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Opening Statement:

First of all, I appreciate very much witnesses being here with conditions as they are, and I
appreciate colleagues who are here and who are on their way.  I especially want to thank Senator
Sessions for being here to represent the Republican side of the aisle.  Senator Gregg informed us
that he’s not been able to get back to Washington at this moment and hopes to be with us soon,
but airports, as you know, have been closed.  So anybody that was out of town has had a difficult
time getting back. 

I think the Senate – I don’t know whether the votes scheduled this afternoon are actually
going to come off or not.  For those who are thinking about tomorrow, we have a hearing
scheduled for tomorrow, we’re going to make a decision about that very soon, because we have
witnesses lined up.  One thing we’re considering is moving tomorrow’s hearing until the next
day in light of the threat of additional snow this afternoon and through the evening and into
tomorrow.  If we do get another 10 or 12 inches it would probably be very difficult for witnesses
to get here.  I’m fortunate – I live about 10 blocks away so I can always get here.

I want to again very much thank the witnesses.  This is an important hearing – the
economic outlook and risks for the federal budget and debt.  We’re joined by an extremely
distinguished panel of witnesses. 

Dr. Carmen Reinhart, Professor of Economics and Director of the Center for
International Economics at the University of Maryland.  Welcome, it’s good to have you here.  

Dr. Simon Johnson, Professor of Entrepreneurship at MIT’s Sloan School of
Management and Senior Fellow at the Peterson Institute for International Economics.  Simon has
appeared before this committee in the past.  We have always enjoyed his commentary and his
testimony. 

And Dr. Donald Marron, Visiting Professor at Georgetown’s Public Policy Institute and
the former Acting Director of the Congressional Budget Office.  Always good to have you back
before the Committee as well, Dr. Marron, somebody who has served in a very distinguished
way in the Congressional Budget Office and we have always been indebted to him for his service
there.

This is Dr. Reinhart’s first appearance before the Budget Committee.  So we especially
want to make her feel at home.  We look forward to her testimony and Dr. Johnson and Dr.
Marron are, as I’ve said, both well known here before the Committee.

As the title of our hearing suggests, we are going to focus today on the nation’s economic
outlook and the risks we are facing that could affect the outlook, the federal budget, and the



nation’s debt.   

I would like to begin with just a brief review of our economic situation.  I think we all
know when President Obama took office, we were in the midst of the worst recession since the
Great Depression.  The President moved quickly to follow up on the steps that had been taken by
the previous Administration to avert an even sharper economic decline.  And those policies, I
think, are clearly working.  The actions taken by the federal government over the last year have
clearly helped pull us back from the brink.  

We have seen a dramatic turnaround in economic growth.  Economic growth in the first
quarter of last year was a negative 6.4 percent.  By the last quarter of last year, it had improved
to a positive 5.7 percent growth.  Now, I think it’s very important to say none of us anticipate
that that level of economic growth will continue.  Many of us see a more tepid level going
forward.

We have also seen a steady improvement in the jobs picture.  According to the revised
estimates we received last Friday, in January of last year, the economy was losing more than
800,000 private sector jobs in one month.  That’s up from the previous estimate of about
700,000.  So, looking back we can see in January of last year, the job loss was running about
800,000 a month.  By this January, the economy was losing about 12,000 jobs in a month; a
dramatic improvement, but still short of where we need to go in terms of dramatically reducing
unemployment. 

And I must say, all of these numbers that are, to those who are suffering the
consequences of a weakened economy, just numbers on a page.  If you are someone who is
unemployed or can’t find sufficient work, are underemployed, these numbers are cold comfort to
you.  It is important to recognize that things are improving, at least the freefall that we were in
has been stabilized, and we’re starting to move back in the right direction.
 

According to estimates we received Friday, the unemployment rate did fall to 9.7 percent. 
But that is still far too high.  While last year’s recovery package is still providing stimulus, we
know that its impact on economic growth likely peaked during the third quarter of 2009. 
According to an estimate from Goldman Sachs, the recovery package provided about 3.3 percent
of increase in real GDP at its peak during the third quarter.  Following the third quarter, the
contributions to growth of last year’s recovery package begin to diminish.

Given the high unemployment rate, the continuing concerns about the economy, and the
fact that the impact of the recovery package has started to wane, I think it is appropriate for us to
be considering additional job creation measures at this time.  So, I would like to hear from our
witnesses their views on the benefits of enacting such measures at this time.  

The economic downturn and the federal response to it has contributed significantly to the
worsening of our budget outlook.  This is the other side of the picture.  In the short-term,
measures that were taken to stabilize the economy and stop a precipitous collapse have been
effective.  But we know there is a price to be paid and the price to be paid is increases to our
deficits and debt. 



This chart depicts the projected deficit under President Obama’s proposed budget over
the next ten years.  It shows the deficit coming down from a high of $1.56 trillion in 2010, to
$706 billion in 2014, and then slowly resuming its climb back to $1 trillion in 2020.  

I have said before that I can understand increases in deficits and debt in the short-term to
deal with an economic weakness and to prevent an economic collapse.  But I am increasingly
concerned about the out-years, because we’re already on an unsustainable path, and I am
concerned the President’s budget does not focus sufficiently on our long-term need to deal with
the debt threat. 

The nation’s debt outlook is even worse, particularly over the long-term.  The fact is we
are on a completely unsustainable course long-term. 

I personally believe we need a two-prong strategy going forward, one for the near-term
and one for the long-term.  In the near-term, I believe, we must emphasize policies that
encourage job creation in the private sector.  But for the long-term, we must pivot to controlling
our debt.  The economic security of our nation depends on it.

Closing Remarks:

I think we do have an extraordinary challenge and the question for all of us is are we up
to this challenge.  In the short-term, there are differences among us on this issue, but I believe
the testimony here has been quite clear.  It would be a mistake to start to reduce the deficit too
soon. We have seen what happened in the Depression when that was done.  The Japanese have
warned us against doing that. 

At the same time, it would be a profound mistake not to have a plan to deal with this debt
challenge longer-term because this burgeoning debt fundamentally threatens economic growth,
economic security, and the position of our country in the world.  And this is not just numbers on
a page.

I want to emphasize, I think sometimes people listen to us and they hear us talk about this
number and that number – why are these numbers important?  The reason they are important is
because they ultimately affect people’s lives:  the ability of people to have a job, to buy a home,
to get a college education – all of these things are directly affected by the strength of our
economy.  And the strength of our economy is fundamentally affected by the decisions the
United States makes with respect to its budget obligations and its debt obligations.  

The federal government represents 20 percent of the economic activity of the country and
has a broader impact with respect to our long-term economic position because if we take on too
much debt, as Dr. Reinhart has testified in a very compelling way here.  She has looked at the
history for extended periods going back and looked at countries that faced similar circumstances
and then saw what happened.  And what she’s telling us is very clear:  if you take on too much
debt, it affects the rate of economic growth in a country adversely.  That translates into people’s
quality of life.  So it is very important for us to connect the dots for people.  This isn’t just



numbers on a page that are just of interest to government accountants.  These things contribute to
the economic strength of the country or the depletion of our strength.  And that’s going to have
an effect on every single American.  And, more broadly, is going to have an effect on the global
economy.  So we have a very serious burden here – a serious challenge.  And we’ve got to prove
that we’re up to it.  We’ve got to prove that we’re up to it.

I just want to thank the witnesses today for their assistance to us in that task.   Dr.
Reinhart, you were terrific – first time before of the Committee – we certainly will invite you
back.  You were really a great help to the work of the Committee.  Dr. Johnson, as always, good
to have you here; a lot of great clarity of thought, as well as the ability to articulate these issues
in a way that’s understandable even to those of us who are not economists.   And Dr. Marron, it
is always good to have you back – you’re somebody with great credibility – before this
Committee.  I thank all of you and I thank my colleagues for being here. 


