THE AMERICAN RECOVERY AND REINVESTMENT ACT OF 2009


For over two hundred and thirty years the United States has grown into a nation considered to be one of the world’s greatest super powers, but over the years we have endured many hard times to get to where we are.  Today we are experiencing one of the largest economic recessions in the history of our country, and according to a new Congressional Budget office forecast, it is likely to be the longest since World War II, and by some measures could be the worst since the Great Depression.  CBO Director Douglas Elmendorf said that without a stimulus package “the shortfall in the nation's output relative to its potential would be the largest – in terms of both length and depth – since the Depression of the 1930s," (Lightman, David).  The latest numbers show 663,000+ jobs lost in March, bringing the total number jobs lost to 5.1 million since this recession began last year, and the overall unemployment rate has increased to 8.5 percent.  In response to this economic crisis the American Recovery and Reinvestment Act of 2009 (ARRA) was enacted by the 111th United States Congress and signed into law by President Barack Obama on February 17, 2009.  Many believe that the ARRA is what the economy needs in order to reverse the recession, but there is a need to analyze criticisms of whether the goals of the act can truly be achieved.
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First of all, one must understand the American Recovery and Reinvestment Act by looking at the breakdown of the spending and the goals which the spending is meant to achieve.  According to estimates by the Congressional Budget Office the increase in federal budget deficits of the act is approximately $185 billion over the remaining months of fiscal year 2009, $399 billion in 2010, $134 billion in 2011, and $787 billion over the 2009-2019 period.  The chart demonstrates a breakdown of the allocation of the proposed budget. This stimulus bill is the largest in history, and as an example to grasp its size, it is enough money to provide every current high school Junior and Senior student a four-year education at a private university, and still have $150 billion to spare.  

From this monetary breakdown, the government has listed a set of goals which they intend to meet in an attempt to “jumpstart” the economy:
· Create or save more than 3.5 million jobs over the next two years; 

· Take a big step toward computerizing Americans’ health records, reducing medical errors, and saving billions in health care costs; 

· Revive the renewable energy industry and provide the capital over the next three years to eventually double domestic renewable energy capacity; 

· Undertake the largest weatherization program in history by modernizing 75 percent of federal building space and more than one million homes; 

· Increase college affordability for seven million students by funding the shortfall in Pell Grants, increasing the maximum award level by $500, and providing a new higher education tax cut to nearly four million students; 

· As part of the $150 billion investment in new infrastructure, enact the largest increase in funding of our nation’s roads, bridges, and mass transit systems since the creation of the national highway system in the 1950s; 

· Provide an $800 Making Work Pay tax credit for 129 million working households, and cut taxes for the families of millions of children through an expansion of the Child Tax Credit; 

· Require unprecedented levels of transparency, oversight, and accountability
Although the government seems to be optimistic about achieving these goals through a massive spending budget, many are still very critical of what this spending can achieve.

Many top economists including John Lott, and Nobel Prize-winners Robert Lucas, Jr., Vernon L. Smith, Edward C. Prescott and James M. Buchanan have been critical of the government spending, saying that the package will increase unemployment and place more debt on future generations.  Along with them over 200 other economists have signed a letter opposing the legislation.  The letter reads: “We the undersigned do not believe that more government spending is a way to improve economic performance. More government spending by Hoover and Roosevelt did not pull the United States economy out of the Great Depression in the 1930s... To improve the economy, policymakers should focus on reforms that remove impediments to work, savings, investment, and production. Lower tax rates and a reduction in the burden of government are the best ways of using fiscal policy to boost growth.” This brings up a few large issues of criticism: the lack of success from previous stimulus packages, an increase in the size of government, and portions of the tax plans.
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First one must look to the past where we have seen a few different examples of which we can relate our current situation to, beginning with the Great Depression.  In order to counteract the largest recession in US history, Roosevelt enacted his plan called the “New Deal”.  The “New Deal” was a sequence economic stimulus programs initiated between 1933 and 1938 with the goal of giving aid to the unemployed, reform of business and financial practices, and recovery of the economy. According to economist Christina Romer, chair of Obama's Council of Economic Advisers, New Deal spending did not pull the economy out of recession, and according to others it could have had a prolonging effect on the depression. Despite doubling federal spending, unemployment after the New Deal was enacted remained above 20 percent until World War II.   As the graph shows, by 2010 spending from the ARRA would more than double New Deal spending in 1936, in today’s dollars.  
Another recent example comes from 1990s Japan which underwent a somewhat similar economic crisis from collapsed housing and stock markets.  Between 1992 and 1999, Japan passed at least eight “stimulus” packages totaling roughly $840 billion in today's dollars. During this period the debt-to-GDP ratio drastically rose while the country was rocked by massive corruption and scandals. Japan’s economy still has yet to recover from racking up one of the largest national debts in the industrialized world. 

One final example to look at is the Tax Relief Act of 2001 and the Economic Stimulus Act of 2008 which the Bush administration passed.  The Economic Stimulus Act of 2008 was a plan in which $100 billion in cash was sent to Americans so they would have more to spend, attempting “jump-start” the economy.  The economic effect, if any, of this spending was incredibly small.  The problem with it was that the extra spending was only temporary, so even with the small jump in consumption businesses could not expand production.  So despite extra spending from these recent Acts, both had very little effect on the economy.  From those three examples it seems that drastic increases in government spending caused more problems than solutions.

By contrast we can look at the US recession of the 1980’s which Reagan inherited from Carter.  “Ronald Reagan inherited rates of 13.5% inflation and 7.6% unemployment from Carter in 1980, a misery index (the inflation rate added to the unemployment rate) of 21.1 whereas Obama came into office with a January 2009 unemployment rate of 7.6% and a zero rate of inflation, a misery index of 7.6%, a third of the inflation/unemployment problem that Reagan faced.” (Reiland, Ralph) Reagan’s approach to the situation was quite the opposite of increased spending and government control.  He implemented universal tax cuts, lowering the nation’s top income tax rate from 70% to 28%.  By 1988 the inflation and unemployment rates of 13.5% and 7.6% in 1980 had dropped to 4.1% and 5.5%, respectively.  Because he allowed more freedom in the private sector, it lead to the largest economic boom in the history of the US.
Next we will look into a few issues of the policies in the ARRA which seem to increase the size and power of the government, taking away from the private sector.  These new tax and budget policies seem to contradict the advice given by top economic advisors.  The economic recovery act includes a tax provision that reduces the tax deduction for charitable donations from 35 percent to 28 percent for wealthy taxpayers. With this tax provision one would be less inclined to make charitable donations, causing a monetary restriction over many charitable organizations, possibly reducing employment in the charitable sector of the economy.  Up to $100 million could be allocated to support nonprofits and charities to make up for the tax provision. The issue then becomes that the politicians and bureaucrats in Washington will decide what charitable organizations deserve support instead of the individual who made the money.
The president has also proposed that the government should determine which large businesses and financial institutions should be subsidized by the government so that they do not fail.  Many of the larger companies such as General Motors and Citibank would have been in Chapter 11 or receivership by now if they were smaller.  It is understandable that the government wants to subsidize these companies because of their size and the number of jobs that are saved, but by allowing the government to make these decisions instead of the private market it becomes a problem of deciphering whether the companies are being saved for the public good or because of underlying government intentions from lobbyists and representatives.  It seems that the government knows better than the private market what companies should survive and which should fail.  Because larger companies are continually being saved it could create a moral hazard. If a company feels that they may be failing they may engage in riskier behavior without suffering the adverse consequences because they would rely on the government to keep them from failing.

Another large issue of government control is the health industry.  Today the government controls 46% of all health care spending and will continue to increase with the $147.7 billion in stimulus spending going towards healthcare.  Medicaid’s expansion of $87 billion over two years in the spending plan is seen as a move against the private sector.  Many argue for a nationalized healthcare plan in order [image: image3.png]60%
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to make it more affordable.  The issue with this is that is potentially stifling innovation and quality.  The government seems to be doing what is in their best interest for the future by slowly increasing the budget without any true debate. This increase in budget makes the program so rich that we will never be able to decide what to do about it when we actually have a national health care debate.
Another example of increased government power is the budget for the Department of Education to be more than doubled. The budget today is about $68 billion and the spending plan adds $40 billion a year to that department for the next two years, but history shows that test scores don’t rise despite a dramatic increase in education spending.  Since the 1970s, federal per-student spending has more than tripled while student test scores and graduation rates have remained flat. The public should be allowed to decide how to spend this money on education, but once again it is left to the government to decide what is best for the people who are supplying the money.   This is a perfect example of how the ARRA seems to be more of a spending plan than a “stimulus” plan.
The new “stimulus” plan not only increases the governments control through spending, it also takes away from the private sector.  Again the spending plan increases the governments own budget by more than doubling the Department of Energy’s budget from $23 billion to $58 billion while there are major provisions in the President’s proposed 2010 budget that will hurt the energy industry financially.  As an example we look at Valero, the largest oil and gas refining company in North America.  The repeal of LIFO, an accounting practice allowed under the Internal Revenue Code since the 1930s and used by the oil and gas industry, would have a detrimental effect.  Valero estimates that the repeal of LIFO would result in a tax payment of $630 million based on December 31, 2008 volumes.  Reinstatement of the Superfund taxes would also hurt the industry, with Valero’s estimated costs ranging from $75 million to $100 million.  There is also a proposed repeal of the manufacturing tax deduction for oil and natural gas companies only.  This change can range from $50 to $100 million impact on Valero’s business annually.  The oil and gas industry is still very much alive in the United States and these tax revisions will only cripple the industries’ growth and hinder job creation.
The final issue with the American Recovery and Reinvestment act is the long term effect that it will have on the United States.  Much of the spending meant to stimulate the economy is through large-scale construction projects require years of planning and preparation. Even those that are ‘on the shelf’ generally cannot be undertaken quickly enough to provide timely stimulus to the economy. For example in the bill there is $8 billion for a levitating train from Disneyland to Las Vegas. This project will likely not begin for 4 to 5 years due to the lack of available technology.  Even though the stimulus bill is meant to be timely and temporary, it is not. We know it cannot be temporary because the Senate rejected Senator John McCain’s amendment to the stimulus which attempted to curb the spending after two consecutive quarters of economic growth above 2 percent. The mandatory spending it adds to the long-term budget leaves future generations with the burden of overcoming the largest national debt in the history of the United States.


The American Recovery and Reinvestment Act sets out to create jobs, cut taxes, and stimulate the economy in order to fight the current recession, but after analyzing some issues it seems to have many inefficiencies.   Many of the issues stem from the government not taking into account much of the advice given by top economic advisors to make it a true stimulus plan as opposed to a spending plan.  The plan involves spending upwards of $1.2 trillion, which in past cases has proven to be of little help and could even prolong a recession.  Within this large budget comes many spending issues leading to more government control and power which, based on past examples, also seems to hinder an economic recovery.  I feel that the best solution would have been to cut out certain pieces which increase government control thus allowing more freedom within the private sector.  It would be better to give companies incentives to grow and create jobs as opposed to the government choosing which companies survive and which fail.  Clearly there is a need for the government to play a role in stimulating the economy, but the inefficiencies within the ARRA bring some questions as to whether it is the best solution.  We must hope that despite these inefficiencies, we will see a drastic turnaround for the US economy.
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