Fuel Taxes to Mileage-Based User Fees: Rationale,Technology, and Transitional Issues", , August,i95coalition.org/i95/Portals/0/Public_Files/pm/reports/VMT%20Transition%20Univ%20Minn%20aug%202011%20CTS11-16[1].pdf) // NK

Keeping in mind both Whitty et al. (2009) and Sorensen et al.’s (2009) analyses, it would seem 

that for MBUF pricing to be successfully implemented it must receive both state and federal 

support. Furthermore, it may be critical to have overall federal support while allowing states to 

tailor pricing for their state to match political and legislative hurdles, revenue needs, and other 

policy goals. For example, Sorensen et al. (2009) noted that while one state considered the ability 

to allow for congestion pricing essential, another state did not see congestion pricing as essential, 

but saw border issues as critical. Finally, policymakers will have to determine if it is more 

politically feasible for revenues to be directly collected by government, or whether a private 

company should collect the revenue on the government’s behalf. Certain segments of the 

population that are weary of having their driving behavior recorded by the government may 

prefer a private company collecting data and revenue, while other segments may prefer the 

government to directly collect data and revenue.

Collecting toll fees solves all the reasons roads are failing

National Surface Transportation Infrastructure Financing Commission, 9 ("A New Framwork for Transportation Finance", February, financecommission.dot.gov/Documents/NSTIF_Commission_Final_Report_Mar09FNL.pdf) // NK

targeted tolling and pricing 

Across the United States and around the world, targeted tolls and pricing are a proven 

technique for charging users who travel on selected roads or within a regional transportation network. Advances in technology are encouraging adoption of more sophisticated 

tolling and pricing practices. In the United States, targeted tolls are mostly used to pay 

for construction, maintenance, operation, and improvement of individual facilities and 

sometimes to manage congestion. Facilities that are subject to targeted tolling and pricing 

are access-controlled, and prices to use them are usually fixed.  Examples of targeted 

tolling and pricing include charging to use selected highways, tunnels, or bridges; pricing 

access to designated congestion-free lanes; and charging to enter cordoned areas prone 

to heavy congestion.

Targeted tolling and pricing approaches refer to direct user fee mechanisms that are 

administered at the local, regional, or state levels and that focus on pricing access to and/or 

distance traveled on individual facilities or regional networks. Specific targeted approaches 

include tolling applications (such as a tolled bridge or highway), high occupancy toll (HOT)/

managed lanes, and cordon pricing. Targeted tolling and pricing rates can be fixed as a 

set rate for facility access or for specific distances, or they can be variable, with dynamic 

rates that can change based on considerations such as type of vehicle or time of day/level 

of congestion (typically referred to as congestion pricing).

Targeted tolling and pricing are not feasible strategies for revenue generation at the federal 

level because they focus on specific roads or networks of facilities in defined geographic 

areas. They are nonetheless important tools that some states, localities, and regions use 

to generate funding for surface transportation investment. In addition, the systems and 

architecture that would be required to implement comprehensive pricing (see next section) 

at the federal level could be leveraged to facilitate broader use of targeted tolling and 

pricing—particularly congestion pricing—at the state and local levels. Targeted tolling and 

pricing options are evaluated in this report to highlight the circumstances in which these 

strategies may be useful and to set the context for recommending how the federal program 

could facilitate the further use of these strategies.

Tolling applications vary with respect to the approaches used to set toll rates and the 

nature of the tolled facility or network. Traditionally, tolled facilities have fallen into one of 

two categories:

• turnpikes—A single road, typically a limited access highway, where every vehicle is 

charged for use. Many states have turnpikes as part of their state highway system, 

which in turn may be part of the Interstate system1

• toll bridges and other links—Tolled individual facilities such as bridges, tunnels, 

or connector roads

Turnpikes and bridges/tunnels/links have been critically important components of the 

highway network in the states where they have been used. These facilities have generally 

used fixed charges intended to raise revenues and, in most cases, provide significant 

funding to support debt service, pay for maintenance, operations, and improvements 

specific to the tolled facility, and fund other transportation investments. 

High occupancy toll lanes or managed lanes are relatively new types of tolled facilities 

implemented recently in a few urban regions in the nation. These facilities use the right 

of way of existing highways (either existing high occupancy vehicle (HOV) lanes or new 

additional lanes) and are dedicated for use by carpoolers, public transit vehicles, and other users who are willing to pay a fee. The fee generally varies by time of day or level 

of congestion and facilitates better utilization of capacity while ensuring that traffic flow is 

adequately maintained. 

Cordon pricing, also known as area or zone pricing, involves charging for access to a 

specific area by collecting tolls when vehicles enter it or by charging for a pass to drive 

in the cordoned area. In the few cases where it has been successfully implemented, 

cordon pricing generally has reduced the number of vehicles that enter an area. The 

approach also has its limitations; once a vehicle has paid for and entered a “zone,” there 

are typically no restrictions or additional costs associated with how much or at what 

time an individual drives there. The application of cordon pricing can vary, with charges 

applied either only to visitors or to everyone operating a vehicle in a designated zone, 

including residents. 

Administrative costs make the counterplan more expensive

Whitty and Svadlenak, 9 -- * director of the Office of innovative Partnerships for Oregon 

Department of Transportation (James and John, "Discerning the Pathway to Implementation of a National Mileage-Based Charging System", October, Oregon Department of Transportation, www.i95coalition.org/i95/Portals/0/Public_Files/Whats-New/SR299.pdf) // NK

In a 2002 analysis, researchers added up the cost of operating a centralized mileage charge billing system for Oregon, both as a government run and privately run system. The results were striking. Operating costs for central data processing and collection ranged from $50 million to $110 million annually. 22 Compared to the low operating costs for the gas tax—about $1 million annually in Oregon—centralized monthly billing would add administrative costs to collection of mileage charges by one or two orders of magnitude. 23

VMT implementation fails – massive delays and very expensive

Whitty and Svadlenak, 9 -- * director of the Office of innovative Partnerships for Oregon 

Department of Transportation (James and John, "Discerning the Pathway to Implementation of a National Mileage-Based Charging System", October, Oregon Department of Transportation, www.i95coalition.org/i95/Portals/0/Public_Files/Whats-New/SR299.pdf) // NK

Achieving full implementation of a mileage-based charge collection system—meaning every licensed vehicle participates—might take many years if the necessary on-vehicle technology must be manufactured into new vehicles, essentially a pre-market application. If the motorist adds the on-vehicle equipment upon obtaining ownership of the vehicle—an after-market device—then full implementation may take much less time. 

 Mandating retrofitting older vehicles with pre-market on-vehicle devices can be problematic. Vehicles do not yet come with standardized ports or powering systems, making plug-and-play devices difficult to deploy. Even if older vehicles could accept a retrofit onvehicle device, the integrity of the device might be jeopardized because it would likely be readily accessible to tinkerers. Mandating retrofitting of pre-market on-vehicle devices would also present the challenge of obtaining the cooperation of every vehicle owner. Even if widespread acceptance of the system prevailed, a minority of the motoring population will always resist giving someone access to their vehicle to attach a government required gadget to it. Retrofitting also adds installation costs to on-vehicle device deployment, indeed a challenge to public acceptance. 

 Under an open technology platform, after-market devices chosen by motorists would be desirable and therefore unlikely to involve widespread tampering because device removal or tampering may well involve system interruption for desired service and products provided by the device. Indeed, an operable tamper detection system embedded within the on-vehicle device, and/or with cryptographic protocols, should discourage all but an emboldened few motorists to undertake the risk of tampering. 

 Under either a pre-market or after-market on-vehicle device application, completing implementation may take longer than a decade. Pre-market installations only in new vehicles may 20 years or more, as long as it takes for the entire passenger vehicle fleet to turn over. Postmarket applications may take considerably less time to reach full penetration—perhaps seven to ten years—provided the device applications become desirable enough to attract motorists. Otherwise, after-market applications will take as long as pre-market installations. During a long transition, two basic road revenue systems for passenger vehicles would operate at the same time, one for payers of gas taxes and the other for payers of mileage charges. A basic mileage charge would apply to new, fully equipped vehicles or—if mileage charging begins on a state-by-state rather than national basis—newly registered vehicles entering a state for the first time that have the capability for either manufacture or post-manufacture application of the necessary technology.  

The counterplan fails – delay, lack of compliance

Whitty and Svadlenak, 9 -- * director of the Office of innovative Partnerships for Oregon 

Department of Transportation (James and John, "Discerning the Pathway to Implementation of a National Mileage-Based Charging System", October, Oregon Department of Transportation, www.i95coalition.org/i95/Portals/0/Public_Files/Whats-New/SR299.pdf) // NK

Remaining Issues for VMT Estimate 

1. Length of phase-in period.  Researchers must determine how to install secure AVI 

devices on vehicles and the length of the period required for doing so.  Alternatively, researchers 

must determine whether embedding AVI devices into license plates, vehicle emissions stickers 

or windshields can be made secure and the length of the period required for installation of the 

AVI device for all existing resident passenger vehicles. 

2. Non-compliance penalty.  Motorists not identified with an AVI device should default 

to the highest fuel efficiency rating for purposes of the VMT Estimate calculation.  Researchers 

must determine how this would affect non-resident motorists.  If a state were to charge out-ofstate motorists the same mileage charge rate as resident non-compliant motorists without a way 

for them to pay the mileage charge based on their vehicle rating, the US Commerce Clause may 

be violated.  The state may have to provide out-of-state motorists a way to obtain the AVI device 

upon entering the state. 

3. Place of VMT Estimate calculation.  Researchers must determine whether it would be 

better to have the vehicle fuel efficiency rating embedded in the AVI device (system option #2) 

or added via central computer (system option #1). 

4. Researchers should measure the relative benefits of the VMT estimate model against 

the added costs of implementing an interim system intended for abandonment once the primary 

system becomes ready for operation.  While the costs can be easily tallied, the benefits may be 

somewhat ethereal, including assisting development of public comfort with mileage charging and 

reduced perceptions concerning invasion of privacy invasion.  Further, some may consider the 

VT estimate as a worthy gamble in the event a more robust mileage charging system never 

launches.  

VMT creates faulty mileage charges, inaccurate tolling and lack of adoption

Whitty and Svadlenak, 9 -- * director of the Office of innovative Partnerships for Oregon 

Department of Transportation (James and John, "Discerning the Pathway to Implementation of a National Mileage-Based Charging System", October, Oregon Department of Transportation, www.i95coalition.org/i95/Portals/0/Public_Files/Whats-New/SR299.pdf) // NK

Disadvantages of VMT Estimate Concept 

1. Approximation of VMT would generate an imprecise mileage charge and therefore 

may negatively impact motorist regard of this system. 

2. The system would charge motorists for vehicle miles traveled out-of- state but this 

would not be an issue for a national implementation.) 

3. Since zones could not be established, this collection method would not facilitate areawide congestion pricing. 

4. Without zones, local adoption by cities and counties could not avail of this system nor 

would the system allow precise revenue allocations among governmental jurisdictions. 

5. The collection agency must obtain the cooperation of unwilling motorists to allow 

installation of AVI devices.  Obtaining motorist cooperation may prove easier for AVI devices 

embedded in new license plates or vehicle emissions inspection stickers. 

6. While operating costs may be even lower than the pay-at-the-pump system described 

in Chapter 2, capital costs for retrofitting all vehicles should be much more expensive.  Start-up 

costs for a medium size state would run approximately $300 million if every motor vehicle were 

required to obtain the AVI devices, or $50 million if only newly issued plates contained the AVI 

devices.

***Stimulus good

Deficit spending inevitable

Deficit crisis inevitable even with no new spending

Eichengreen, 11 - Professor of Economics and Political Science at the University of California at Berkeley (Barry, “U.S. Futures and Out-of-Control Deficits,” 12/5, http://www.theglobalist.com/printStoryId.aspx?StoryId=9461)//DH
Doing so will require a combination of tax increases and expenditure cuts. At 19% of GDP, federal revenues are far below those raised by central governments in other advanced economies. With spending on items other than health care, Social Security, defense and interest on the debt having shrunk from 14% of GDP in the 1970s to 10% today, there is essentially no non-defense discretionary spending left to cut. One can imagine finding small savings within that 10%, but not cutting it by half or more in order to close the fiscal gap.

It is wishful thinking to believe that there exists that much waste, fraud and abuse to eliminate. And after 2015, as the baby boomers retire, current budget plans imply federal government spending on the order of 25% of GDP. Under current law, federal spending will rise to 40% of GDP over the subsequent quarter century, which is just a way of saying that current law cannot remain unchanged.

A new era of peace and reconciliation may descend on the world, allowing for additional reductions in defense spending. Or there may be agreement on further health-care reform that significantly bends the cost curve for service delivery. It is not clear which scenario is more fanciful.

It is hard to avoid the conclusion that restoring fiscal balance will require dealing with entitlements. It will require agreement to limit pension costs by raising the retirement age. The problem of funding Social Security can be alleviated by liberalizing immigration policy.

There will also have to be agreement on what U.S. politicians euphemistically refer to as “revenue enhancement.” One can imagine imposing higher gasoline taxes at the pump or auctioning off greenhouse gas permits. One can imagine the imposition of a value-added tax.

But with a Republican Party unconditionally opposed to all new taxes, a Democratic president who campaigned on a promise not to raise the taxes of the middle class, and a well-organized American Association of Retired Persons to lobby against Social Security and Medicare cuts, it is uncertain whether any of these sensible outcomes can be produced by normal congressional politics, as the failure of the so-called Super Committee just underscored.

In the end, there is no substitute for achieving political consensus in the U.S. Congress and nationally on how to solve the fiscal problem.

Procedural changes can help. But meaningful reform will require political consensus on the ends to which procedural changes are the means. A dollar crisis could be the event that precipitates the necessary reforms. Better, of course, would be the mere possibility of a dollar crisis.

This said, the United States is not the only economy with fiscal challenges. The euro area, having received an early wake-up call, is now making efforts to put its fiscal house in order, but it will be years before we learn whether it succeeds. Japan, confident that it is safe because its debt is held almost entirely by its own residents, has barely begun doing likewise. The task for both is complicated by slowly growing labor forces and rapidly aging populations.

The dollar’s prospects may be bleak, but, as always when thinking about exchange rates, it is necessary to ask: Bleaker than what? People have been wrong before when betting against the U.S. economy. They have been wrong before when betting against the dollar. They could be wrong again.

Or they could be right, in which case the dollar’s exorbitant privilege will be no more.

Debt expansion inevitable

Lieberthal and O’Hanlon, 12 - *Director of the John L. Thornton China Center at Brookings AND ** Director of Research and Senior Fellow¶ Foreign Policy (Kenneth and Michael, “—“The Real National Security Threat: America's Debt”, The Brookings Institute, http://www.brookings.edu/research/opinions/2012/07/10-economy-foreign-policy-lieberthal-ohanlon) EL

The United States has been running trillion-dollar deficits, resulting in a huge explosion in the country's indebtedness. Publicly held debt now equals 70% of gross domestic product, a threshold many economists consider significant and highly worrisome. Making matters worse, half of our current deficit financing is being provided by foreigners. We are getting by with low interest rates and tolerable levels of domestic investment only because they find U.S. debt attractive, which may not last.

According to the nonpartisan Committee for a Responsible Federal Budget, President Obama's long-term budget plan would allow publicly held debt as a fraction of GDP to rise further, up to 75%, within a decade. Mitt Romney's proposal, featuring tax cuts and defense spending increases and as-yet-unspecified (and thus less than fully credible) entitlement reform, appears worse. It would probably drive publicly held debt to 95% of GDP over the same period. Put differently, though both are serious and pragmatic men, neither major party's presidential candidate is adequately stepping up to the plate, with Romney's plan the more troubling of the two.

Why is this situation so serious? First, we are headed for a level of debt that within a decade could require us to spend the first trillion dollars of every year's federal budget servicing that debt. Much less money will be left for other things. That is a prescription for a vicious cycle of underfinancing for our infrastructure, national education efforts, science research and all the other functions of government that are crucial to long-term economic growth. Robust defense spending will be unsustainable too. Once we get in this rut, getting out will be very hard.

Entitlement spending N/U

Debt rising now—entitlement and health care costs are key

Rivlin 5/4-- an economist, a former U.S. Cabinet official, and an expert on the budget. She has served as the Vice Chairman of the Federal Reserve, the Director of the White House Office of Management and Budget, and the first Director of the Congressional Budget Office. In early 2010, Rivlin was appointed by President Barack Obama to his National Commission on Fiscal Responsibility and Reform. (Alice, “Curing Health Care

The Next President Should Complete, Not Abandon, Obama’s Reform”, Campaign 2012 Papers, http://www.brookings.edu/research/papers/2012/05/04-health-care-rivlin) EL

The federal budget is on an unsustainable path. If policies are not changed, federal spending will grow considerably faster than revenues, even after the economy recovers. Federal debt, already about 70 percent of GDP, will continue to rise faster than the economy can grow. This tsunami of debt endangers the nation’s future prosperity and leadership capacity and could precipitate a sovereign debt crisis. Each political party blames the other for creating high deficits and debt, but in fact the drivers of future federal spending are the retirement of the huge baby boom generation multiplied by high and rising per capita health costs. Several high-level bipartisan groups (the Simpson-Bowles Commission, the Bipartisan Policy Center’s Debt Reduction Task Force, and others) have underscored that putting the federal budget back on a sustainable track will require both slowing the growth of health care entitlements and increasing federal revenues. The two parties propose different strategies to slow the growth of spending in Medicare and Medicaid. Republicans, including candidate Mitt Romney, generally favor turning Medicaid from a complex federal program administered by states into a block grant with full state flexibility in how to use the funds. Democrats, who recently expanded Medicaid in the ACA, worry that, without federal controls, states will cut back on health care for their low-income residents. President Obama would increase state flexibility but does not favor a block grant. Even stronger divisions have arisen on Medicare reforms. Republicans would give seniors choices among private health plans and rely on market competition to improve the cost-effectiveness of health care delivery and slow Medicare spending growth. Democrats rely on regulations based on evidence about the cost-effectiveness of treatments and reimbursement incentives. These differences are reflected in the debate over premium support as a possible reform for Medicare. At present, Medicare is an open-ended entitlement program that pays seniors’ medical bills primarily on a fee-for-service basis. The government reimburses providers for services to Medicare beneficiaries at specified rates but does not control the total cost. There are few incentives for efficiency or for coordination among providers. 

Health care outweighs all other budget factors

Linden 09-- Director for Tax and Budget Policy at American Progress (Michael, “Health Care Spending Is Driving Future Deficits”, 10/26, http://www.americanprogress.org/issues/2009/10/health_care_deficit.html) EL

Health care is going to be the biggest driver of federal spending increases after interest payments on the national debt. The Congressional Budget Office projects that in 2019 outlays for Medicare and Medicaid—the two largest health care programs—will be almost two full percentage points of GDP higher than they were in 2008, even after accounting for the initial cost savings included in the president’s original budget plan. In contrast, CBO projects that all defense and non-defense discretionary spending—the spending that Congress has to appropriate each year—will actually decline by about one percentage point of GDP. By 2019, federal spending on Medicare and Medicaid will exceed the entire defense budget. Health care spending will be higher than total spending on all domestic discretionary programs and it will even surpass spending on Social Security. The only area of federal spending that will rise more than health care is interest payments on the national debt. Of course, the size of future interest payments is in large part a product of the size of future deficits. And since those deficits are driven mostly by health care spending— spending in all other areas besides health care and Social Security will actually decline over the next ten years—a good portion of the rise in interest payments is also attributable to increased health spending. This trend has been decades in the making. Budget analysts and health care experts have long identified soaring health care spending as a primary factor in producing future deficits. It is not a new revelation that we face such a bleak fiscal future, and that the problem is driven largely by rising health care costs. What’s new is that policymakers are no longer sweeping the problem under the rug with budget gimmicks designed to hide the true fiscal challenge that we face.
Entitlement cuts won’t happen—public opposition 

Teixeira 11-- a Senior Fellow at the Center for American Progress (Ruy, “Public Opinion Snapshot: Hands Off Social Security, Medicare, and Medicaid!”, Center for American Progress, http://www.americanprogress.org/issues/2011/07/snapshot_071111.html) EL

The contentious congressional talks on a debt reduction deal continue to drag on. Conservatives have doubled and tripled down on their determination to cut spending as much as possible while doing absolutely nothing to raise government revenues. They are particularly licking their chops about cutting the so-called entitlement programs—Social Security, Medicare, and Medicaid. They want to cut benefits, reduce eligibility, and increase costs to recipients. What does the public think about this particular conservative crusade? Not much. Not much at all. A just-released Pew poll documents the extent of public opposition. The poll asked respondents what is more important, reducing the budget deficit or keeping Medicare and Social Security benefits as they are. By an overwhelming 60-32 margin the public prefers to keep Medicare and Social Security as they are. The public is also opposed to increasing the health care costs Medicare recipients are responsible for. By 61-31, the public believes people on Medicare are already paying enough of their health care costs. Nor does the public see Medicaid benefits for low-income recipients as a legitimate target. By 58-37, they say that low-income people should not have their benefits taken away, rather than agreeing that states should be able to cut back on Medicaid eligibility to deal with budget problems. Conservatives may have succeeded in shifting the Washington conversation away from the economy and toward the alleged need to strike a debt reduction deal as quickly as possible. But they have apparently not succeeded in convincing the public that slashing Medicare, Medicaid, and Social Security has to be part of any such deal. Conservatives, if they have any sense, will back off on this one.
Entitlement spending makes the impact inevitable

Capretta 2/29-- Fellow at the Ethics and Public Policy Center (EPPC), was an Associate Director at the White House Office of Management and Budget (James C., “Testimony Presented to the Senate Budget Committee:“Putting Health Care Spending on a Sustainable Path”, http://budget.senate.gov/democratic/index.cfm/files/serve?File_id=4b5692a0-8934-4461-aeff-21d03e3f084d) EL

Mr. Chairman, Ranking Member Sessions, and members of the committee, thank you for the opportunity to participate in this very important hearing on “Putting Health Care Spending on a Sustainable Path.” It is a particular pleasure for me to appear before you today as a witness because I worked for this committee for a decade as one of the staff members when Senator Domenici served as Chairman and Ranking Member. I will make three basic points in my testimony today: 1. Rapidly rising entitlement spending is the cause of our nation’s fiscal problems, and escalating health costs is the primary reason for the entitlement spending surge. 2. The health care law that passed in 2010 has made the fiscal problem much worse because it used Medicare cuts and taxes to increase non-Medicare entitlement spending and pay future Medicare benefits. Further, the Medicare 2 cuts are very unlikely to be sustained over the long term anyway. 3. Putting health spending on a sustainable path requires significant Medicare reform, but the federal government can’t “engineer” this reform through regulations, demonstrations, and micromanagement. The answer is a functioning and dynamic marketplace. The Reason for Pronounced Fiscal Pressure It is sometimes argued that the reason we have budget problems today is because of discrete tax or spending decisions made over the last decade or so. But this line of argument relies on what might be called the fallacy of the uncontrolled baseline. It gives a pass to the massive run-up in spending due to the growth in entitlements, and especially health care entitlements, and tries to assign all of the blame for our fiscal woes to tax policies that have held tax collection at about the historical post-war norm for the United States. But, as shown in Chart 1, a longer-term perspective clearly indicates that entitlements are the problem, and most especially the health care entitlements. Over the past forty years, federal tax collection has averaged about 18 percent of GDP annually. Meanwhile, back in 1972, the federal government spent 4.4 percent of GDP on the big three entitlement programs, Social Security, Medicare, and Medicaid. So there was plenty of revenue left over after covering the costs of these entitlements for other governmental Today, spending on just those three programs is expected to reach 10.2 percent of GDP, according to the Congressional Budget Office (CBO). So, in other words, today the government is spending an additional 6 percentage points of GDP on just these three programs compared to 1972. To put that in perspective, spending on defense and other security-related functions of the government totals only 5.6 percent of GDP in 2012. This trend toward devoting more and more resources to entitlements is only going to accelerate as the baby boom retires. Over the next twenty-five years, CBO expects spending on these programs, plus the new entitlements created in the health care law, to push total spending on these programs over 16 percent of GDP, with reasonable 4 assumptions about the growth in provider payments and other factors. If that were to occur, there would be virtually no room left in the budget for anything else, assuming the historical level of tax collection.
Entitlement spending outweighs all other sources of the deficit

Capretta 4/4-- Fellow at the Ethics and Public Policy Center (EPPC), was an Associate Director at the White House Office of Management and Budget (James C., “Unsubstantiated Budget Attacks, the Sequel”, http://www.nationalreview.com/articles/295268/unsubstantiated-budget-attacks-sequel-james-c-capretta) EL

At the bottom of this budget standoff is a fundamental difference of views on what is causing our fiscal crisis in the first place, both today and in the future. The president and his allies continue to cling to the false narrative that the reason we are experiencing budget deficits is because of tax cuts and unfinanced wars. This is a completely distorted view of budgetary reality. As shown in the following chart, the real source of today’s deficits and debt, and the source of our national insolvency if it is not addressed soon, is runaway entitlement spending. Taxes have gone up and down over the past four decades, but have always hovered around 18 percent of GDP. Meanwhile, back in 1972, spending on the three largest entitlement programs — Social Security, Medicare, and Medicaid — was just 4.4 percent of GDP. Today, spending on those three programs is just over 10 percent of GDP. That’s a 6 percentage point jump above what it was 40 years ago — an increase that is more than the size of the entire Defense Department today. Worse, spending on the “big three” is headed toward 16 percent of GDP in 2035, according to the Congressional Budget Office (CBO). If that were allowed to happen, there would be virtually no room left in the budget for anything else, assuming the historical rate of federal revenue collection.
Health entitlement spending now and will keep growing 

Capretta 11-- Fellow at the Ethics and Public Policy Center (EPPC), was an Associate Director at the White House Office of Management and Budget (James C., Testimony Presented to the House Budget Committee:“Fulfilling the Mission of Health and Retirement Security”, 3/17, http://budget.house.gov/uploadedfiles/caprettatestimony3172011.pdf) EL

Unfortunately, that is exactly the situation in which we find ourselves today. Federal health entitlement spending has been growing rapidly for many years, and is expected to continue doing so even after enactment of the PPACA. Indeed, it is sometimes said that at some distant point in the future, the long-term rise in federal health 2 care costs will catch up with us. But the truth is that rising federal health entitlement spending has already caught up with us. The budget problems we are experiencing today are directly related to the fact that health costs have risen dramatically over the past four decades. In 1975, the federal government spent 1.3 percent of GDP on Medicare and Medicaid. In 2010, spending on just those two program had risen to 5.5 percent of GDP. That’s more than 400 percent growth. And the Congressional Budget Office’s (CBO) most recent projections show health entitlement spending is poised to rise even more rapidly over the next decade than it has in the past. As shown in Chart 1, CBO expects total health entitlement spending to rise from $810 billion in 2010 to $1,763 billion in 2021. By 2021, health entitlement spending will make up an astonishing 36 percent of all non-interest federal outlays. So more than one in three dollars that the government spends on programs and agency budgets will go to meeting health entitlement obligations.
Medicare and Medicaid increase long term deficits—action now is key

Brookings Institute 5/8/12—“Inoculate the Budget Deficit From Healthcare Reform”, http://www.brookings.edu/research/opinions/2012/05/08-health-budget-gale) EL

The United States faces large federal budget deficits over the short-, medium-, and long-term. Although perhaps subject to the greatest public attention, the short-term deficits are generally thought to be helping the economy recover. In contrast, medium- and long-term deficits projected for years after the economy returns to full-employment are a source of concern: these deficits will create growing and serious burdens on the economy even if they do not lead to an immediate crisis. Economists of all political stripes agree on this point. While extending the Bush tax cuts, if that occurs, will play a big role in making the medium and long-term deficit problems worse, economists agree that a key driver of the long-term deficit problem is growth in government spending on health care. Medicare and Medicaid, our two largest health spending programs, currently account for 23 percent of federal spending, or 5.6 percent of GDP. Under current law and optimistic assumptions for health spending, the Congressional Budget Office (CBO) estimates these programs will represent 30 percent of total federal spending (6.8 percent of GDP) by 2022 and will continue to grow thereafter. The prospect of health-driven deficits has produced a burst of proposals for reform. Sadly, the simple truth is that we do not yet know how to reform government health programs to both rein in costs and maintain or improve quality and access. One approach has been to maintain the current structure of the system but use better incentives (that is, restructure payments) to encourage patients and doctors to eliminate unhelpful or unnecessary medical procedures, and instead focus on ones that are necessary and effective. The Obama administration's health care reform effort relies on this approach. However, the entity created to oversee this process, the Independent Payment Advisory Board, or IPAB, was effectively neutered by Republicans during negotiations leading up to the enactment of the Affordable Care Act. Another approach, sometimes called premium support, would convert Medicare into what is, in essence, a voucher system. Medicare would offer subsidies to individuals to buy their own insurance from government-managed regional insurance exchanges. This approach, if adopted consistently, could limit government costs. It may not, however, limit overall health costs. Indeed, CBO recently estimated that under the "premium support" plan proposed by Rep. Paul Ryan (R-WI), total health spending for a typical beneficiary would grow faster under the proposal than under traditional Medicare. So what do we do? The medium- and long-term deficits that will result from debt-financed health care spending will inexorably dampen economic performance. They will soak up capital, reduce our ability to grow, burden future generations with debt, and perhaps even influence the military and diplomatic stance of the country. We cannot, and indeed should not, wait for effective health care reform to rein in the budget deficit. Health reform is a process; it will take time to get it right as we learn about what works and what doesn't. We won't get it right on the first shot.
AT: Entitlement reform

Reforms can’t solve—no actual savings 

Capretta 11-- Fellow at the Ethics and Public Policy Center (EPPC), was an Associate Director at the White House Office of Management and Budget (James C., “Budget Danger Ahead”, 7/7 http://www.nationalreview.com/articles/271217/budget-danger-ahead-james-c-capretta) EL

Third, and most important, Democrats want a deal that doesn’t give an inch on what really matters to their voting base — which is the entitlement status quo. The Democratic party has come to define itself as the party of entitlements. The New Deal. The Great Society. Obamacare. Nothing gets the Democratic heart beating quite like ensnaring the entire American middle class in entitlement dependence. For Democrats, victory means forcing Republicans to accept a budget framework that leaves today’s entitlement superstructure — and most especially centralized government management of American health care — exactly as it is today. To further that goal, the president and his allies are playing a familiar card. It’s not that they are against entitlement “reform,” they say, it’s just that they want to protect the beneficiaries from any financial sacrifice. And so we learn in recent days (see here and here) that Democrats are willing to put sizeable Medicare and Medicaid “cuts” on the table. Among the changes that are reportedly under consideration are further reductions in what providers of services and products are paid, trims in Medicare’s support of hospital-based physician-training programs, and importation of Medicaid’s pharmaceutical-rebate scheme into the Medicare prescription-drug benefit for the so-called “dually eligible” (that is, the elderly who are enrolled in both programs). And apparently some Republicans are willing to play along. These kinds of changes in Medicare and Medicaid are nothing new. Various versions of them have been included in every budget deal going back 30 years, and most especially in the bipartisan deals of 1990 and 1997. They do not constitute genuine entitlement reform. They will not fix Medicare and Medicaid. And they will not solve the nation’s budget problem. Yes, on paper, the Congressional Budget Office will say they save money, perhaps even a lot of money. But CBO has said that every time a budget deal in the past has included similar provisions. As the years go by, the savings always vanish in the regulatory complexity of the programs, and entitlement spending continues to rise just as it always has. Moreover, arbitrary across-the-board payment cuts are actually damaging to the efficient operation of the health system. They lead to cost shifting, and they drive willing suppliers of services out of the marketplace. In the end, price controls do nothing to change the underlying reasons for cost growth.
Growth decreasing

Fiscal cliff coming in 2013—recession is inevitable in the status quo

Congressional Budget Office 5/22/12—“Economic Effects of Reducing the Fiscal Restraint That Is Scheduled to Occur in 2013”, http://www.cbo.gov/publication/43262_) EL

Policymakers are facing difficult trade-offs in formulating the nation’s fiscal policies. On the one hand, if the fiscal policies currently in place are continued in coming years, the revenues collected by the federal government will fall far short of federal spending, putting the budget on an unsustainable path. On the other hand, immediate spending cuts or tax increases would represent an added drag on the weak economic expansion. In fact, under current law, increases in taxes and, to a lesser extent, reductions in spending will reduce the federal budget deficit dramatically between 2012 and 2013—a development that some observers have referred to as a “fiscal cliff”—and will dampen economic growth in the short term. CBO has analyzed the economic effects of reducing that fiscal restraint. It finds that reducing or eliminating the fiscal restraint would boost economic growth in 2013, but that adopting such a policy without imposing comparable restraint in future years would have substantial economic costs over the longer run. How Substantial is the Fiscal Restraint in 2013? CBO estimates that the combination of policies under current law will reduce the federal budget deficit by $607 billion, or 4.0 percent of gross domestic product (GDP), between fiscal years 2012 and 2013. The resulting weakening of the economy will lower taxable incomes and raise unemployment, generating a reduction in tax revenues and an increase in spending on such items as unemployment insurance. With that economic feedback incorporated, the deficit will drop by $560 billion between fiscal years 2012 and 2013, CBO projects. If measured for calendar years 2012 and 2013, the amount of fiscal restraint is even larger. Most of the policy changes that reduce the deficit are scheduled to take effect at the beginning of calendar year 2013, so budget figures for fiscal year 2013—which begins in October 2012—reflect only about three-quarters of the effects of those policies on an annual basis. According to CBO’s estimates, the tax and spending policies that will be in effect under current law will reduce the federal budget deficit by 5.1 percent of GDP between calendar years 2012 and 2013 (with the resulting economic feedback included, the reduction will be smaller). With that Fiscal Restraint, What Will Economic Growth Be in 2013? Under those fiscal conditions, which will occur under current law, growth in real (inflation-adjusted) GDP in calendar year 2013 will be just 0.5 percent, CBO expects—with the economy projected to contract at an annual rate of 1.3 percent in the first half of the year and expand at an annual rate of 2.3 percent in the second half. Given the pattern of past recessions as identified by the National Bureau of Economic Research, such a contraction in output in the first half of 2013 would probably be judged to be a recession. 
Recovery is fragile now—recession could happen next year

Bernanke 7/17/12—Chairman of the Federal Reserve (Ben S., “Semiannual Monetary Policy Report to the Congress Before the Committee on Banking, Housing, and Urban Affairs, U.S. Senate, Washington, D.C.” ,http://www.businessinsider.com/bernanke-testimony-senate-banking-committee-2012-7#ixzz20zzPzkcW) EL

The second important risk to our recovery, as I mentioned, is the domestic fiscal situation. As is well known, U.S. fiscal policies are on an unsustainable path, and the development of a credible medium-term plan for controlling deficits should be a high priority. At the same time, fiscal decisions should take into account the fragility of the recovery. That recovery could be endangered by the confluence of tax increases and spending reductions that will take effect early next year if no legislative action is taken. The Congressional Budget Office has estimated that, if the full range of tax increases and spending cuts were allowed to take effect--a scenario widely referred to as the fiscal cliff--a shallow recession would occur early next year and about 1-1/4 million fewer jobs would be created in 2013.3 These estimates do not incorporate the additional negative effects likely to result from public uncertainty about how these matters will be resolved. As you recall, market volatility spiked and confidence fell last summer, in part as a result of the protracted debate about the necessary increase in the debt ceiling. Similar effects could ensue as the debt ceiling and other difficult fiscal issues come into clearer view toward the end of this year. The most effective way that the Congress could help to support the economy right now would be to work to address the nation's fiscal challenges in a way that takes into account both the need for long-run sustainability and the fragility of the recovery. Doing so earlier rather than later would help reduce uncertainty and boost household and business confidence.
Chinese economy low now 

AP 7/12—(“China’s Economic Growth Slows Despite Stimulus”, http://business.time.com/2012/07/12/chinas-economic-growth-slows-despite-stimulus/#ixzz20zkXnzcq, Time Magazine) EL

(BEIJING, China)–China’s economic growth slowed to a new three-year low in the latest quarter as exports and consumer spending weakened. The world’s second-largest economy grew by 7.6 percent in the three months ending in June over a year earlier, down from the previous quarter’s 8.1 percent, data showed Friday. That was the lowest since the first quarter of 2009 during the depths of the global financial crisis. Export growth has fallen steadily amid anemic global demand and Chinese domestic consumer spending has weakened despite government stimulus measures that include two interest rate cuts since the start of June. The government also has boosted investment by state-owned industry and is pumping money into the economy through higher spending on low-cost housing and other public works. (MORE: Aching For the ’80s–How Chinese Companies are Discovering 30-Somethings) Analysts expect growth to rebound in the second half of the year but the slowdown raises the threat of job losses and tensions at a politically difficult time for the ruling Communist Party. It is trying to enforce calm ahead of a planned once-a-decade handover of power to younger leaders. June retail sales growth was 12.1 percent adjusted for price changes, down from the previous month’s 13.8 percent growth, the National Bureau of Statistics reported. Growth in factory output edged down to 9.5 percent from May’s 9.6 percent. In a reflection of government efforts to spur the economy with higher investment, growth in spending on factories, real estate and other fixed assets accelerated to 23.2 percent in June, up from the previous month’s 20.1 percent.
Depression is inevitable now—credit bubble

Boyle 7/16/12—staff writer for CNBC (Catherine, “How Close Are We to New Great Depression?”, CNBC.com, http://www.cnbc.com/id/48193471) EL
The risk of a new depression — a sustained, severe recession — has struck fear into the heart of markets and driven monetary policy in developed economies since the current financial crisis began. “We’re in a very unfortunate position to be here,” Richard Duncan, author of The New Depression, warned on CNBC’s “Squawk Box Europe” Monday. “When we broke the link between money and gold, this removed all constraints on credit creation. This explosion of credit created the world we live in, but it now seems that credit cannot expand any further because the private sector is incapable of repaying the debt it has already, and if credit begins to contract, there’s a very real danger that we will collapse into a new Great Depression,” he argued. “If this credit bubble pops, the depression could be so severe that I don’t think our civilization could survive it.” The explosion in cheap credit has been widely blamed for the global financial crisis, but the debate about how to fix the problem continues. In the past few years, central banks including the U.S. Federal Reserve , the European Central Bank and the Bank of England have pumped liquidity into their financial systems through a number of ways, including quantitative easing and the ECB’s long-term refinancing operation (LTRO). “We could keep deferring the depression, but that could just encourage the bad guys. If you do this, you possibly do more harm than good,” Roger Nightingale, economist and strategist at RND Associates, told CNBC Monday. “You can defer, but not prevent.” Nightingale argued that previous credit booms, for example in Japan in the 1980s, have led to sustained recessions. “When you throw money into the system at a rate much in excess of the requirements of the real economy, you’re trying to get people to borrow and spend, but the good guys out there won’t because they’re too cautious. It’s the bad guys who come in, the malefactors,” he said. “When the central banks realize what is going on and raise interest rates, it flings the world economy into depression.” The ideas of Milton Friedman, the Nobel Prize-winning economist who argued that monetary policy should constantly expand, informed some of the Fed’s response to the crisis. “Policymakers really believe that if we allow credit to contract, we will reach a new Depression,” Duncan said. “The increase in government debt is making total debt grow, otherwise we would already have collapsed in to a debt-deflation death spiral. This creates great perils, but also tremendous opportunities.” Duncan argues that governments in the developed world should borrow “massive” amounts of money at the current low interest rates to invest in new technologies like renewable energy and genetic engineering. “Even if this is wasted, at least we could enjoy this civilization for another ten years before it collapses,” he said. His views counter those of economists who believe that governments should focus on cutting their debt, particularly where repayments on that debt are threatening to reach unsustainable levels, like in Greece.

Latest  IMF forecasts predict a slowdown is coming 

The Economist 7/16—“A global slowdown”, http://www.economist.com/blogs/freeexchange/2012/07/world-economy_ ) EL
THE IMF released new economic forecasts today, updating its April projections. In a nutshell, things aren't shaping up quite as well as they'd hoped: The big worries in advanced economies are all policy oriented. Europe, obviously, is a concern, but the IMF is growing increasingly nervous about the possibility that American politicians will let the country hurdle off the year-end fiscal cliff. If gridlock is such that all projected tax rises and spending cuts take effect, America's economy could take a hit equal to 4% of GDP, enough to seriously harm the world economy. On emerging markets, by contrast, the IMF suggests that growth prospects have been overstated. Here's chief economist Olivier Blanchard: In each country you see a slowdown. There’s one explanation per country. I think there’s probably something underneath which is common. Emerging-market countries had a great decade and it may well be that their potential growth rate is really lower than the actual growth rate was, and maybe even their potential growth rate was before. All of them, in different modes, have had to slow down either in exports or investments and so on. My sense is we may well be in a regime in which these growth rates will be a bit lower than they were. The biggest story, then, is that 2013 could shape up to be at least as difficult a year as 2012.
Global economic slowdown is inevitable

WSJ 6/17/12—“ IMF’s Blanchard: Global Economy Gripped by Meta-Uncertainty”, Sudeep Reddy, http://blogs.wsj.com/economics/2012/07/16/imfs-blanchard-global-economy-gripped-by-meta-uncertainty/) EL

The International Monetary Fund downgraded its global economic outlook Monday and warned of more trouble ahead unless policymakers around the world ramp up action. In an interview with The Wall Street Journal, IMF chief economist Olivier Blanchard said higher uncertainty is weighing on growth around the world. He also said European nations need to step up quickly to ease borrowing costs for struggling nations such as Spain and Italy. Here are excerpts: –On the pervasive global slowdown: People feel the world has darkened a lot. The trend is a bit worse than the forecast suggests. The bigger story is that we still have a weak world recovery. There is clearly increased uncertainty. The fact that this downside risk is not the tail risk anymore … is increasing uncertainty. I was talking to somebody who is on the board of a number of large companies. They’re all sitting on the cash and not spending. I asked him and he said, ‘Well, it’s uncertainty.’ But what exactly is it? It’s nearly meta-uncertainty. It’s a world they cannot quite think about. These were decisions in the U.S., where so far the direct effects from Europe haven’t been very substantial. So I think the world’s higher uncertainty is clearly a factor. –On the significant declines in trade: In 2008-09, there was a collapse of global trade. We were all very surprised. Output was not doing well, but the collapse in global trade was enormous. We realized at the time that the elasticity of trade with respect to global output was not 1, as you might think, but more like 3 to 4. So this explained it. And then it recovered like crazy. This is still true. If global output goes down by 1%, global trade goes down by 3% to 4%. If a part of the world does poorly, then it imports much less, and therefore the other guys export much less. It’s striking. We focus on financial links because they make the news everyday. But these trade links are quite relevant. –What Europe needs to do: In the periphery countries, the question is how do we get them to turn around? These countries have to do what they need to do. There’s no question there has to be fiscal consolidation. We can discuss the pace, but it has to happen. The other is competitiveness, which I see as much tougher of the two. It has to be through a combination of structural reforms, hoping they will work, and nominal wage adjustments, although one cannot be incredibly optimistic about the scope there. We know that that’s going to take a while. So I think negative growth numbers this year, probably next year as well in most periphery countries. Take the big two, Italy and Spain. You can always dream of more, but I think they’re serious about doing it, both on the fiscal front and the structural-reforms front. I think it may well be that even if they do everything they can, and do it right, it’s still not enough. They have to have help — I would say when needed rather than if needed. It takes two concrete forms. … The banks have to be recapped, and they have to be recapped not using sovereign money. I think that is really very, very high on the agenda. I don’t think they can make it without help to the banks. The big issue in these countries is that depite the fact that the ECB has nearly zero policy rates, borrowing costs are still very high. If the banks were healthier, I think they would lend at lower rates. Help has to come there and I think it is coming. And the sovereigns have to be able to borrow at reasonable rates. As long as they behave and they do all the things they’re asked to do, they have to be able to borrow at lower rates than they currently do. Some way has to be found to do it. That’s where there’s a large number of proposals, but they all really get to the same thing. Euro bonds is one way. Some people think the [Securities Markets Program] should do it. There’s a question of whether some people think the ECB should be in the business or not. The [European Stability Mechanism] could buy bonds in the primary markets. It’s not that I don’t care about the way it’s done. But I care about the result. These countries, if they’re doing the right things, they have to be able to finance themselves. –How much euro depreciation would help: Some people say a euro depreciation would help Europe a lot. I think there is an argument for it, even in a multilateral context. You have to depreciate vis-a-vis somebody, so somebody has to appreciate. My sense is we would like most of the depreciation to be vis-a-vis emerging-market countries. Even if there was a depreciation vis-a-vis the dollar, I still think it would be a good thing. In a way Europe needs it more than the U.S., and the U.S. could probably offset it in some way. So that is something which should be considered. It will have an effect. We’ve done simulations. Other people have done simulations as well. 10% real depreciation would lead to a 1.4% increase in growth for a year — which at this stage, given the numbers, would be nice. The footnote, and it’s a very big footnote, is that … how much you benefit depends on how big your exports are related to your GDP and where you export — whether you export in the euro zone or outside. Unfortunately the countries that benefit the most are the countries that really don’t need it — Germany, the Netherlands. The countries that benefit the least are Greece, Portugal, Italy, Spain. It would be good. There would be some cost on the rest of the world and the U.S., which would have to do something about it. But unfortunately it would be helping more the countries which need the help less. There’s no question, the periphery countries have to improve their competitiveness. That’s not something even monetary policy at the level of the euro or fiscal policy can do. This they have to do through productivity improvements or nominal wage adjustments. –The pace of European policymakers’ response to the crisis: It is no secret that they have tended to respond to crises rather than be much more proactive. There is a sense that the attitudes have changed. They have understood that waiting for the next crisis to do something was probably not the best strategy. At this stage I think there is a genuine commitment to thinking about the whole beast. That’s why these words — fiscal union, banking union — have come in. It’s a fairly recent thing in terms of semantics. Until recently it was this measure, that measure. And now there’s a sense in which they’re thinking about the full architecture. Where I think there is still a problem is that all these things will take a lot of time. And some of these things may not happen because they’re unpopular. And meanwhile, there is a fire in the house. So they have to be willing to do more in the short term. But it’s better news. There is a sense now of a path. The measures are going to be tough, but there is a plan. I think that’s considerable process. –How emerging economies are faring: In each country you see a slowdown. There’s one explanation per country. I think there’s probably something underneath which is common. Emerging-market countries had a great decade and it may well be that their potential growth rate is really lower than the actual growth rate was, and maybe even their potential growth rate was before. All of them, in different modes, have had to slow down either in exports or investments and so on. My sense is we may well be in a regime in which these growth rates will be a bit lower than they were.

Economic growth fails now—unemployment and consumer confidence 

Schoen 7/5/12—Senior Producer at Economy Watch on MSNBC (John W., “US jobs outlook: Better, but still not good enough”, MSNBC, http://economywatch.msnbc.msn.com/_news/2012/07/05/12484420-us-jobs-outlook-better-but-still-not-good-enough?lite) EL

 (Editor's note: This story was corrected following publication to reflect the amount of jobs gained in May.) The last piece of the puzzle in this month's economic data is expected to confirm what the others have shown so far: the U.S. job machine is sputtering along at a pace that isn't putting American back to work fast enough. Friday’s jobs report is projected to show a modest pickup in growth from last month’s dismal report, which showed the jobless rate inching upward again. Forecasters are looking for job growth of about 125,000 in June, almost twice the pace of growth in May, when a paltry 69,000 new jobs were added. But that would still badly lag monthly gains of over 250,000 seen at the start of the year. If job growth for June comes in as expected, that could be enough to nudge the unemployment rate back down to 8.1 percent, from 8.2 percent in May, according to Paul Dales, an economist at Capital Economics. “But without a major acceleration in GDP growth, the unemployment rate is unlikely to fall significantly further,” he said. That pickup in economic growth appears unlikely, at least in the short term. As Europe’s economy weakened and China’s once-robust growth cooled, the U.S. economy expanded by 1.9 percent in the first quarter, which was a sharp slowdown from the 3 percent annual pace posted in the final three months of last year. Most of that growth came from auto production, as consumers replaced worn-out cars with newer, more efficient models. Excluding autos, first quarter GDP grew by just 0.7 percent. "Given that domestic growth is being generated by the autos sector, as we go into the second quarter, a pretty soft outcome looks likely," said Jeremy Lawson, a senior economist at BNP Paribas in New York. Auto sales, which rose strongly in June after a weak showing the prior month, won't generate enough growth to power the economy without an expanding manufacturing sector and rising consumer spending. A widely watched survey of the nation's purchasing managers reported Monday that the manufacturing sector shrank for the first time in three years in June. Some economists had hoped to see a pickup in consumer spending following a sharp drop in gasoline prices this spring. The average cost of a gallon of gasoline has fallen roughly 15 percent since April. But consumer spending, as reported by the government, was flat in May for the first time in six months amid tepid demand for motor vehicles. Major retailers reported lower sales figures in April and in May. "We're seeing consumer spending come off the boil a bit over the last few months. That's to be expected, given uncertainty across the board and the troubling headlines we've seen," said Omer Esiner, chief analyst at Commonwealth Foreign Exchange in Washington. The global economic slowdown has also cut into demand for American products overseas. Though the U.S. economy is less reliant on exports than its trading competitors, weak global demand hurt corporate profits in the first quarter. After-tax corporate profits fell by 5.7 percent in the first quarter – the first drop since the fourth quarter of 2008. "It highlights that the U.S. is not immune from the weakness in the rest of the world. Corporate profits are likely to remain under pressure, a development that is unlikely to help the employment outlook," said Lawson. There have been some rays of hope recently in the bottoming of the U.S. housing market, where both prices and sales volumes have begun to stage something of a comeback. That could bring some new jobs to the construction and real estate industries, both hard hit by the housing collapse. But the pace of home sales and construction is still far below levels expected three years after the end of a recession. On Thursday, the Labor Department reported that new claims for jobless benefits dropped by 14,000 to a seasonally adjusted 374,000. And payrolls processor ADP released a report showing that private businesses added a higher-than-expected 176,000 jobs in June. Though economists expect the weak recovery to continue this year, consumers are getting gloomier about their own outlook. For the fourth month in a row, consumer confidence fell in June. The Conference Board’s labor index fell to the lowest level since January. “Consumer confidence is digging deeper into recession territory as many Americans see their job prospects dim, their household net worth take a beating, and the European debt crises send jitters through the equity markets,” said IHS Global Insight economist Yinbin Li. Some 16 percent of survey respondents expect business conditions will be worse six months from now. That kind of pessimism takes a toll on hiring, especially among small business owners, according to Martin Mucci, CEO of Paychex, which manages company payrolls. “Consumer confidence is a big issue,” he said. “Whether you want to open that next small business or additional location, when consumer confidence is flat you're not sure if somebody will buy your product. That keeps people a little bit hesitant to open up that new business." Major retailers such as Macy's, Costco, Kohl's and Target reported disappointing sales in June, as worries about the economy and high unemployment took their toll on consumer sentiment. But off-price chains had a better showing as shoppers looked for bargains.

Growth is low now—consumer confidence 

Crutsinger 6/30/12—Associated Press economics writer (Martin, “US consumer spending and wages flat in May”, Boston.com, http://www.boston.com/business/news/2012/06/29/consumer-spending-and-wages-flat-may/0oMiQmFld60JvS7724UGqI/story.html) EL

WASHINGTON (AP) — U.S. consumers spent no more in May than in April after seeing almost no gain in their pay. The lack of growth in consumer spending and wages suggests that a faltering job market is slowing the economy. The Commerce Department said Friday that consumer spending was unchanged in May. Income growth edged up 0.2 percent, but that was mostly because of gains from investments. Wages, the largest component of income, were essentially flat. Americans cut back spending on cars and other long-lasting manufactured goods, even though they paid less for gas. Consumers did increase how much they spent on services for the second straight month, one of the few positive signs. The government also said spending after adjusted for inflation was weaker in April and March than first thought. Consumer spending drives roughly 70 percent of economic activity. The mostly disappointing report suggests growth in the April-June quarter could be weaker than the previous quarter’s modest 1.9 percent annual pace. Paul Dales, senior U.S. economist for Capital Economics, said annual growth in the second quarter could be closer to 1.5 percent. Job growth has tumbled in the past two months. Consumer confidence has fallen. And growth in manufacturing has slowed, in part because Europe’s financial crisis has dampened demand for U.S. exports. Some economists are hopeful that lower gas prices could lead consumers to spend more this summer. ‘‘Looking ahead, the recent fall in gasoline prices will soon boost real consumption,’’ said Dales. ‘‘But a sustained and significant acceleration in consumption growth cannot take place without faster jobs growth too.’’ Consumer spending on autos and other durable goods fell 0.4 percent in May. Spending on non-durable goods dropped 0.8 percent, mostly because of the lower gas prices. The declines were offset by an increase in spending on services, which include everything from doctor’s visits to rent payments. Service spending rose 0.3 percent in May, the second straight increase. Joel Naroff, chief economist for Naroff Economic Advisors, said the gains in spending on services are notable because services account for two-thirds of spending and nearly 45 percent of economic activity. Still, unless pay increases, consumers are likely to remain cautious about spending, he said. ‘‘For people to get back into the malls and showrooms incomes will have to rise faster than we are seeing,’’ Naroff said. ‘‘The big problem is wages, which are simply flat lining.’’ Even though wages didn’t rise, Americans had more money to spend in May. After deducting taxes and adjusting for inflation, income rose 0.3 percent — the biggest monthly increase for that category in two years. It largely reflected the sharp drop in gas prices that has lowered inflation. Prices tied to consumer spending fell 0.2 percent in May, the biggest drop since June 2010. Excluding volatile food and energy, prices were up a slight 0.1 percent in May and have increased 1.8 percent over the past 12 months. That’s below the Fed’s 2 percent target for inflation, which gives the Fed more leeway to take steps to boost the economy. The saving rate increased to 3.9 percent of after-tax income in May. That’s up from 3.7 percent in April and the highest level since January. Gas prices have fallen sharply since peaking in early April at a national average near $4 per gallon. The nationwide average for a gallon of regular was $3.37 on Thursday, according to AAA’s daily fuel gauge report. If gas prices stay low, Americans will have more money to spend this summer on other goods, from autos and furniture to electronics and vacations, that fuel economic growth. Gasoline purchases tend to provide less benefit for the U.S. economy because some of the money goes to oil-exporting nations. Consumer confidence fell in June for the fourth straight month, according to a closely watched survey from the Conference Board. Worries about the job market have outweighed the benefits of cheaper gas and a gradually improving housing market. Employers added an average of only 73,000 jobs a month in April and May. The followed three months when the economy created an average 226,000 jobs a month. The weak job market was a key reason the Federal Reserve last week downgraded its outlook for growth this year. It now expects growth of between 1.9 percent and 2.4 percent in 2012 — half a percentage point lower than its April forecast.

Economic decline inevitable

IMF 7/16/12--  International Monetary Fund, “World Economic Outlook Update”, http://www.imf.org/external/pubs/ft/weo/2012/update/02/pdf/0712.pdf) EL

The global recovery remains at risk Downside risks to this weaker global outlook continue to loom large. The most immediate risk is still that delayed or insufficient policy action will further escalate the euro area crisis. In this regard, agreements reached at the EU leaders’ summit are steps in the right direction. But further steps are needed, notwithstanding high implementation hurdles, as underscored by the very recent deterioration in sovereign debt markets. The situation in the euro area crisis economies will likely remain precarious until all policy action needed for a resolution of the crisis has been taken (see below). Other downside risks relate to fiscal policy in other advanced economies: ( In the short term, the main risk relates to the possibility of excessive fiscal tightening in the United States, given recent political gridlock. In the extreme, if policymakers fail to reach consensus on extending some temporary tax cuts and reversing deep automatic spending cuts, the U.S. structural fiscal deficit could decline by more than 4 percentage points of GDP in 2013. U.S. growth would then stall next year, with significant spillovers to the rest of the world. Moreover, delays in raising the federal debt ceiling could increase risks of financial market disruptions and a loss in consumer and business confidence. ( Another risk arises from insufficient progress in developing credible plans for medium-term fiscal consolidation in the United States and Japan—the flight to safety in global bond markets currently mitigates this risk. In the absence of policy action, medium-term public debt ratios would continue to move along unsustainable trajectories. As the global recovery advances, a lack of progress could trigger sharply higher sovereign borrowing costs in the United States and Japan as well as turbulence in the global bond and currency markets. Downside risks to growth in emerging market and developing economies seem primarily related to external factors in the near term. The slowdown in emerging market growth since mid2011 has been partly the result of policy tightening in response to signs of overheating. But policies have been eased since, and this easing should gain traction in the second half of 2012. Nevertheless, concerns remain that potential growth in emerging market economies might be lower than expected. Growth in these economies has been above historical trends over the past decade or so, supported in part by financial deepening and rapid credit growth, which may well have generated overly optimistic expectations about potential growth. As a result, growth in emerging market economies could be lower than expected over the medium term, with a correspondingly smaller contribution to global growth. Also of concern are risks to financial stability after years of rapid credit growth in the current environment of weaker global growth, elevated risk aversion, and some signs of domestic strain. Among low-income countries, those dependent on aid face risks of lower-thanexpected budget support from advanced economies, while commodity exporters are vulnerable to further erosion of commodity prices. In the medium term, there are tail risks of a hard landing in China, where investment spending could slow more sharply given overcapacity in a number of sectors. On the positive side, oil price risks have abated in recent months, reflecting the interaction of changes in prospective market conditions and perceived geopolitical risks. Supply conditions have improved due to increased production in Saudi Arabia and other key exporters, while demand prospects have weakened and are subject to downside risks. With geopolitical risks to oil supply widely perceived to have declined, risks to oil price projections appear more evenly balanced now, while those around prices of nonoil commodities tilt downward. Crisis management remains the top priority 

Recession coming now—deflationary influences

Kudlow 6/14/12-- an American economist, television personality, and newspaper columnist. He is the host of CNBC's The Kudlow Report. As a syndicated columnist, his articles appear in numerous U.S. newspapers and web sites, including his own blog, Kudlow's Money Politic$. (Larry, “A Global Recession? The Warning Signs Are Everywhere”, CNBC.com, http://www.cnbc.com/id/47819002) EL

Is it possible that we are already in a global recession but just don’t know it yet? And is the U.S. itself—still the epicenter of the world economy—standing on the front edge of another recession? I sincerely hope I’m wrong. But warning signs are everywhere. The eurozone economy is flat on its back. Greece may be headed for a political crackup and an exit from the euro and European Union. Deposit runs in Greece and elsewhere are beginning, and a credit freeze throughout the continent is not out of the question. Meanwhile, emerging economies like China, India, and Brazil are slumping. Here at home, ex-Clinton strategists James Carville and Stan Greenberg sent a memo to President Obama telling him that his campaign message of slow and steady recovery progress is out of touch with Main Street America. They’re right. Of course, Obama’s “private sector is doing just fine” statement is part and parcel of his disconnect from economic reality. And the reality isn’t good. Whether you’re a Democrat or Republican, take a look at the numbers: Job growth has been slipping badly for three months. Retail sales and factory orders are down two straight months. Real incomes are flat. Household wealth is way underwater from the housing collapse, dropping nearly 40 percent in the last three measured years. And GDP was an anemic 1.9 percent in the first quarter. Nearly all leading Wall Street economists are marking down their second-quarter estimates to 2 percent or less. But here’s the key point: 2 percent growth is not a recovery. Many economists would call it a growth recession. When you get that low there’s little margin for error. A shock from Europe, an inventory selloff in the U.S., or almost any unexpected event could push us back into negative territory for an official double-dip recession. The last saving grace for the U.S.? Business sales and profits are still trending higher, although GDP-measured profits did fall in the first quarter. That needs to be watched carefully. That said, a recent IBD poll shows that the number of households with at least one person looking for employment is 23 percent. That translates to 30 million people looking for work. That’s not a recovery. I can think of two major reasons for the latest economic stall—even inside an overall recovery rate that’s only half the normal pace of post-WW II recoveries. First is the deflationary impact of a sharp, nearly 10 percent rise in the exchange value of the dollar relative to the euro. That’s imparting a deflationary influence on the economy, where both import and producer prices have recently turned negative. The good side of commodity deflation is that oil and retail gas prices have fallen considerably; the bad side is that manufacturers may hold back production and that debtors have to climb out of deeper holes. As someone who always touts the merits of a strong King Dollar, why am I complaining now that we have one? That’s my second reason for the latest economic stall: King Dollar is not being accompanied by lower tax rates. The original supply-side growth model argued for a strong dollar and lower taxes, where the former keeps prices stable and the latter provides fresh growth incentives. But instead of easier taxes, a huge tax-hike cliff looms. Big problem. Wrong model. Anti-growth. As the Bush era tax cuts expire at year end, so do the temporary payroll tax cut and the alternative minimum tax patch. By some estimates, over $400 billion in cash will be pulled out of the economy in 2013, along with a rollback of growth-oriented, marginal-tax-rate incentives. It’s hard to quantify, but it’s quite possible that business hiring plans and consumer-spending expectations have been put on hold until folks can figure out future tax policy. All this is why the tax-cliff problem needs to be solved immediately. If the tax cuts are extended sooner rather than later, the economy might straighten out faster than most folks think. But House Speaker John Boehner told me that while he’s ready to talk to President Obama, the phone isn’t ringing. And while House Republicans are expected to pass a tax-cut extension in July, it won’t go anywhere without White House support. Unfortunately, the president is still talking about tax hikes on the rich. He should listen to Bill Clinton who argues for a full tax-cut extension to stop recession. If we wait until after the election to address the tax cliff, we will face uncertainty and chaos, bringing us closer to recession. Isn’t there some way to nip this worst-case outcome in the bud?
Recovery is weak now—forecasts have been lowered

IMF 7/16/12 --  International Monetary Fund, “World Economic Outlook Update”, http://www.imf.org/external/pubs/ft/weo/2012/update/02/pdf/0712.pdf) EL

New Setbacks, Further Policy Action Needed In the past three months, the global recovery, which was not strong to start with, has shown signs of further weakness. Financial market and sovereign stress in the euro area periphery have ratcheted up, close to end-2011 levels. Growth in a number of major emerging market economies has been lower than forecast. Partly because of a somewhat better-than-expected first quarter, the revised baseline projections in this WEO Update suggest that these developments will only result in a minor setback to the global outlook, with global growth at 3.5 percent in 2012 and 3.9 percent in 2013, marginally lower than in the April 2012 World Economic Outlook. These forecasts, however, are predicated on two important assumptions: that there will be sufficient policy action to allow financial conditions in the euro area periphery to ease gradually and that recent policy easing in emerging market economies will gain traction. Clearly, downside risks continue to loom large, importantly reflecting risks of delayed or insufficient policy action. In Europe, the measures announced at the European Union (EU) leaders’ summit in June are steps in the right direction. The very recent, renewed deterioration of sovereign debt markets underscores that timely implementation of these measures, together with further progress on banking and fiscal union, must be a priority. In the United States, avoiding the fiscal cliff, promptly raising the debt ceiling, and developing a medium-term fiscal plan are of the essence. In emerging market economies, policymakers should be ready to cope with trade declines and the high volatility of capital flows. A better Q1, a worse Q2 Global growth increased to 3.6 percent (seasonally adjusted annual rate) in the first quarter of 2012, surprising on the upside by some ¼ percentage point compared with the forecasts presented in the April 2012 World Economic Outlook (Figure 1, Table 1). The upward surprise was partly due to temporary factors, among them easing financial conditions and recovering confidence in response to the European Central Bank’s (ECB’s) longer-term refinancing operations (LTROs). Global trade rebounded in parallel with industrial production in the first quarter of 2012, which, in turn, benefited trade-oriented economies, notably Germany and those in Asia. For Asia, growth was also pulled up by a greater-than-anticipated rebound in industrial production, spurred by the restart of supply chains disrupted by the Thai floods in late 2011, and stronger-than-expected domestic demand in Japan. Developments during the second quarter, however, have been worse (Figure 2). Relatedly, job creation has been hampered, with unemployment remaining high in many advanced economies, especially among the young in the euro area periphery. The euro area periphery has been at the epicenter of a further escalation in financial market stress, triggered by increased political and financial uncertainty in Greece, banking sector problems in Spain, and doubts about governments’ ability to deliver on fiscal adjustment and reform as well as about the extent of partner countries’ willingness to help. Escalating stress in periphery economies has manifested itself along lines familiar from earlier episodes, including capital outflows, a renewed surge in sovereign yields (Figure 3), adverse feedback loops between sovereign stresses and banking sector funding problems, increases in Target 2 liabilities of periphery central banks, further bank deleveraging, and contraction in credit to the private sector. The stabilizing effects of the ECB’s LTROs in periphery financial markets have thus eroded. On the real side, leading economic indicators presage renewed contraction of activity in the euro area as a whole in the second quarter. Incoming data for the United States also suggest less robust growth than forecast in April. While distortions to seasonal adjustment and payback from the unusually mild winter explain some of the softening, there also seems to be an underlying loss of momentum. Negative spillovers from the euro area, limited so far, have been partially offset by falling long-term yields due to safe haven flows (see below). Growth momentum has also slowed in various emerging market economies, notably Brazil, China, and India. This partly reflects a weaker external environment, but domestic demand has also decelerated sharply in response to capacity constraints and policy tightening over the past year. Many emerging market economies have also been hit by increases in investor risk aversion and perceived growth uncertainty, which have led not only to equity price declines, but also to capital outflows and currency depreciation. In global financial markets (Figure 4), prices of risky assets declined during much of the second quarter, notably equity prices, while yields on safe haven bonds (Germany, Japan, Switzerland, and the United States) retreated to multidecade lows (see also the July 2012 Global Financial Stability Report Market Update). With some of the capital flows into perceived safe assets occurring within the euro area, the weakening of the euro has been limited. However, sovereign debt markets in the euro area periphery remain unsettled. Commodity prices have also fallen. Among major commodities, prices of crude oil declined the most in the second quarter—at about $86 a barrel, they are some 25 percent below their midMarch highs—given the combined effects of weaker global demand prospects, easing concerns about Iran-related geopolitical oil supply risks, and continued above-quota production by the Organization of Petroleum Exporting Countries (OPEC) members. Global growth weak through 2012 The baseline projections in this WEO Update incorporate weaker growth through much of the second half of 2012 in both advanced and key emerging market economies, reflecting the setbacks to the global recovery discussed above. The near-term forecasts are based on the usual assumption of current policies, with two important qualifications: ( The projections assume that financial conditions in the euro area periphery will gradually ease through 2013 from the levels reached in June this year, predicated on the assumption that policymakers will follow up on the positive decisions agreed upon at the June EU leaders’ summit and will take action as needed if conditions deteriorate further. The projections also assume that current legislation in the United States, which implies a mandatory sharp reduction in the federal budget deficit—the so-called fiscal cliff— will be modified so as to avoid a large fiscal contraction in the near term. Overall, global growth is projected to moderate to 3.5 percent in 2012 and 3.9 percent in 2013, some 0.1 and 0.2 percentage point, respectively, lower than forecast in the April 2012 WEO (Table 1). In view of a stronger-than-expected first quarter outcome, weaker global growth in the second half of 2012 will primarily affect annual growth in 2013 through base effects. Growth in advanced economies is projected to expand by 1.4 percent in 2012 and 1.9 percent in 2013, a downward revision of 0.2 percentage point for 2013 relative to the April 2012 WEO. The downward revision mostly reflects weaker activity in the euro area, especially in the periphery economies, where the dampening effects from uncertainty and tighter financial conditions will be strongest. Owing mainly to negative spillovers, including from uncertainty, growth in most other advanced economies will also be slightly weaker, although lower oil prices will likely dampen these adverse effects. Growth in emerging and developing economies will moderate to 5.6 percent in 2012 before picking up to 5.9 percent in 2013, a downward revision of 0.1 and 0.2 percentage point in 2012 and 2013, respectively, relative to the April 2012 WEO. In the near term, activity in many emerging market economies is expected to be supported by the policy easing that began in late 2011 or early 2012 and, in net fuel importers, by lower oil prices, depending on the extent of the pass-through to domestic retail prices (which is often incomplete). 
China will collapse the economy

Chua 5/18-- Writer for CNBC.com, focusing on Asian economies, markets and companies (Jean, “Forget Greece, China Biggest Risk to Global Economy: Faber”, CNBC.com, http://www.cnbc.com/id/47472497/Forget_Greece_China_Biggest_Risk_to_Global_Economy_Faber) EL
Forget Greece, which is an "insignificant" economy, it is China that poses the biggest risk to the global economy, Marc Faber the editor and publisher of the Gloom, Boom and Doom report told CNBC on Friday. "I think the biggest risk is actually China because if you look at Greece, it's an insignificant economy," Faber said on CNBC Asia's “Capital Connection.” "Yes, they owe money, but the market knows that it's bankrupt." The European Central Bank will be able to support Greece and European taxpayers would pay for it, he added. On the other hand, a slowdown in China, the world's second-largest economy, would have a huge impact on prices of industrial commodities, Faber said. "In turn, this has a huge impact on the economies of countries like Brazil, the Middle East, Central Asia, Africa, and Australasia, so these countries could slow down meaningfully," he said. Faber, who correctly predicted the 1987 stock market crash and more recently forecast the stock market correction in August last year, said China's economy depends largely on capital spending, which tends to be volatile and has a strong multiplier effect on the economy. A slowdown in China could have a painful impact on global gross domestic product growth as the nation is now the single largest contributor to global economic growth, the International Monetary Fund said earlier this year. The nation's contribution to global economic growth over 2010-13 is expected to be 31 percent, up from just 8 percent in the 1980s, the IMF said. Faber, whose investment portfolio is concentrated in Asia, said late last year that some sectors in the Chinese economy were already in a recession . However, data so far this year have indicated that China's economy is slowing, but not crashing. China posted its weakest growth in nearly three years in the first quarter, with GDP expanding 8.1 percent. Some experts point to other data points, however, such as electricity output and rail freight for signs that China's economic slowdown is much more severe than the GDP numbers. Faber said that while global economic concerns were weighing on markets, stock indices will find it "very difficult" to repeat highs set in April. But, he added, he expects a short-term rebound of maybe 5 percent. "I would cover my shorts in the next 10 days, because I think the market is very close to approaching an intermediate low from which we will rebound," he said.
Job growth low

Unemployment won’t fall in the status quo—additional action is key 

AP 6/21/12—“Fed's message to Americans: Little economic improvement is likely by end of the year”, Martin Crutsinger, Newser, http://www.newser.com/article/d9vhcvvo1/feds-message-to-americans-little-economic-improvement-is-likely-by-end-of-the-year.html) EL

The economy we've got today is more or less the economy we've got for the rest of the year. That's the message from the Federal Reserve, which has sharply reduced its forecast for U.S. growth. It sees unemployment barely budging in the rest of 2012. The Fed also says the economy is under threat from Europe's debt crisis and from the prospect of sharp spending cuts and tax increases that will kick in at year's end unless Congress acts. None of which is comforting for companies, job seekers or President Barack Obama, whose re-election hinges in part on whether the economy improves between now and November. Until recently, many economists were hopeful that the economy would strengthen in the second half of the year. But optimism is fading as hiring and growth have slowed for a third straight spring. To prod businesses and consumers to borrow and spend more, the Fed said at the end of a two-day policy meeting Wednesday that it would extend a program designed to drive down long-term interest rates. It also reiterated plans to keep short-term rates at record lows until at least late 2014. And it said it's ready to do more to jolt the economy if necessary. "If we're not seeing a sustained improvement in the labor market, that would require additional action," Bernanke said in his quarterly news conference. Here's how a weak economy for the rest of the year could affect some categories of Americans: _ Job seekers People looking for work aren't expected to enjoy much better opportunities in the rest of 2012. The Fed thinks the unemployment rate will fall no lower than 8 percent by year's end. It's now 8.2 percent. American employers have become wary of hiring. They added just 69,000 jobs in May. Since averaging a healthy 252,000 a month from December through February, job growth has slowed to a lackluster 96,000 a month. And Fed officials and other economists don't think hiring will accelerate in coming months. _ Retirees and savers The Fed's continued plan to keep short-term rates super-low through 2014 isn't happy news for people who depend on investment income. When the Fed keeps the rates it controls at record lows, rates throughout the economy generally stay low, too. That's why money market funds are paying rates barely above zero _ well below inflation. Anyone willing to lend money to the U.S. government over the next 10 years stands to receive about 1.6 percent interest. That's just about what the consumer inflation rate has been for the past 12 months. In exchange for buying long-term U.S. Treasurys, these investors will manage merely to run in place. _ President Barack Obama Obama's re-election bid is getting no help from the economy _ the core issue in the presidential campaign. The president's political team has been hoping the unemployment rate would drop by Election Day well below the roughly 8 percent level where the Fed thinks it will be at year's end. With job growth slumping, the president must make the tough case that it would improve in a second Obama term. Still, unemployment might not be quite the threat to Obama that it appears. Unemployment rates in seven of the 10 battleground states that will likely determine the election are lower than the national average. That trend could blunt Republican candidate Mitt Romney's effort to capitalize on weak job growth to defeat Obama. _ Borrowers The one group of Americans who are big winners in the Fed's low-interest-rate campaign are borrowers. They are, that is, if they meet tightened credit standards for consumer and business loans. The average national rate nationally on a fixed-rate 30-year mortgage is just 3.71 percent. That's scarcely above the 3.67 percent average earlier this month _ the lowest since long-term U.S. mortgages were introduced in the 1950s. Mortgage rates have been sinking because they tend to track the yield on the 10-year Treasury note. Anxiety about Europe's debt crisis has led many investors to buy U.S. Treasurys, which are considered ultra-safe despite their puny yields. When demand rises for Treasurys, their yields fall. On Wednesday, the Fed said it thinks the economy will grow between 1.9 percent and 2.4 percent this year, sharply less than in its previous estimate in April. And it's roughly the annual pace at which most economists think the economy is growing now. "All economists have shaved down their forecasts for this year," said Sung Won Sohn, an economics professor at the Martin Smith School of Business at California State University. Sohn said his own forecast was in line with the Fed's. He said he was surprised the Fed didn't downgrade its unemployment outlook even more based on its forecast for economic growth. Even so, "If the Fed's forecast unfolds, that would be bad news for incumbent politicians," Sohn said. "If I were President Obama, I would be worried." Some political strategists expect the picture the Fed sketched of the economy to play into Romney's hands. "If I'm Mitt Romney, I immediately use Bernanke's comments to make the case that what I've been saying is right: Barack Obama isn't working, the stimulus has failed and the only way to take us out of this is to make a change in the White House," said Joe Brettell, a Republican strategist. He said Romney's message is simple: "I'm the guy who can fix the problem." Most people think the biggest problem is unemployment. Brian Bethune, an economics professor at Gordon College in Massachusetts, said he thinks the unemployment rate will end the year at 8.1 percent or 8.2 percent. Bethune thinks the Fed might decide by early fall that the economy needs some aggressive new step, such as another bond buying program. The Fed has completed two such programs. It bought more than $2 trillion in Treasurys and mortgage-backed securities. If such a program were launched and helped boost the economy, it could end up benefiting job seekers and perhaps Obama's re-election chances. "If we are still seeing these terrible employment numbers," Bethune said, "then the Fed is going to have to consider another move. The economy can't just flop along at this level."

Infrastructure boosts productivity

Infrastructure spending acts as an effective stimulus – their generic turns don’t apply

Acemoglu, Parker and Woodford, 2012 Elizabeth and James Killian Professor of Economics at the Massachusetts Institute of Technology, ***AND consultant in the research department at the Federal Reserve Bank of Chicago. Parker is a professor at Northwestern University, ***AND John Bates Clark Professor of Political Economy at Columbia University (Daron, Jonathan, and Michael, “NBER Macroeconomics Annual 2012, Volume 27 Editors Introduction,” 6/28/12, http://www.nber.org/chapters/c12740.pdf)//AM

In crafting their response to the Great Recession, policy makers turned to economists for advice on the use of fiscal policy to stabilize the economy. The field however had little hard evidence on whether to conduct fiscal stabilization policy, let alone how to conduct it. The majority of existing evidence derives from the careful analysis of military spending data. While it is difficult to measure the effects of most types of government spending on the economy because the economy and most government spending are both driven largely by past economic performance, in the case of military spending there are large changes in spending driven not by past economic performance but instead by considerations of national security and geopolitical goals, changes which can then be used to trace out the effects of military spending on the economy over time. Not only was this type of research helpful in our debate over policy responses to the Great Recession, but also, in dealing with many issues of identification and inference, it has laid the foundation for work that continues to expand our knowledge on the effects of fiscal stabilization policy. “Roads to Prosperity or Bridges to Nowhere? Theory and Evidence on the Impact of Public Infrastructure Investment” by Sylvain Leduc and Daniel Wilson builds on this literature by addressing two important issues. First, existing work focuses on the effects of military spending, spending which has little direct benefit for private production or welfare. In contrast, spending on public infrastructure, tax incentives to spend on health, or spending on ‘green’ products might provide greater stimulus than military spending through its impact on the incentives to produce or expectations of lower required spending and taxes. Second, existing evidence on many questions related to fiscal stimulus is statistically weak, mainly because there are few innovations to military spending that happen in (deep) recessions. The literature typically does not estimate the effect that military spending has in a recession, but rather the effect that military spending has on average. The policy question concerns the former effect, which may or may not be the same as the latter effect. 

Leduc and Wilson address these issues by looking at the economic impact of changes in spending on public highways across U.S. states. By looking at infrastructure spending, the paper measures the economic response to the major type of spending that the Federal government undertook in its response to the Great Recession. By looking across states, the paper brings more information to measurement which, when combined with a model, increases what we know about the efficacy of fiscal stimulus. The authors use the institutional detail of the legislative process to construct state-specific innovations to the future path of Federal grants, obligations, state outlays, and state spending. The research finds that an innovation in one year leads to an increase in highway spending the next year that persists and then roughly doubles in years six through nine before declining back to zero. This pattern of spending is associated with an increase in GDP in the first year that goes away in the second, and then higher GDP for several years beginning when the level of spending again increases. The scale of these changes implies impact and cumulative government spending multipliers well above unity. And the authors find that the effect of this type of spending on output is if anything larger in booms than recessions. That said, the multiplier is a reduced-form statistic, and with limited state-specific tax implications, this multiplier is not comparable to an aggregate multiplier. The paper shows that the measured responses are consistent with those implied by a calibrated New Keynesian model of open economies in which government capital is productive. While surely far from the last word on the topic, the paper represents a significant step forward for the literature measuring the response of the economy to government spending. Not all spending is created equal, and spending on productive capital like roads seems to provide more stimulus-type bang for the buck, though at a potentially large cost of significant delays. 

Public infrastructure investment is key to growth and the private sector

Munnell, 1990 Senior Vice President and Director of Research, Federal Reserve Bank of Boston (Alicia, “Why Has Productivity Growth Declined? Productivity and Public Investment,” 1990, http://www.bos.frb.org/economic/neer/neer1990/neer190a.pdf)//AM

Nearly two-thirds of nonmilitary public capital consists of "core infrastructure," which includes not only the highways, airports, and mass transit facilities that link this nation together, but also electric and gas plants, water supply facilities, and sewers that allow industry to operate. The second major category of nonmilitary public capital is buildings, including schools, hospitals, police and fire stations, courthouses, garages and passenger terminals, all of which contribute to an orderly environment that facilitates private production. The final category, which is relatively small, consists of structures used in conservation and development.

The importance of public capital to the private production process should be obvious. The construction of a highway allows a truck driver to avoid circuitous back roads and bring goods to market in much less time. The reduction in required time means that the producer pays the driver lower wages and the truck experiences less wear and tear. Hence, public investment in a highway enables private companies to produce their products at lower total cost. The condition of the highway, however, can be just as important as its existence. A highway in poor condition reduces the productivity of both private capital and labor; the wear and tear on trucks increases and the driver takes longer to make the trip, requiring greater compensation. Although less direct, similar stories can be told for police and fire stations, garages, mass transit and other components of public capital.

Not only does public nonmilitary capital consist of inputs essential to private sector output, but the growth of public capital has varied significantly over time and in a fashion consistent with the pattern of productivity growth. That is, as shown in table 4, the stock of public capital grew rapidly in the immediate postwar period when productivity growth was strong, and then increased at a’much slower pace in the 1970s and 1980s when productivity growth lagged. This pattern is even more pronounced for public nonmilitary capital, which grew at an annual average rate of 4.1 percent over the period 1948-69 compared to 1.6 percent for 1969-87. Table 5 provides some additional information on growth rates by level of government.

Government infrastructure investment raises multifactor productivity – empirically proven

Munnell, 1990 Senior Vice President and Director of Research, Federal Reserve Bank of Boston (Alicia, “Why Has Productivity Growth Declined? Productivity and Public Investment,” 1990, http://www.bos.frb.org/economic/neer/neer1990/neer190a.pdf)//AM

The regression results, which are summarized in tables 6 and 7, confirm Aschauer’s finding that public capital does indeed belong in the production function. 9 Both total nonmilitary public capital and core infrastructure enter with coefficients similar to those found by Aschauer and are generally statistically significant. The coefficients of 0.31 to 0.39 imply that a 1 percent increase in public capital would raise labor productivity by 0.31 to 0.39 percent.

The equations also seem to provide some information about returns to scale; the equation based on the assumption a + b + c = 1 has a somewhat smaller standard error than the unconstrained equation and a noticeably smaller error than the equation based on the assumption that constant returns apply only to the private factors of production. Hence, the answer to the question regarding the values of a, b and c appears to be that c = 0.33 and a + b + c = 1.

The difficulty, however, is that the coefficient for private capital of 0.56 in equation (5) of table 6 is much larger than one would have thought based on factor shares, and this implies a very low elasticity of output with respect to labor; with constant returns to scale, if a = 0.56 and c = 0.33, then b = 0.11. These figures are difficult to reconcile with the relationship between a and b embodied in the traditional assumption of a = 0.35 and b = 0.65, which are the shares of total income going to private capital and labor, respectively.

One explanation for the counterintuitive coefficient for capital is that a variable has been omitted from the equation, and indeed the size and significance of the first order serial correlation coefficient indicate that a systematic pattern exists that has not been identified. The introduction of a trend and some additional cyclical variables, however, does not solve the problem.

As a last resort, some further constraints were imposed on the estimated equations. Specifically, equation (6) of table 6 assumes that the elasticity of output with respect to private and public capital are the same (a = c), while equation (7) assumes both that the elasticities are the same (a = c) and that the production function evidences constant returns to scale (a + a + b = 1). Neither set of constraints seemed to cause any problem and the latter produces results that are somewhat more consistent with observed income shares.

Having estimated values for a, b, and c, the next step is to recalculate multifactor productivity using these values and the growth in labor, private capital and public capital. Because of the variability in the estimated ~ind implied elasticities of private capital and labor, two separate calculations were made. The first was based on the coefficients from equation (7),

which implies

A) % MFP growth = % Q growth - 0.34(% K growth) - 0.32(%L growth) - 0.34(% G growth).

The second alternative was based on the assumption that the elasticities of the private factors of production are proportional to their shares of total income. This means that the elasticity of output with respect to public capital was assumed to equal 0.34, and the remaining portion (0.66) was divided proportionately between private capital and labor. This means that

B) % MFP growth = % Q growth - (0.35 x 0.66) (% K growth) - (0.65 x 0.66)(% L growth) - 0.34 (% G growth).

Both reestimated series also include quality-adjusted labor input.

Table 8 shows the average annual percent changes in the reestimated measures of multifactor productivity and compares them with the original BLS index. The BLS multifactor productivity measure slows from an annual rate of increase of 1.8 percent before 1969 to 0.4 percent annually after 1969. Part of that decline can be explained by the slower output growth in the last 20 years; in fact, based on the pre-1969 relationship between output growth and productivity increases, one would have expected multifactor productivity growth of 1.3 percent in the post-1969 period. That is, a 0.5 percentage drop in multifactor productivity growth would have been expected. Instead, multifactor productivity growth declined by 1.4 percentage points, which means that nearly a full pe.rcentage point decline in multifactor productivity remains unexplained.

Once public capital is included in the production function, the decline in multifactor productivity growth is much more in line with expectations. The results imply that much of what had been attributed to multifactor productivity growth in the first half of the period really reflected increased output that was due to the buildup of public infrastructure. And much of the decline in multifactor productivity growth after 1969 has reflected the near cessation of public investment. In other words, much of the drop in published multifactor productivity numbers may reflect the omission of public capital from the calculation of inputs rather than a decline in technological innovation.

Decreasing public infrastructure investment puts a drag on the economy – empirically proven

Munnell, 1990 Senior Vice President and Director of Research, Federal Reserve Bank of Boston (Alicia, “Why Has Productivity Growth Declined? Productivity and Public Investment,” 1990, http://www.bos.frb.org/economic/neer/neer1990/neer190a.pdf)//AM

This number will be lower, however, if investment in public capital continues to fall behind the growth in labor. Currently, the shortfall in public investment appears to be dragging down labor productivity growth by roughly 0.1 to 0.2 percentage points. Simply raising the growth in public capital to the level of the growth in labor input would eliminate this drag. Increasing investment in public capital so that the public capital-labor ratio increased by 1.0 percentage points annually, could raise labor productivity growth to 1.7 percent annually. Investing in public capital to the point where the public capitallabor ratio grew at the same rate as that for private capital could raise the annual growth of labor productivity to 2.1 percent.

The options are clear and manageable. The drop in labor productivity has not been due to a decline in the growth of some mystical concept of multifactor productivity or technical progress. Rather, it has been due to a decline in the growth of public infrastrucure. Policymakers have direct control over the means to reverse this decline. The need to do so is also evident. Collapses of bridges and highways seem to provide ample evidence that the United States has not been maintaining its public capital, much less undertaking any enhancements.

To prevent any further deterioration in the nation’s infrastructure, the United States needs to start repairing and constructing. The new public spending need not equal the rates observed following World War II when major improvements were undertaken, but it does need to substantially exceed the current inadequate efforts. This renewed growth in public capital will not only stop the erosion, but will also raise the rate of growth in capital per worker and thereby labor productivity growth. Although suggesting any particular number for the future is necessarily speculative, with renewed efforts to rebuild the public infrastructure there is no reason why labor productivity growth should not return to the 1.7 percent average that the United States has enjoyed on average for most of the 20th century.

Increasing government spending for public capital in an era of large structural federal deficits and financial pressures on state and local governments is a difficult task. But failing to do so will result in serious additional burdens for our children and lower levels of productivity growth than Americans should otherwise expect.

Stimulus worked

Stimulus empirically works—helped avoid a depression 

Blinder and Zandi 10— Blinder is an American economist, serves at Princeton University as the Gordon S. Rentschler Memorial Professor of Economics and Public Affairs in the Economics Department, vice chairman of The Observatory Group, and as co-director of Princeton’s Center for Economic Policy Studies and Zandi is Chief Economist of Moody's Analytics (Alan S. and Mark, “How the Great Recession Was Brought to an End”, 7/27, http://www.economy.com/mark-zandi/documents/End-of-Great-Recession.pdf) EL

The differences between the baseline and the scenario based on no fiscal stimulus are summarized in Table 8. These differences represent our estimates of the sizable effects of all the fiscal stimulus efforts. Because of the fiscal stimulus, real GDP is about $460 billion (more than 6%) higher by 2010, when the impacts are at their maximum; there are 2.7 million more jobs; and the unemployment rate is almost 1.5 percentage points lower. Notice that the combined effects of the financial and fiscal policies (Table 4) exceed the sum of the financial-policy effects (Table 6) and the fiscal-policy effects (Table 8) in isolation. This is because the policies tend to reinforce each other. To illustrate this dynamic, consider the impact of providing housing tax credits, which were part of the stimulus. The credits boost housing demand. House prices are thus higher, foreclosures decrease, and the financial system suffers smaller losses. These smaller losses, in turn, enhance the effectiveness of the financial-market policy efforts. Such positive interactions between financial and fiscal policies play out in numerous other ways as well. Conclusions The financial panic and Great Recession were massive blows to the U.S. economy. Employment is still some 8 million below where it was at its pre-recession peak, and the unemployment rate remains above 9%. The hit to the nation’s fiscal health has been equally disconcerting, with budget deficits in fiscal years 2009 and 2010 of close to $1.4 trillion. These unprecedented deficits reflect both the recession itself and the costs of the government’s multi-faceted response to it. The total direct costs, including the TARP, the fiscal stimulus, and other efforts, such as addressing the mortgage-related losses at Fannie Mae and Freddie Mac, are expected to reach almost $1.6 trillion. Adding in nearly $750 billion in lost revenue from the weaker economy, the total budgetary cost of the crisis is projected to top $2.35 trillion, about 16% of GDP. For historical comparison, the savings-and-loan crisis of the early 1990s cost some $350 billion in today’s dollars: $275 billion in direct costs plus $75 billion due to the associated recession. This sum was equal to almost 6% of GDP at that time. It is understandable that the still-fragile economy and the massive budget deficits have fueled criticism of the government’s response. No one can know for sure what the world would look like today if policymakers had not acted as they did—our estimates are just that, estimates. It is also not difficult to find fault with isolated aspects of the policy response. Were the bank and auto industry bailouts really necessary? Do extra UI benefits encourage the unemployed not to seek work? Should not bloated state and local governments be forced to cut wasteful budgets? Was the housing tax credit a giveaway to buyers who would have bought homes anyway? Are the foreclosure mitigation efforts the best that could have been done? The questions go on and on. While all of these questions deserve careful consideration, it is clear that laissez faire was not an option; policymakers had to act. Not responding would have left both the economy and the government’s fiscal situation in far graver condition. We conclude that Ben Bernanke was probably right when he said that “We came very close in October [2008] to Depression 2.0.” 11 While the TARP has not been a universal success, it has been instrumental in stabilizing the financial system and ending the recession. The Capital Purchase Program gave many financial institutions a lifeline when there was no other. Without the CPP’s equity infusions, the entire system might have come to a grinding halt. TARP also helped shore up asset prices, and protected the system by backstopping Fed and Treasury efforts to keep large financial institutions functioning. TARP money was also vital to ensuring an orderly restructuring of the auto industry at a time when its unraveling would have been a serious economic blow. TARP funds were not used as effectively in mitigating foreclosures, but policymakers should not stop trying. The fiscal stimulus also fell short in some respects, but without it the economy might still be in recession. Increased unemployment insurance benefits and other transfer payments and tax cuts put cash into households’ pockets that they have largely spent, supporting output and employment. Without help from the federal government, state and local governments would have slashed payrolls and programs and raised taxes at just the wrong time. (Even with the stimulus, state and local governments have been cutting and will cut more.) Infrastructure spending is now kicking into high gear and will be a significant source of jobs through at least this time next year. And business tax cuts have contributed to increased investment and hiring. When all is said and done, the financial and fiscal policies will have cost taxpayers a substantial sum, but not nearly as much as most had feared and not nearly as much as if policymakers had not acted at all. If the comprehensive policy responses saved the economy from another depression, as we estimate, they were well worth their cost.
Economy recovering now but fiscal stimulus is still needed to solve unemployment and the deficit

Task 3/15- host of The Daily Ticker (Aaron, “U.S. Economy Needs More Fiscal Stimulus: Christina Romer Defends Keynesian Economics”, Yahoo Finance, http://finance.yahoo.com/blogs/daily-ticker/u-economy-needs-more-fiscal-stimulus-not-less-120516082.html_) EL

The stock market is near multi-year highs, unemployment is down 2% from its peak and consumer confidence is on the rise. But good news on the economy is not benefiting President Obama, judging by recent polls. According to the latest NY Times/CBS News poll, President Obama's approval rating has fallen to 41% vs. 47% a month ago; 54% of people disapprove of his handling of the economy and 63% say the country is the on the "wrong track." An ABC News/Washington Post poll this week showed similar trends. Still, one of Obama's former top economic advisers says the President deserves credit for his handling of the economy, not criticism. "I have no doubt without the actions President Obama took and actions Chairman Bernanke and the Fed took we would be in a much, much worse situation," says Christina Romer, former chair of President Obama's Council of Economic Advisers. "This had all of the makings of terrible depression and the fact we are struggling but coming out is a tribute to the President's policies." Specifically, Romer says the Recovery Act and other measures taken by the administration "made a difference, helped to strengthen growth and bring down the unemployment rate." Of course, Romer was one of the architects of those policies and, according to multiple reports, lobbied for even more stimulus than the $800 billion package signed in 2009. True to form, Romer is still lobbying for more and is an ardent believer in the power of fiscal stimulus, a.k.a. Keynesian economics. "I absolutely think more fiscal stimulus would be very helpful," she says. "We need faster growth [to bring down unemployment]. Fiscal stimulus could help do that." Notably, Romer believes short-term stimulus should be tied to long-term plans to bring down the deficit, the huge growth of which -- along with the more recent rise in gas prices -- explains a lot of the public's displeasure with Obama's economic policies. Unfortunately, there is little indication "of Congress being willing to go along with that very sensible, rational policy - what would be effective and what the economy needs," Romer laments. Such views are clearly in the minority in Washington and much of the economic punditry these days is seemingly dedicated to the notion that more government spending to help boost the economy -- a.k.a. Keynesianism -- is the absolute wrong prescription. (See: Europe's "Going in the Wrong Direction," Forbes Says: "The Worst of Both Worlds") But Romer dismisses and (politely) challenges the skeptics. "Fiscal stimulus absolutely can and does help the economy," she says, citing "unbiased" academic research and recent history. "Countries that did more stimulus in 2009 recovered more quickly from the downturn than those that did less," Romer declares. And, yes, that very much includes the United States -- even if growth isn't what it "should" be and even if President Obama is seemingly getting very little credit for the recovery to date.
The stimulus didn’t fail—prevented a longer recession  

Eichler 5/2-- a business reporter at The Huffington Post (Alexander, “U.S. Could Still Be In Recession If Not For Stimulus, Fitch Report Says”, The Huffington Post, http://www.huffingtonpost.com/2012/05/02/stimulus-recession-fitch_n_1471769.html) EL

The recovery's been weak these last few years. But if the federal government hadn't reacted to the financial crisis the way it did, things would have been a lot worse. That's the conclusion of a new research note from Fitch Ratings, in collaboration with Oxford Economics, which argues that the country's economic growth would have been even lower in 2010 and 2011 without the stimulus policies meant to combat the Great Recession. In fact, the Fitch report argues, "the U.S. might still be mired in a recession" if not for the various stimulus measures enacted by Presidents George W. Bush and Barack Obama. For Americans who aren't economists, of course, it can be hard to tell that the country isn't still mired in a recession. More than 12 million people are out of work, wages are barely rising and many people have so little in savings that they'd be impoverished by just one financial emergency -- whereupon they'd join the record 46 million people who already live below the poverty line. It's problems like these that have led analysts, economists and commentators, on both sides of the political spectrum, to claim that the stimulus measures enacted mid-recession have been a disappointment. Left-leaning analysts have accused the Obama administration of not going far enough with the 2009 American Recovery and Reinvestment Act, often simply called the stimulus package, while conservatives have countered that the same legislation led to massive government overspending and still had no positive effect. Mitt Romney, the presumptive Republican nominee for president, has repeatedly criticized the effects of the stimulus while on the campaign trail this year, saying it promoted government growth more than it helped the private sector. Yet the Fitch report contends that without the 2009 stimulus package, as well as the Troubled Asset Relief Program passed in 2008 -- better known as the $700 bailout enacted in response to the financial-sector meltdown, the past few years would have been even more grim. Fitch credits these and other stimulative measures with bumping national economic growth by as much as 4 percent over the course of 2010 and 2011 -- thus keeping the country out of an even longer recession than the one it experienced. Other reports have reached conclusions similar to this, saying, basically, that while the stimulus wasn't a cure-all, the country's economic troubles, including the stubbornly high unemployment rate, would have been much more serious had it not been enacted. The Congressional Budget Office made essentially the same argument in 2010, as did a panel of economists surveyed that same year.
Stimulus was key to growth during the recession 

Puzzanghera 5/3—reporter for the LA Times (Jim, “Government stimulus moves may have ended recession, study finds”, LA Times, http://articles.latimes.com/2012/may/03/business/la-fi-fitch-stimulus-20120503) EL
WASHINGTON — Without the unprecedented stimulus actions by the federal government triggered by the 2008 financial crisis, the Great Recession might still be going on, according to a study by Fitch Ratings. Those incentives, however, came with a price: accelerated budget deficits and rock-bottom interest rates that hurt savers, according to the credit rating company. Still, the $700-billion bailout fund, the $831-billion stimulus package and the Federal Reserve's near-zero interest rates, among other federal efforts, continue to spur the nation's economy, the study released Wednesday concludes. The boost from those policies helped the nation's gross domestic product increase 3% in 2010 and 1.7% last year; absent the stimulus, the U.S. "might still be mired in a recession," according to the study, done in conjunction with Oxford Economics. The U.S. economy would have seen little or no growth the last two years without the policies, the report says, and those actions appear "to have significantly softened the severity of the decline" in GDP in the year immediately after the recession ended in mid-2009. Though the Fed's monetary policy actions were helpful, fiscal stimulus by Congress and the White House "had the strongest positive impact on consumption during the recent recovery," the study found. The conclusions mirror findings in February by the Congressional Budget Office and a 2010 study by economists Mark Zandi and Alan Blinder about the positive economic effects of the $831-billion stimulus package, officially called the American Recovery and Reinvestment Act. Republicans have been highly critical of the package, a mix of tax cuts and government spending that they said wasted taxpayer money. They have noted that the stimulus did not keep the unemployment rate from going above 8%, the level that Obama administration officials predicted it would not surpass. Instead, unemployment rose to 10% in October 2009 and has remained above 8% since then. The Fitch analysis looked more broadly at all federal stimulus policies, such as the Fed's large-scale asset purchases. And though the study said the stimulus policies "appeared to have achieved their intended effect," it warned that the actions came with negative consequences. "The very high deficits of the last few years have led to unprecedented levels of government indebtedness, which will weigh on the federal government for years and require contraction in spending," the report says. "Furthermore, while low rates clearly benefit borrowers, at the same time, they hurt savers," it says. The government's huge budget deficits increase the pressure on policymakers to wind down the stimulus actions, the report says. The deficits and the inability of the administration and lawmakers to make deep enough cuts in a deal last summer to raise the debt ceiling led Standard & Poor's Financial Services to downgrade the U.S. credit rating. Fitch also has been concerned about soaring U.S. government debt, but it reaffirmed its AAA credit rating for the U.S. in August in the wake of the debt-ceiling deal.
Highway spending multiplier

Highway spending garners a multiplier up to 8

Leduc and Wilson, 2010 senior economist in the Research Department of the Philadelphia Fed. ***AND senior economist at the Federal Reserve Bank of San Francisco (Sylvain and Daniel, “Roads to Prosperity or Bridges to Nowhere? Theory and Evidence on the Impact of Public Infrastructure Investment,” http://www.nber.org/chapters/c12750.pdf)//AM

We exploit the variation of our shock measure across states and through time to examine its dynamic effect on different measures of economic activity by combining panel variation and panel econometric techniques with dynamic impulse-response estimators. Specifically, we extend the direct projections estimator in Jordà (2005) to allow for state and year fixed effects. We find that these highway spending shocks positively affect GDP at two specific horizons. First, there is a positive and significant contemporaneous impact. Second, after this initial impact fades, we find a larger second-round effect around six to eight years out. Yet, there appears to be no permanent effect as GDP is back to its pre-shock level by ten years out. The results are robust to using alternative impulse-response estimators––in particular, a distributed-lag model as in Romer and Romer (2010) and a panel vector autoregression (VAR). We find a similar impulse response pattern when we look at other economic outcomes, though there is no evidence of an initial impact for employment, unemployment, or wages and salaries. Reassuringly, we find especially large medium-run (six to eight years out) effects in sectors most likely to directly benefit from highway infrastructure such as truck transportation output and retail sales. 

From our estimated GDP impulse response coefficients, we calculate average multipliers over ten-year horizons that are slightly less than 2. However, the multipliers at specific horizons can be much larger: from roughly 3 on impact to peak multipliers of nearly 8, six to eight years out. These peak-multiplier estimates are considerably larger than those typically found in the literature, even those similarly estimating local multipliers with respect to “windfall” transfers from a central government. One plausible reason is that public infrastructure spending has a higher multiplier than the non-infrastructure spending considered in most previous studies. For instance, Baxter and King (1993) demonstrated theoretically that public infrastructure spending could have a multiplier as high as 7 in the long run even with a relatively modest elasticity of public capital in the representative firm’s production function, though they obtained a small short-run multiplier. As we discuss in Section 4, it is also possible that a shock to current and future highway grants leads to increases not just to highway projects receiving federal aid but also to general highway spending and to state spending more broadly. Still, using state highway spending in addition to federal highway spending as a broader measure of government outlays, we estimate a lower bound for the peak multiplier of roughly 3. 

Even if highway spending isn’t always a perfect stimulus, it is uniquely effective in times of economic downturn - 2009 proves

Leduc and Wilson, 2010 senior economist in the Research Department of the Philadelphia Fed. ***AND senior economist at the Federal Reserve Bank of San Francisco (Sylvain and Daniel, “Roads to Prosperity or Bridges to Nowhere? Theory and Evidence on the Impact of Public Infrastructure Investment,” http://www.nber.org/chapters/c12750.pdf)//AM

Given these unique features, our paper utilized the institutional details of public highway spending in the United States. Many aspects of the institutional mechanism behind how federal highway funds are distributed to U.S. states allow us both to avoid the potential pitfalls posed by the features above and to turn them to our advantage in providing strong identification of exogenous shocks to infrastructure spending. In particular, federal funds are distributed to states based on strict formulas which are set many years in advance and make use of formula-factor data that are several years old, making these distributions exogenous with respect to current local economic conditions. Furthermore, we construct forecasts of these distributions based on information available to agents in the years prior to the distributions, and measure spending shocks as revisions in those forecasts. 

Using these shocks to estimate dynamic panel regressions following the direct projections approach of Jorda (2005), we find that highway spending shocks positively affect GDP at two specific horizons. There is a significant impact in the first couple of years and then a larger second-round effect after six to eight years. The multipliers that we calculate from these impulse responses are large, between 1 and 3 on impact and between 3 and 7 at six to eight years out. Other estimates of local fiscal multipliers tend to be between 1 and 2. 

We looked at three extensions that relate to the important current policy debate over the efficacy of countercyclical fiscal policy. Infrastructure spending, because it is perceived as being more productive (in the sense of increasing private sector productivity) than other types of spending, is often pointed to as an attractive form of Keynesian spending. However, critics argue that the long lags between increases in infrastructure funding and actual spending make it unlikely that such spending can provide short-run stimulus. The results in this paper can help inform this debate. We found that, on average over our 1993–2010 sample period, unanticipated funding increases in a given state boost GDP in the short-run but do not boost employment. While the short-run GDP boost appears to be driven by funding shocks that occur during recessions, employment does not appear to rise even in this case. We also found that the shortrun (and long-run) GDP effects of highway funding shocks are smaller for states whose GDP is growing slower than the median state. Overall, these results suggest that highway spending––at least the kind of highway spending typically done over the past twenty years––may not be wellsuited to be an effective type of stimulus spending. On the other hand, we found that the highway funding shocks occurring during 2009, the year of the ARRA stimulus package as well as the trough of the Great Recession, had unusually large short-run impacts on GDP. A possible implication is that, on average, highway spending may not be especially effective at providing short-run stimulus, but that it can be more effective during times of very high economic slack and/or when monetary policy is at the zero lower bound.

AT: Plan causes deficit spending

Job growth and new spending will erase the deficit problem 

Aaron, 12 – Senior Fellow in Economic Studies at Brookings (Henry, Real Clear Markets 5/1,“The Fiscal Game in Washington Is at Odds with Reality”, The Brookings Institute, http://www.brookings.edu/research/opinions/2012/05/01-fiscal-game-aaron) EL

If that is your position, you have just shown that you would not get very far in current U.S. politics. The fiscal situation that the nation faces is, with one very important exception, precisely that described above. According to projections of the Congressional Budget Office, the currently-large U.S. budget deficits will shrink to manageable levels once the United States returns to full employment.
But there is a condition for that to happen: Congress must not change current law. That is, Congress must not extend any of the tax cuts enacted during the Bush Administration. It must not extend the payroll tax cuts put into effect in 2011. It must not back away from spending cuts set in place in 2011. And it must not repeal the health reform legislation enacted in 2009 or the scheduled cuts in physician fees that Congress has repeatedly postponed.

Yet, pressures for Congress to create a fiscal problem that does not now exist are powerful. Republicans favor extending all of the Bush era tax cuts. Democrats would extend most. Members of both parties are wringing their hands about the spending cuts agreed to last year. Members of neither party seem willing to let physician fees be cut. And the health care reform legislation faces judicial risks of being invalidated and political risks of being stalled or repealed.

The United States of 2012 differs in one crucial respect from the fictional country I described above. The United States is laboriously and slowly clawing its way out of the worst economic slowdown in eighty years. Allowing taxes to rise or spending to fall just now would probably interrupt and would surely delay the return to prosperity.

So, letting taxes rise or spending fall should probably wait a year or two. To speed the recovery, it would even help now to boost spending or cut taxes a bit more. But the last thing that responsible legislators should do now is to make any of the tax cuts permanent or backslide on the spending cuts. If current law remains in effect, there will be no fiscal crisis. Deficits will be well controlled and the debt burden relative to income will shrink.

There would still be a great deal for responsible legislators to do. The nation's tax laws badly need reform. As countless analysts have shown, the current tax system is needlessly complex, it unnecessarily distorts decisions by both consumers and investors, and it does too little to offset the enormous increase in economic inequality that has occurred in the nation over the past 30 years. It would be a great day for the nation if Congress, starting from tax rates that prevailed in 2001, designed a simpler, fairer, more growth-oriented tax system.

The spending cuts agreed to last year were, to put it mildly, not done thoughtfully. Although last year's cuts protected Social Security and programs that help the poor, they were, for the most part, paid no attention to sensible national priorities. It would make a lot of sense for Congress to raise or further cut specific categories of spending, provided that it fully pays for any changes. This recipe is not new or utopian: it simply describes the ‘pay-go' rules that Congress has twice adopted and that helped sustain the policies that turned budget deficits into budget surpluses during the 1990s.

With respect to both taxes and spending, Congress needs to act. After it is agreed that the tax cuts should expire, reforming the tax system should enjoy high priority. After is agreed that current law spending is the baseline, reconsideration of how spending is distributed would also be beneficial.

In simple English, after economic recovery, the budget under current law, is now close enough to balance to be sustainable. We will have a deficit problem only if Congress creates one. Alas, that seems to be the direction in which we are headed.

AT: Debt bad

No danger to debt—infrastructure investment is more important

Hepern 7/6/12-- the dean of the College of Business Administration at the University of Central Oklahoma. Hepner serves on the Executive Committee of the Board of Directors for The Oklahoma Academy (Mickey, “Stimulus should be government's focus now”, Edmond Sun, http://www.edmondsun.com/opinion/x2004681631/Stimulus-should-be-government-s-focus-now) EL

EDMOND — “This is a spending-driven crisis,” (U.S. Rep.) Lankford said. “We spend too much.” This was a tweet posted on the NewsOK Politics Twitter account during U.S. Rep. James Lankford’s recent town hall meeting in Oklahoma City. It is not surprising that the congressman would make such a comment, which came apparently amidst a discussion of our national debt. After all, this statement reflects on oft-repeated meme among conservatives. However, “oft-repeated” is not synonymous with “true.” In this case a careful review of the evidence finds that Rep. Lankford’s statement is not even close to being true. First, the main economic crisis we face today is the intolerable level of unemployment, which continues to hover above 8 percent 28 months after the economic recovery began. This crisis, though, was caused by the 2008 financial crisis and not any subsequent increase in government spending. In fact, the evidence shows that the increase in government spending in recent years has helped mitigate the recession and reduce unemployment significantly. According to the highly trained economists at the Congressional Budget Office the 2009 stimulus bill increased employment by up to 5.1 million new jobs (midpoint estimate of 3.6 million jobs) at its peak. Second, even if Rep. Lankford was expressing concern for our rising national debt, it’s hard to make the case that the U.S. is facing a debt crisis. While the national debt will exceed $1 trillion again this year, capital markets are certainly not showing any signs of concern. In fact, the world is literally paying us money to borrow more. The latest data from the U.S. Treasury indicates that the U.S government this week borrowed money for the next 10 years at an interest rate of 1.62 percent. However, the money the government must repay in 10 years will be worth less due to inflation. This is why economists calculate the true cost of borrowing money over time by subtracting the expected inflation rate from the interest rate — giving us what we call the “real interest rate.” While the current 10-year treasury rate is 1.62 percent, the expected inflation rate is higher. In the past 12 months the inflation rate has exceeded 1.7 percent (in the last five months it’s been much higher). Looking forward, market expectations are for the inflation rate to hover between 2-3 percent. What does this mean? It means that the money the U.S. government (and by extension taxpayers) must repay in 10 years will be worth less than the money it borrows today. Essentially, the world is paying us to borrow more. Yet Congress continues to look this gift horse in the mouth. However, despite the incredible deal the world is offering, Congress has been unwilling to step up. Instead of cutting spending, now is the time for Congress to make huge new investments in infrastructure and education, the type of investments that not only are affordable today (due to negative real interest rates) but also will provide lasting economic benefits for decades. Congress also can provide additional aid to state and local governments — governments that have been forced to shed 650,000 jobs during the economic recovery. If Congress had been providing that aid all along, the unemployment rate would be well below 8 percent today. Instead, Congress has been pressing for austerity instead of stimulus. As a result of the debt ceiling debacle last year, congressional Republicans insisted on a new round of “austerity” — a combination of spending cuts and tax increases that will reduce next year’s budget deficit by more than $600 billion (according to the Congressional Budget Office). The CBO also predicts that this package — set to become effective at the beginning of next year — will send the economy spiraling back into a recession. Right now, with more than 12 million unemployed Americans, we face a significant challenge. We don’t need members of Congress making alarmist statements about a debt crisis that does not exist. The world is paying us to borrow more. We have infrastructure and education needs that need to be funded. And we have millions of unemployed Americans eager to get back to work. Now is the time to fix this but we need to place our focus on jobs not debt. Essentially, we need our leaders to refocus today, on solving today’s problems.
AT: Investor sell-off

No chance of investor sell-off – foreign investor confidence is high

DeLong, 11 – professor of economics at U.C. Berkeley (Brad, “There is no fundamental deficit crisis”, The Economist, 2/16, http://www.economist.com/economics/by-invitation/guest-contributions/there_no_fundamental_deficit_crisis)//DH
The problems are all in the *ifs*. If people fear that there will be a fiscal crisis they could demand an interest rate premium for rolling over US government debt, and then we would we have a non-fundamental fiscal crisis. Could we have one? Yes: the East Asian economies had one in 1997-1998. Had foreign investors not panicked and fled, there would have been no problem. Those foreign investors who did not panic did well. Those who bailed themselves in at the bottom of the crisis did extremely well. But that was no consolation to the East Asian governments that faced the crisis, or to the East Asian workers rendered unemployed by the consequences of the crisis.

However, today there are no signs of any possibility of a collapse of foreign investor confidence in their US Treasury holdings. A non-fundamental crisis is not even a cloud on the horizon.

Their debt default argument is exaggerated political hype

The Economist, 12 (R.A. “Fiscal policy: the stimulus questions”, 2/2,

http://www.economist.com/comment/1240789)//DH

Few economists would question the idea that there is some point at which markets will balk at government debt loads (Modern Monetary Theorists being the notable exception), but there is more disagreement about how close a country like America is to the critical threshold. I think it's fair to say that most economists doubt whether a debt crisis is a serious, near-term threat; all signs indicate a healthy, even voracious, appetite for Treasuries. And, long-term growth in outlays is a far bigger source of concern than short-term countercyclical spending. This has therefore been a bigger political football than an economic one.

AT: Inflation

Government spending doesn’t cause inflation

Mulligan 9-- an economics professor at the University of Chicago (Casey B., “Inflation and Government Spending”, 6/10, The New York Times, http://economix.blogs.nytimes.com/2009/06/10/inflation-and-the-size-of-government/) EL

The federal government is spending a lot these days, and going deeply in debt. Although it is easy to imagine high inflation as a consequence of excessive government spending, inflation rates and government spending are weakly correlated, if correlated at all. John Maynard Keynes wrote the most important and insightful economics book ever — “The Economic Consequences of the Peace” — successfully predicting an instance in which excessive government spending would create inflation, and worse. Published shortly after World War I, the book analyzed the economic capacity of Germany, and explained how it was not nearly enough for the German government to pay the debts (“reparations”) imposed on her by the Allied powers’ Treaty of Versailles. Dire political and economic consequences would result from the excessive debt burden created for Germany by the Treaty of Versailles, Keynes wrote. The Allied powers did not reduce the reparations nearly as much as Keynes recommended; the German economy and polity subsequently produced hyperinflation, the Holocaust and violent contributions to World War II. The Bush and Obama administrations have added, and continue to add, much to the United States’ national debt. Both Republicans and Democrats spend too much of taxpayers’ money, but excessive government spending does not mean that inflation will necessarily — or even probably — follow. The Treaty of Versailles gave Germany debts that amounted to years of the nation’s gross domestic product, whereas 2008-9 bailout mania has so far given us debt that amounts to “only” several months’ G.D.P. Moreover, thanks to the emergence of payroll taxation and income tax withholding, the capacity of governments to tax its citizens without resorting to inflation is much greater than it was before World War II. Neither inflation nor war will be needed to settle the debts that Presidents Bush and Obama are giving us. Last year the Federal Reserve Board’s Song Han and I published a study of 80 countries where we looked at the correlation between inflation and government spending. We found inflation to be similar (or even somewhat less) in countries whose governments spend more for nonmilitary purposes as compared to countries whose governments spent less. Our study found significant positive correlations between inflation and government spending only in cases when military spending grew — as it does during wartime. But the government spending growth we have seen in 2008 and 2009 comes from the nonmilitary part of the budget. Taxpayers will suffer as a result of the federal government’s recent and excessive spending, but a great many taxpayers around the world have faced similar liabilities, while nonetheless experiencing modest or low inflation.

Inflation is good—solves the debt 

Chinn and Frieden 12-- professor of public affairs and economics at the University of Wisconsin–Madison and professor of government at Harvard University (Menzie and Jeffrey, “How to Save the Global Economy: Whip Up Inflation. Now.”, Jan/Feb, Foreign Policy, http://www.foreignpolicy.com/articles/2012/01/03/5_whip_up_inflation_now) EL

The American and European debt crises have dragged on for years now. Yet none of the heavily indebted countries -- not the United States, not the peripheral eurozone borrowers -- has been able to use a traditional weapon to fight the debt crisis: inflation. This has been the crucial difference between the current crisis and similar ones in the past. Recovery from a debt crisis is always painfully slow, for reasons both economic and political. Creditors need to rebuild their balance sheets and are unwilling to make potentially risky loans. Debtors need to boost savings to cover their debts and are unwilling to resume spending. At the same time, debt-ridden countries collapse into political conflict over the question of who will pay to get them out of the red: Should it be taxpayers, bankers, public workers, or investors? A bit of inflation can help on all these fronts. So long as the debts are denominated in national currency and interest rates are kept low by monetary policy, inflation reduces the real debt burden. This is, to be sure, a forced restructuring that puts some of the onus on creditors -- but that is almost always the outcome of more explicit negotiations in any case. When most of the debts are household debts, as they are in the United States and parts of the eurozone, it is not really feasible to renegotiate millions of mortgages and consumer loans; inflation takes care of that for the whole economy. It mitigates some of the political conflict and lessens some of the economic burden. So far, though, none of the major debtors has been able to make this option work. The most troubled eurozone debtors -- Greece, Ireland, Italy, Portugal, and Spain -- don't make their own monetary policy, so they cannot inflate away a share of their debt. Indeed, two-thirds to three-quarters of the foreign debts of Greece, Portugal, and Spain are owed to eurozone creditors, primarily in Germany and France. Even Ireland, which has strong financial ties to Britain and the United States, owes about half its debts to other eurozone countries. This means that if the European Central Bank decided to pursue inflation, it would be taking money out of the pockets of creditors that are also members of the eurozone -- and powerful members, too. As politically daunting as this might be, however, some such redistribution would almost certainly be part of any durable settlement of the eurozone debt crisis anyway -- and the apparent inability of Europe's leaders to arrive at such a settlement in anything near a timely fashion has only further confirmed that inflation may be the only politically feasible way forward. For its part, the U.S. Federal Reserve has run a monetary policy appropriately focused on stimulating the economy, keeping interest rates extremely low, and engaging in "quantitative easing," whereby it twice increased purchases of long-term Treasury securities and mortgage-backed securities. This effort has not, however, been enough to raise prices by more than trivial amounts. The Fed policy should theoretically lead to an export-boosting depreciation of the dollar, but every attempt to moderate the dollar's value so far has been met by countervailing efforts on the part of the big surplus countries, especially China. These policies have also been countered by the dollar's continuing strength as a perceived safe haven in the midst of crisis: Domestic and international investors still think of Treasury securities as the most reliable place to park their money in uncertain times, a view that has maintained the dollar's value in spite of the Fed's interventions. We're not proposing a lot of inflation -- just enough to reduce the debt burden to more manageable levels, which probably means in the 4 to 6 percent range for several years. The Fed could accomplish this by adopting a flexible inflation target, one pegged to the rate of unemployment. Chicago Fed President Charles Evans has proposed something very similar, a policy that would keep the Fed funds rate near zero and supplemented with other quantitative measures as long as unemployment remained above 7 percent or inflation stayed below 3 percent. Making the unemployment target explicit would also serve to constrain inflationary expectations: As the unemployment rate fell, the inflation target would fall with it. Today our highest priority should be to stimulate investment, growth, and employment. Raising the expected inflation rate will lower real interest rates and spur investment and consumption. It will also make it difficult for the de facto dollar peggers, such as China, to sustain their policies. The resulting real depreciation of the dollar would stimulate production of U.S. exports and domestic goods that compete with imports, boosting American production. The United States would get faster growth, an accelerated process of deleveraging, a quicker recovery, and a firmer foundation upon which to address long-term fiscal problems.

No impact to inflation—Federal Reverse solves

Meyer 11-- an economic consultant, was a governor of the Federal Reserve from 1996 to 2002 (Lawrence H., 3/25, “Inflated Worries”, The New York Times, LexisNexis Academic) EL

There are two fundamental measures of inflation: overall (or ''headline'') inflation and ''core'' inflation, which excludes food and energy prices because they are very volatile and mostly transitory and as a result don't necessarily reflect underlying inflation trends. A central objective of the Fed's monetary policy is price stability, defined as a low, steady rate of overall inflation. So are rising food and gas prices a sign that the Fed is falling down on the job? The answer is no. There is very little that the Fed can do to control today's inflation, whether core or headline. What the Fed does influence is inflation a year or two down the road, which is why it needs to look to the future, not overreact to the present. The most significant question for the Fed, then, is whether overall or core inflation right now is a more reliable gauge of where headline inflation will be next year. And the data unequivocally tell us that core inflation better predicts overall inflation tomorrow. Given that core inflation is close to 1 percent, overall inflation next year will likely also end up at about 1 percent, well below the Fed's almost explicit objective of 2 percent. But wait a moment, the Fed's critics say. They like to point out that the data haven't always told the same story about the link between underlying and overall inflation. For instance, during the 1970s and early 1980s, an era of debilitating inflation, the markets had no confidence in the Fed's ability to keep prices stable. This meant that any increase in prices, including those for volatile items like food and energy, were almost immediately and fully translated into expectations of higher overall inflation in the future. Those expectations, in turn, gave rise to actual increases in other prices, not just food and energy. (If workers expect that inflation will be 2 percent in the coming year, they will demand a wage increase that is 2 percentage points higher than they otherwise would to keep improving their standard of living.) So in the '70s, increases in food and gas prices affected both core and overall inflation. Some believe this is still the case today. But it isn't. Since the inflationary era ended in the early '80s, the Fed has earned a reputation for keeping inflation in check. For more than a decade, the markets have operated under the assumption that in the long term inflation will be stable. This means that spikes in food and energy prices do not get translated into expectations of higher inflation down the road and thus do not lead to a general increase in prices, today or tomorrow. In light of the evidence, the Fed is right to pay more attention to core inflation than to overall inflation when making decisions about interest rates. Critics who want the Fed to raise rates immediately in response to rising food and energy prices also tend to be skeptics of the Fed's decision last year to pump $600 billion into the economy by purchasing Treasury securities -- even though, in my view, the two phenomena are entirely separate. The skeptics point out that the Fed's purchases, which were intended to lower unemployment by making borrowing cheaper and thus encouraging businesses to hire, ''monetize'' the nation's debt, meaning that the Fed is essentially printing money to finance the government. That in turn is said to increase the risk of substantially higher inflation expectations and, eventually, overall inflation. The Fed, this argument goes, just won't be able to act quickly enough to turn off the spigot when the time comes to do so. But the Fed can raise interest rates directly any time it wants. In addition, it could start to sell the huge volume of Treasury securities and other financial assets on its books, which would also place upward pressure on rates. Would the Fed act in time? I expect that it will. And even if it doesn't act in time, and inflation expectations start to get out of line, I am confident that the Fed would tighten monetary policy quickly and aggressively enough to restore price stability and maintain its credibility on inflation. You can take that to the bank.
Inflation is so low that the economy can handle new spending

Ito 7/9/12—reporter for Bloomberg News (Aki, “Fed’s Evans Urges Stronger Action to Boost U.S. Labor Market”, Bloomberg Businessweek, http://www.businessweek.com/news/2012-07-09/fed-s-evans-urges-stronger-action-to-boost-u-dot-s-dot-labor-market) EL
Federal Reserve Bank of Chicago President Charles Evans said the U.S. central bank should move more forcefully to lower the unemployment rate, warning of long- term economic damage should high joblessness persist. “Failure to act aggressively now will lower the capacity of the economy for many years to come,” Evans said in the text of remarks today in Bangkok. “I support using our balance sheet to provide additional accommodation.” Recent reports have signaled the U.S. recovery is weakening, with figures showing last week that employers added fewer workers to payrolls than economists forecast and the unemployment rate stayed at 8.2 percent. Evans and Boston Fed President Eric Rosengren, who spoke earlier at the same conference in the Thai capital, indicated in their prepared remarks little optimism hiring will accelerate soon. “I expect that we will face unemployment well above sustainable levels for some time to come,” Evans said. Fed policy makers consider a jobless rate of 5.25 percent to 6 percent to be consistent with a fully employed labor market over the long term, he said. Rosengren said employment growth has “slowed fairly noticeably,” citing “significant excess capacity.” QE3 Outlook The U.S. central bank bought $2.3 trillion of securities in two rounds of so-called quantitative easing, known as QE1 and QE2, from 2008 to 2011 to support the economy. Speaking to reporters after his speech, Rosengren called the June job figures “disappointing” and said a third round of easing, known as QE3, is possible depending on economic data. The Fed’s policy-setting Federal Open Market Committee last month expanded a program intended to lower longer-term borrowing costs, adding that it’s prepared to act further to promote sustained employment gains. “Our action in June that continued our Maturity Extension Program was useful,” the Chicago Fed chief said at the Sasin Bangkok Forum. “But I would have preferred an even stronger step, such as the purchase of more mortgage-backed securities.” Evans repeated his call for the Fed to commit to low interest rates until the unemployment rate falls below 7 percent or inflation rises above 3 percent. He added that targeting the level of nominal income would be “an appropriate policy choice,” while adding that he recognizes the “difficult nature” of such an approach. Asset Purchases The FOMC expanded a program known as Operation Twist by $267 billion through the end of the year in its June 19-20 meeting, and officials lowered their forecasts for growth and employment. Chairman Ben S. Bernanke said after the meeting that the Fed stands ready do more if growth falters, saying that additional asset purchases are among the steps the central bank would consider. A Labor Department report released July 6 may add to the case for more stimulus. The unemployment rate has stayed above 8 percent since January 2009, the longest stretch above that level since 1948. Payrolls increased by 80,000 in June, the figures showed, compared with a projected 100,000 rise based on the median estimate in a Bloomberg News survey. The Fed’s mandates to promote stable prices and maximum employment are equally important, meaning policy makers in the current environment should be willing to risk some price increases if bigger job gains could be achieved, Evans said today. Inflation Tolerance “If we are missing our employment mandate by a large mark, but are close to our inflation target, then we should be willing to undertake policies that could substantially reduce the employment gap even if they run the risk of a modest, transitory rise in inflation that remains within a reasonable tolerance range,” he said. Evans, 54, today said the bond market isn’t anticipating rising inflation in the U.S. any time soon. “Low long-term Treasury rates support the view that markets are looking for only modest economic growth with low inflation, and there is a high degree of caution out there -- which itself is an important factor holding back economic activity today,” Evans said. Evans, who doesn’t vote on policy this year, has been among the most vocal proponents within the Fed for additional monetary stimulus. He was the only member of the FOMC last year to dissent in favor of more accommodation. In his prepared remarks, Rosengren of the Boston Fed said hiring in the U.S. has recently slowed “fairly noticeably” and warned that consumer demand may weaken further in a “self- fulfilling dynamic.” “The slowdown in employment growth not only hinders our ability to get to full employment, but also weakens the consumer side of the economy even more, going forward,” said Rosengren, 55. The presidents of the Boston and Chicago Fed district banks are scheduled in a rotation to be voting members of the FOMC next year.
Inflation is so low there’s no risk of the disad 

Krugman 6/15— an American economist, Professor of Economics and International Affairs at the Woodrow Wilson School of Public and International Affairs at Princeton University, Centenary Professor at the London School of Economics, and an op-ed columnist for The New York Times. (Paul, “Still a Phantom Menace”, The New York Times: The Conscience of a Liberal, http://krugman.blogs.nytimes.com/2012/06/15/still-a-phantom-menace/?gwh=F78F0B00C84FBE9F3F4F3BAA5562ACC0) EL

The policy response to financial crisis has, in effect, given us a great natural experiment in macroeconomics — an experiment that can and should be viewed as a test of two views of the economy. One view — which includes both freshwater macro and much of what Austrians say — is in effect classical macro as Keynes described it, in which the economy is always constrained by supply. The other is a more or less Keynesian view in which a depressed economy is constrained by demand, not supply. These two views had strong implications on three fronts. One was interest rates: would large budget deficits drive rates up, as a classical view implied, or would they do no such thing under depression conditions? A second was the effects of austerity (which has been much larger than the weak efforts at stimulus, and therefore provides the real test); would austerity policies release resources to the private sector, as per the classical view, or lead to economic contraction? Finally, a third implication involved inflation: would large increases in the monetary base produce soaring inflation, again as classicists of all kinds claimed, or do no such thing under depression conditions? You know how things have gone on the interest rate and austerity fronts. Let’s do an update on inflation. Early last year the inflationistas were yelling a lot; commodity prices had jumped, and they were shouting that high inflation was just around the corner, with much talk of debasing the currency and all that. Whoops. A couple of further points. One refuge of some of the inflationistas has been to claim that the feds are cooking the data, that true inflation is much higher than reported. You can take those claims apart in detail, but a simpler answer may be just to look at independent inflation measures, like MIT’s Billion Prices Index: No hint of book-cooking there. One other thing that has become clear is the usefulness of the concept of core inflation. The measures we have are imperfect reflections of the Platonic ideal; still, keeping your eye on core inflation has been a much better strategy than following the ups and downs of the headline rate: To be fair, I and other have been surprised by the stubborn persistence of low core inflation; if you’d asked me three years ago, I would have predicted slight deflation by now. My current interpretation is that downward nominal wage rigidity is a bigger issue than we realized. But this is a relatively small failure of prediction compared with the dire forecasts of soaring interest and inflation rates. 

Your disad is media hype

Krugman 7/16— an American economist, Professor of Economics and International Affairs at the Woodrow Wilson School of Public and International Affairs at Princeton University, Centenary Professor at the London School of Economics, and an op-ed columnist for The New York Times. (Paul, “On The Curious Persistence Of Inflationary Obsession”, The New York Times: The Conscience of a Liberal, http://krugman.blogs.nytimes.com/2012/07/16/on-the-curious-persistence-of-inflationary-obsession/) EL

As readers may have guessed, real life intruded on blogging today; sorry about that. Anyway, as a result I just got to this Joe Weisenthal piece, The World Is Experiencing the Opposite of a Sovereign Debt Crisis. The piece itself was, I thought at first, just saying the obvious; but then I looked at the comments. Joe makes the well-known point that aside from certain euro area countries, yields on sovereign debt have plunged since 2007; investors are rushing to buy sovereign debt, not fleeing it. I was a bit surprised by his description of this insight as being non-”mainstream”; I guess it depends on your definition of mainstream. But surely the notion that what we have is largely a process of private-sector deleveraging, with government deficits the consequence of this process, and interest rates low because we have an excess of desired saving, is pretty widespread (and backed by a lot of empirical evidence). And there’s also a lot of discussion, which I’m ambivalent about, concerning the supposed shortage of safe assets; this is coming from bank research departments as well as academics, it’s a frequent topic on FT Alphaville, and so on. So Joe didn’t seem to me to be saying anything radical. But those comments! It’s not just that the commenters disagree; they seem to regard Joe as some kind of space alien (or, for those who had the misfortune to see me on Squawk Box, a unicorn); they consider it just crazy and laughable to suggest that we aren’t facing an immense crisis of public deficits with Zimbabwe-style inflation just around the corner. And I know that it isn’t just the Business Insider commenters; pretty obviously, the great majority of people who spend their time watching financial news and reading financial blogs operate in an intellectual universe where the surpassing evil of deficits and the imminence of vast inflation are just what everyone knows; year after year of low interest rates and failure of inflation to take off — which must have cost people who believe this stuff a lot of money — makes no dent in that certainty. It’s an interesting phenomenon. I don’t think it’s just a product of the usual propaganda efforts from the right. There’s something about the deficits! inflation! story that evidently resonates with a lot of people no matter how often and how badly the worldview fails in practice — and is also completely resistant to attempts to point out that things must add up, that everyone can’t simultaneously spend less than their income. What’s going on? I have some ideas, which I’ll try to flesh out in a future post; and of course there’s a self-reinforcing character to this mindset: because it’s what consumers of financial media want to hear, purveyors of content respond by telling them this stuff, to such an extent that they’re shocked and mystified when someone like Joe points out that it just ain’t so. Anyway, I think it’s important to get a grip on this phenomenon, which is one of the factors distorting our policy debate.

Government action can solve unemployment—no impact to debt or inflation 

Weisbrot 7/9/12-- the co-director of the progressive Center for Economic and Policy Research (Mark, “With inflation now in check, millions of jobs can be created”, Centre Daily News, http://www.centredaily.com/2012/07/09/3255675/with-inflation-now-in-check-millions.html#storylink=cpy) EL

Three years after our worst recession since the Great Depression officially ended, the U.S. economy is still very weak. The people most hurt by this weakness are the unemployed and the poor, and of course the two problems are related. We have 23 million people who are unemployed, involuntarily working part time, or given up looking for work — nearly 15 percent of the labor force. And poverty has reached 15.1 percent of the population; amazingly, a level that it was at in the mid-1960s. The first priority of the U.S. government should therefore be restoring full employment. This is a relatively easy thing to do. As Nobel laureate economist Paul Krugman aptly put it: “It’s like having a dead battery in a car, and while there may be a lot wrong with the car, you can get the car going remarkably easily, if you’re willing to accept that’s what the problem really is.” Most economists are well aware of what the problem really is, since it is so simple and basic. The economy lost about $1.3 trillion in private annual spending when the real estate bubble burst in 2007, and much of that has not recovered. State and local governments continue to tighten their budgets and lay off workers. If the federal government had simply funded these governments’ shortfalls, we would have an additional 2 million jobs today. The right says we can’t borrow and spend our way to full employment, but there is no economic basis for their arguments. In fact, the federal government can borrow at 1.6 percent interest today for 10-year bonds. This is basically free money; and for those who want it to be absolutely free, the Federal Reserve has created $2.3 trillion since 2008 and can create more if the federal government is willing to spend it. The inflation-paranoids haven’t noticed, but the Fed hasn’t created any inflation problem in the United States: the Consumer Price Index is running at just 1.7 percent annually. We don’t have a federal public debt problem either. The easiest way to see this is to look at the net interest payments on our federal public debt: these are less than 1.4 percent of the gross domestic product, which is as low as it has been since World War II. This is the real burden of the debt; all those big numbers you hear about trillions of dollars are mainly thrown around to frighten people. In the long run, there is a budget problem — but this is entirely due to health care spending. If you pick any country with as high a life expectancy as ours, and plug its health care costs per person into our budget, our long-term budget deficit will disappear. So we just need normal health care costs — not budget cuts. If this sounds different from what you have been hearing from the media, that is a problem of public education. The airwaves and cyberspace are filled with junk promoted by people who would like to cut spending on Social Security, for people receiving an average of just $1,100 a month. Most of these senior citizens are relying on this modest payment for most of their income. There are plenty of things that the federal government can spend money on that will make this a better country, like funding for state and local governments so they don’t have to lay off teachers; or public transportation and renewable energy. The government can also save millions of jobs, as Germany has successfully done, by subsidizing employers to keep workers on the job at shorter hours, rather than laying them off. The problem is not a lack of solutions, but a lack of political will.
AT: Delay

A delay in infrastructure spending is irrelevant – private catalyzation solves

Leeper et al, 2009 professor of Economics at Indiana University and is also affiliated with Monash University and the National Bureau of Economic Research (Eric M., “GOVERNMENT INVESTMENT AND FISCAL STIMULUS IN THE SHORT AND LONG RUNS,” July 2009, http://www.nber.org/papers/w15153.pdf?new_window=1)//AM

We examine these two issues in DSGE models calibrated to U.S. data. The delays between authorization of a government spending plan and completion of an investment project are modeled by a time-to-build technology for public capital projects, as in Kydland and Prescott (1982), and investigate the implications of various periods of time-to-build. The estimates of outlay streams associated with an enacted spending bill provide a schedule by which the spending would likely occur. Delays in implementing government investment imply that consumers and ﬁrms learn about spending plans before they are carried out. When private agents act on the expectation of higher infrastructure spending, the economy can be aﬀected even before the public capital projects are completed. 3

Infrastructure spending is timely, project backlogs mean they’re ready to go

CRS 9-Congression Research Service(“The Role of Public Works Infrastructure in Economic Stimulus, January 6, HeinOnline)//EL

Advocates of infrastructure spending have two responses to this concern. First, they point out that because economists now expect the current recession to be of long duration (longer than 12 months), projects with extended timeframes can still contribute to the economy's recovery, which is likely to be a two-year undertaking. Thus, the general concern about timing is less relevant, compared with previous shorter recessions, they say. Second, because every major infrastructure category has significant backlogs of projects that are "ready to go" except for funding, advocates are confident that large amounts of actual construction work can begin quickly (see discussion below, .... Ready to Go" Projects").

Delayed infrastructure spending is good – spreads out the stimulus and prevents waste

Blinder and Zandi 10— Blinder is an American economist, serves at Princeton University as the Gordon S. Rentschler Memorial Professor of Economics and Public Affairs in the Economics Department, vice chairman of The Observatory Group, and as co-director of Princeton’s Center for Economic Policy Studies and Zandi is Chief Economist of Moody's Analytics (Alan S. and Mark, “How the Great Recession Was Brought to an End”, 7/27, http://www.economy.com/mark-zandi/documents/End-of-Great-Recession.pdf) EL

Funds for infrastructure projects generally do not generate spending quickly, as it takes time to get projects going. That is not a bad thing: rushing raises the risks of financing unproductive projects. But infrastructure spending does pack a significant economic punch, particularly to the nation’s depressed construction and manufacturing industries. Almost $150 billion in ARRA infrastructure spending is now flowing into the economy, and is particularly welcome, as the other stimulus fades while the economy struggles. The ARRA has also been criticized for including a hodgepodge of infrastructure spending, ranging from traditional outlays on roads and bridges to spending on electric power grids and the internet. Given the uncertain payoff of such projects, diversification is probably a plus. As Japan taught everyone in the 1990s, infrastructure spending produces diminishing returns. Investing only in bridges, for example, ultimately creates bridges to nowhere.

