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‘ ‘ It is our generation’s task, then, to reignite
the true engine of America’s economic
growth—a rising, thriving middle class.

President Barack Obama, State of the Union address, 2013’

f there is one single concern that occupies

the thoughts of Americans, regardless of

political affiliation, geographic region, job,
occupation, or age, it is how to improve our
nation’s economic prospects.

This report lays out a wide-ranging plan for

economic progress. It is a plan that encompasses
investment and reform. It is a plan that proposes
doing more of some things but, importantly, it is
a plan to do more things well.




The agenda presented here is based on what out to grow the largest, most dynamic

we know makes an economy grow and prosper  economy the world has ever seen, there is
and what we know are the keys to good jobs no single policy we can rely on to meet our
and a good quality of life, including: economic challenges. Rather, we need a set

of policies that work together to boost our

* A well-educated, secure, and grow- competitiveness and solve our economic
ing middle class that underpins strong challenges. The starting point for our
demand, entrepreneurialism, innovation, strategy, therefore, is multifaceted and begins
and productivity with the understanding that people—their
work, their ingenuity, their willingness to
* Greater private and public investments take risks, and their desire and capacity to
deployed more strategically build a better life for themselves and their

families—are what cause an economy to
* A fair playing field for business and work- grow. In the United States, we have 300
ers, both domestically and internationally ~ million of these engines of growth. To be
successful, a country’s economic agenda has
* Leadership in science and technology to strengthen its people. It has to educate
them, train them, and reward them with
* Effective institutions and governance financial security. This is the core of a middle-
out plan for economic growth. In other
words, as explained in the box on page 6, to
— have a strong and growing economy, we need
a strong and growing middle class.
To have a strong and growing
But while strong, talented people are the
economy, we need a strong and  most important ingredient in our economic
success, they cannot contribute fully if
gIOWIIlg mlddle C].aSS. the economic environment in which they
perform fails to offer opportunities. For

people to build a vibrant economy, they must

The policies we propose are an important work in a country committed to technological
step to redefining our nation’s long-term advancement, readily available capital, quality
economic prospects and to restoring the public infrastructure, a fair playing field for
American Dream of a better life for each competition, and a strategy for success in the
succeeding generation. global economy. They must live in a country

with thriving businesses, big and small, that
Economic growth is a complex process are at the vanguard of what’s new and are the

fueled by many factors. When we are setting ~ most efficient in the world.
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In short, a robust economy needs
strong people working and living in an
adaptive economic environment conducive

to their success.

Where we are

Our emergence from the Great Recession has
been painfully slow. Historically, we have been
able to build a bridge out of recessions and
find the other side to be as good as or better
than where we started. But as we emerge from
this recession, we find ourselves in the third
in a series of “jobless recoveries” in which
unemployment remains elevated well beyond

the recovery of growth and profits.

The small stimulus passed under President
George W. Bush in 2008 and the larger package
passed under President Barack Obama in
2009, plus smaller measures passed since then,
restored a level of demand to the economy
that created many jobs and prevented others
from being lost. Unfortunately, fiscal austerity
put in place by the Budget Control Act of 2011
and other tax changes—culminating in 2012
in the so-called fiscal cliff and sequestration-
mandated broad, across-the-board spending
cuts—are already hurting economic growth in
2013 to the tune of nearly $300 billion.?

Given that the U.S. economy expanded at a
mere 2.5 percent in the first quarter of 2013,3
the first brief section of this report, “Creating
jobs now,” offers policies that we believe
would give the economy an immediate boost

and that should be implemented as soon as

possible. But a lasting economy cannot be
built through only short-term measures,
which is why we place the focus of this report
on longer-term policy suggestions. Adapting
to an economic environment that is markedly
different from what has come before cannot
be accomplished in a year or two or, for that
matter, in a single economic plan proposed at

a particular point in time.

This raises the question: What has changed
that calls us to new policies and approaches?
The transformation in the world economy

and America’s role in it have many faces.
Certainly greater global interconnectedness,
and particularly greater international trade in
goods and services, are important parts of this
transformation. The United States now faces

more competition from more directions.

To some degree, this was inevitable.
Countries poorer than wealthy ones such as
the United States can have more potential

to grow quickly, and the rest of the world

can benefit by learning from innovations
originating in the United States. That
happened first with Europe and Japan in the
decades following World War II, and it’s now
happening with former communist countries
and other nations that have turned the corner

on economic development.

The increase in competition isn’t a bad
thing: A race can bring out the best in us.
But we have to up our game if we don’t want
to be surpassed by others who are better

at adapting to the realities of 21st century

economic competition.
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Meanwhile, there’s a new, less inevitable
challenge. We are increasingly seeing
countries employ aggressive nationalistic
economic policies that may work for them in
the short run but that undercut the norms
of international economic partnership. These
practices reduce worldwide economic growth
and directly injure those nations that strive

to play by the rules.*

The economic relationship among nations
is, however, but one of the changes
affecting the American economy. Another
is the development of new technologies
and processes that are revolutionizing
manufacturing. The shop floors of today’s
highly innovative high-tech manufacturing
companies look nothing like the labor-
intensive assembly lines of the past.
Technological advances in manufacturing
improve productivity and boost growth, but
they also demand new strategies to succeed
in today’s increasingly competitive global

marketplace.

Another fundamental change in the
economic landscape is climate change.
Its costs to businesses, families, and
government are often hidden but are
becoming less so. And the solutions offer

massive new economic opportunities.

Trade, manufacturing, and climate change

are not the only areas of the economy to have
changed dramatically in the past generation
or so. The financial industry has tripled its
share of the economy since the 1950s,° a trend
that carries with it both benefits and risks.

300 MILLION ENGINES OF GROWTH

Information technology has hugely disrupted
industries from publishing to retail, and the
result can often mean lower employment.
Other countries are also growing their share
of the global consumer market and playing an
increasing role in setting styles and trends,
meaning more competition from around the

world for goods and services.

Economic growth faces other headwinds,
too, such as the slowing growth of the

U.S. labor force and slowing productivity
growth. In fact, by 2023 the Congressional
Budget Office forecasts U.S. growth will have
trended down to just 2.2 percent—far short
of U.S. long-term historical growth of 3

percent a year on average.’

Where we can go

Properly navigating these changing
circumstances can lead to an American and
a world economy that has sufficient and
good jobs with greater prosperity for all.
This is far from the first time we have felt
angst over an uncertain economic future
even as it has worked out well in the end.
During the Great Depression few could
have imagined the postwar economic boom
brought on by the massive industrialization
for World War II and the huge public
investments in infrastructure and education
that followed. In the 1970s and 1980s, with
oil crises, inflation, and Japanese imports
seeming to flood the American market, the
low inflation and high employment of the

1990s was hard to imagine.
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The foundations of the largest economy in
the world are still solidly in place, and there
is no reason we can’t build an economy
that capitalizes on our strengths and allows
more Americans to participate at the top

of their talents. This report describes a set
of proposals across a range of areas from
education to innovation and infrastructure
that are actionable now and would be an

important step to putting us on that path.

We divide our policies into two categories:
those that strengthen the American people
and give them the capability to succeed, and

those that build an economic and business

Nﬁhoto taken Jun. 3, 2010, Eduardo
i doza looks over job ads during the ninth
annual Skid Rows€areer Fair at Los Angeles

Mission. .
AP PHO‘I’O/ADAM LAU

’

environment that puts these talents to use
and rewards them. The policies described in
this report are numerous and range in scope,
interacting and accumulating to form a plan
that will boost U.S. economic growth and
generate the good jobs that underpin widely
shared prosperity.

We summarize below the key problems
we are seeking to address, the approach
we take to their solution, and examples of
the policies that we propose. The rest of
this report offers a more detailed analysis
of the problems and the full range of

recommended policies.
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A strong middle class is the key to economic growth

The policies in this report are grounded in an understanding of economics known as middle-out economics.
This concept was explained by CAP economists Heather Boushey and Adam Hersh in their paper, “The Ameri-
can Middle Class, Income Inequality, and the Strength of Our Economy.” The report shows how an expanded
and stronger middle class is a cause and not just a result of a stronger overall economy.” It also highlights
data showing how an equal-opportunity society—one in which talented individuals can make use of their

skills—is not compatible or consistent with a highly unequal society.

For all the disagreements among policymakers, economists generally agree on the ingredients that make an

economy grow: human capital, demand, strong institutions and governance, innovation, and financial capital.
While all of these are important, since the late 1970s some policymakers have emphasized just one: financial
capital. That focus produced supply-side economics and the belief that if government invested its resources

in wealthy “job creators,” prosperity for all would rain down.

But it didn’t because the supply siders had it backwards—a strong middle class is the driver of economic
growth, not merely an outcome of it.8 When one examines the factors that produce a growing economy, the

strength of a middle class is critically important to them.

Consider the role of the middle class in these key drivers of growth:

A strong middle class better educates itself and demands and gets better education
for its children, and this process improves an economy’s human capital. For example,
U.S. research shows that states where the middle class receives a higher share of over-
all income also have higher test scores. The same is true in international comparisons.

Human capital

A strong middle class creates a stable source of demand for goods and services. This
motivates businesses to innovate, invest, and hire. If you want to boost demand, you
should focus on boosting the middle class because it is the source of most of the
consumption in the economy.

Demand

A strong middle class demands inclusive and trustworthy institutions, and that govern-

Institutions and
ments be more responsive and accountable. This drives governments to invest in the

overnance
g kinds of public goods that make an economy stronger.
A strong middle class incubates entrepreneurs and innovators. The majority of our
. entrepreneurs and inventors come from the middle class. That makes sense: strong
Innovation

middle-class families are the ones that have the skills and financial stability needed
for successful risk-taking.

Given that the middle class is key to economic growth and given the mounting stress placed on the middle class
over the past 30 years due to stagnant wage growth and rising costs,® the question then becomes what policies

will grow and strengthen the middle class? Many of the policies in this report are answers to this challenge.
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Strengthening the
American people

Whatever the future brings, we know that
the strength of the American people will
be essential to our success. Simply put, in
the hyperspeed of today’s economy, being
able to manage change is a critical skill. We
need to empower our people to develop
the technologies that will generate wealth
and success. Americans must be consumers
who inspire innovation and a steady source
of demand. They must be entrepreneurs
and productive workers in the industries
of the present and the future. In short, to
reach our potential we need our economy
to be fueled by all of America’s 300 million

engines of growth.

The policies outlined in this section of the
report are designed to strengthen individual
Americans by building their human capital
and making them better equipped to

contribute to economic growth.

Make the United States first
in education

Americans are falling behind educationally,
a trend that impedes our ability to build
good lives and a strong economy. While
our best schools compete with the best in
the world, our average schools do not, and
our worst schools have fallen far behind.
This situation threatens economic mobility
and America’s middle class. Only a third of
eighth graders perform at or above grade

level, and two-fifths of incoming college

students are unprepared for college-level
coursework. Our students rank 14th in the
world in reading, 17th in science, and 25th
in math.'® The United States ranks 16th in
the world in the share of the population
ages 25 to 34 that has a college degree,
down from third in 1997.%

To reach our potential we

need our economy to be

fueled by all of America’s 300

million engines of growth.

In the fractured world of American pre-K-12
education governance, the key to change is
enhanced and targeted federal funding to
leverage greater access to early childhood
education, improved classroom teaching, the
discovery and adoption of best education
practices, and adequate resources for all
schools. At the postsecondary level our plan
is to harness the consumer power of better-
informed students and their families to
demand improved, relevant, more affordable
postsecondary education; create more flexible
and cost-effective paths to a college degree
or credential; and ease the financial burden
on students and graduates. These policies
would help get American K-12 students back
on grade level and the United States back up
the list in college and other postsecondary

training so that we can produce the skilled

INTRODUCTION AND SUMMARY



In this Apr. 5, 2012, phot6, pre-schoolteacher™
Sandra Medina, center, is showered with a
confetti egg with students Lyvi,aRh‘ém left,

4, Howra Aljumaili, 5, right

4, rear right, at the Refugee and Immigrant
Family Center in Seattle.

AP PHOTO/TED S. WARREN

and productive workers needed to fuel the

growth of an ever-changing economy.
Our education proposals include:

* Creating a federal-state program that will

substantially increase enrollment of 3- and

4-year-olds in high-quality pre-K

ing to states to better target funds to where

they will make the biggest difference and
to promote new best-practice approaches
in improving teaching and encouraging sci-
ence, technology, engineering, and math-

ematics, or STEM, education

n 300 MILLION ENGINES OF GROWTH

Reprogramming and boosting federal fund-

* Requiring colleges to post public disclo-
sures, similar to nutrition labels, that
provide clear and accessible information
about costs, quality, and earnings potential

of graduates

Making class credits transferable and
allowing credit for learning outside the
classroom to save costs and ease the path

to degree completion

Training 1 million students through
college/industry partnerships, another
million through apprenticeships, and an
additional million through career-path-

way programs



Raise workplace standards

Weak wage and benefit policies and low
workplace safeguards threaten the quality of
U.S. jobs. Many employers don’t provide paid
sick days or family and medical leave to their
employees. The value of the minimum wage
has declined over the past 40 years.*? Union
membership is down to less than 12 percent
of the workforce.®* And about 60 percent

of new middle-class retirees are at risk of
outliving the savings they accumulated over

their working lives.™

To make more jobs good jobs and to
strengthen and grow the middle class while
substantially reducing poverty, we propose
guaranteed paid leave and sick days, better
protection in the event of layoffs, a higher
minimum wage, better forms of retirement
savings, and protection of workers’ right

to join a union. Such policies improve
productivity, reduce turnover, and provide the
middle class with the stability needed for risk

taking and increased growth.

Our policies to boost workplace

standards include:

* Creating and giving workers access to
SAFE Retirement Plans, a hybrid between
a traditional pension and a 401(k) plan
that has many of the virtues of both

* Creating a Social Security Cares program
to provide up to 12 weeks of partial wage

replacement to support workers who need

to take time off to care for a new child or

seriously ill family member

* Requiring adequate severance packages
for all employees of companies that offer
“golden parachutes” to their top executives

upon termination

Raising the minimum wage and indexing it

to half the average wage

* Enabling workers to join unions by passing
the Employee Free Choice Act and by mak-

ing the right to join a union a civil right

Realize the potential of immigration

The United States has more than 11 million
undocumented immigrants who are living in
the economic shadows, unable to contribute
their full potential. Legalizing these 11 million
people would add a cumulative $832 billion

to U.S. gross domestic product over 10 years,
as immigrants access better jobs, earn higher
wages, and spend those higher earnings,
generating increased demand for goods and

services throughout the economy.'

At the same time, our broken immigration
system prevents many aspiring Americans
who would greatly benefit the economy
from coming to the United States. It’s time
to resolve the status of aspiring Americans
already in the United States and to create
a rational path to citizenship for new

Americans—one that will level the playing

INTRODUCTION AND SUMMARY _



field for all workers, raise wages, and grow

and strengthen the American middle class.

Our immigration policies include

the following:

* Resolving the status of the 11.1 million
aspiring Americans currently in the U.S. by

providing a pathway to citizenship

* Improving access to permanent visas for
foreign graduates of U.S. universities with
STEM degrees

* Creating a discretionary pool of visas
that can be allocated with flexibility
based on determination of broadly

defined national interest

Strengthening the economic
environment

Even the best-educated and empowered
American people will find it difficult to build
anew and prosperous American economy

if the economic and business environment

is not conducive to success. No matter how
strong an engine you put into a car, it still
needs good roads to run on; in this case, good
roads translate to things such as infrastructure
and capital. They need institutions and
corporations committed to scientific learning
and technological breakthroughs. They need a
fair playing field so that the United States isn’t
disadvantaged in global competitiveness and
so that the best ideas and the best investments

are the ones that win out. They need to live in

300 MILLION ENGINES OF GROWTH

a country that has a strategy for ensuring that
its businesses lead the world and create jobs

here at home.

The policies outlined in this section of
the report are designed to create a better

American economic environment.

Create the mechanisms for an adaptive
national economic strategy

The federal government has a variety of
agencies, policies, and programs that engage
business and industry. But the ad hoc nature
of the relationships, the lack of a governing
philosophy, the complexity of the system,
and the inadequacy of information on

the workings of the U.S. economy lead to
inefficiency and missed opportunities. Our
plan is to restructure the way government
effectuates economic policy so that it can
more strategically engage with industries

to take advantage of opportunities for

advancing U.S. competitiveness.

Our policies to better engage businesses in
our national economic strategy include the

following:

* Reorganizing the federal trade and busi-
ness agencies into a single department

focused on competitiveness

* Creating a common application for the
many federal programs aimed at assisting
businesses and entrepreneurs and workers

seeking to gain new technical skills



* Engaging directly with businesses in
building the economy to promote nascent
emerging sectors, respond to interna-
tional competitiveness challenges, and
preserve viable industries facing address-
able challenges

Lead in clean and efficient energy

The United States is dependent on imported
foreign oil, is subject to volatile energy

prices, and is starting to face the high costs

of climate change. Each of these pressures
creates a drag on economic growth. In 2012
roughly 6 percent of our electricity came from
renewables, and the United States imported
$313 billion in 0il.** Our country must
capture the multitrillion-dollar opportunity
of clean energy by stimulating demand,
ensuring effective financing, building efficient
transmission infrastructure, and prioritizing
efficiency. Our goal is for the United States to
have clean, sustainable, and economical energy
sources—quadrupling renewable use between
2008 and 2020 and slashing oil imports in
half—in order to fuel economic growth.

Our energy policies include the following:

* Instituting a $25/ton carbon tax on all large

polluters, starting with power plants

* Launching a comprehensive clean energy

investment program

* Launching three programs to eliminate
waste: Home Star, Building Star, and
Rural Star

Promote science and technology
research and development

The United States is losing ground in
many of the drivers of innovation that will
determine technological leadership in the
21st century. It is time to double down on
key investments in science and technology
and harness the economic potential of top
research facilities to spur innovation and
economic growth. The goal is to improve
public and private investment in research
and development and to ensure those dollars
are spent effectively, producing the best

possible result for the U.S. economy.

Our science and technology policies include

the following:

* Increasing government investment in
research by doubling budgets for the
Department of Energy’s Office of Science,
the National Institute of Standards and
Technology, and the National Science
Foundation, and encouraging increased
private investment by improving the

research tax credit

* Aligning better federal laboratories and
research programs with national eco-

nomic objectives

INTRODUCTION AND SUMMARY



* Investing in grand challenges with flexible,

ambitious, and accessible Frontier Prizes

Balance trade

The United States imported $5.6 trillion more
than it exported over the past 10 years.””
Although supplying an array of lower-cost
consumer goods, this mounting trade deficit
resulted in lower growth and fewer jobs in
the United States. Some of this trade deficit
is a result of other countries not playing by
agreed-upon rules and norms. To resolve this,
we need to more aggressively enforce trade
laws and norms to ensure a fair playing field
on which American businesses and American
workers can compete. We also need to more
actively promote exports and foreign direct
investment. Our goal is to bring our trade
into balance by 2022 by making the country
more competitive overall through policies
described throughout this report, by reducing
oil imports, and by adopting the policies

described in the trade section.
Our trade policies include the following:

* Creating a process of automaticity—a clearly
prescribed chain of enforcement actions
for clear-cut trade violations as tracked by a

National Trade Compliance Database

* Adopting a currency misalignment trigger
that will flag countries that have currency
misalignments with the United States and
enforcing a timeline for countervailing tariffs

in the event of failure to address the problem

300 MILLION ENGINES OF GROWTH

* Strengthening and clarifying international
law around state-owned enterprises to
ensure fairer competition with govern-

ment-backed foreign competitors

* Boosting the capacity of trade

enforcement agencies

Rebuild our infrastructure

Roads, bridges, public transit, energy
transmission, and communications are at

the heart of a well-functioning economy, but
American infrastructure recently merited

a “D+” grade from the American Society of
Civil Engineers.'® The nation needs a coherent
infrastructure strategy, a broadening of
private financing for public projects, and a

boost in public investments.

Our infrastructure policies include

the following:

* Launching a National Infrastructure
Council to better align scarce infrastruc-
ture resources with the country’s most

pressing needs

Creating a National Infrastructure Bank to
encourage private financing of public infra-
structure projects that generate revenue

through tolls and other user fees

Ensuring that future infrastructure invest-
ments account for the impact of extreme
weather, sea-level rise, and other climate-

change impacts



In this photo taken on Apr. 15, 2010,-’new
home buyers Fred Archambault and his wife
Amy, with their dogs Taz and Fletch, enjoy
their new kitchen at their home in Santa
Clarita, California.

AP PHOTO/DAMIAN DOVARGANES
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Restore the housing cornerstone finance system that serves all communities,
supports homeownership, and encourages
Housing represents one-fifth of the U.S. development of affordable rental housing.
economy,™ and it critically intersects with
many other sectors. The financial industry Our housing policies include the following:
finances home ownership, the construction
industry builds housing, U.S. manufacturers * Replacing Fannie Mae and Freddie Mac
produce much of what goes into the with private companies that purchase
construction and furnishing of homes, and home loans, issue securities, and charge a
home equity provides a source of financing fee that covers the cost of a private guar-
for small-business creation, as well as antee, as well as a government backstop in
postsecondary education. Most importantly, case of catastrophic loss

stable, safe, and affordable homes and

communities are crucial to all Americans and Promoting safe and sustainable lending by

to strengthening and growing our middle preventing predatory practices and align-
class. We offer a set of policies to build a ing incentives among borrowers, mortgage
more responsible and sustainable housing- originators, securitizers, and servicers
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* Preventing unnecessary foreclosures

through effective loss mitigation, refinanc-

ing programs, and reform of mortgage

servicing practices

Expanding the availability of afford-
able rental housing and developing new

approaches to rental housing that stabilize

communities and help families build savings

Ensure capital is available for growth

Dynamic capital markets, which fuel business
investment and expansion, are critical to
growth. The recent financial crisis highlighted
weaknesses that needed to be addressed in
our regulatory system. The Dodd-Frank Act
was designed to address these weaknesses, so
the appropriate implementation of this law is
a top priority for stable economic growth. We
propose additional policies to support vibrant

capital markets.

Our capital market policies include the

following:

* Curbing destabilizing elements of high-
frequency trading via a financial transac-

tions tax

* Supporting small-business lending via
targeted government programs such as
the Community Development Financial
Institutions Fund, the State Small
Business Credit Initiative, the Small
Business Lending Fund, and the New
Markets Tax Credit

300 MILLION ENGINES OF GROWTH

Construct a responsible, pro-growth
tax and budget policy

The federal budget is currently out of balance.
We are not raising sufficient revenue to pay
the government’s bills, let alone to make the
investments we need for long-term economic
well-being. The tax code has too many tax
breaks that have outlived whatever usefulness
they once had and has become, in some ways,
ill-suited to a 21st century economy. On the
spending side there are programs that are not
a good use of taxpayer dollars and savings to
be had through improved efficiency.

Our budget and tax policies include the

following:

* Enacting comprehensive personal income

tax reform

* Reducing federal health care costs by intro-
ducing reforms that will enhance com-
petition, increase transparency, improve
health care delivery, and cut administra-

tive costs

* Devising a framework for the key compo-

nents of corporate income tax reform

Conclusion

No one has all the answers or can predict with
precision what the best economic policies will
be in five years or in ten. Economic realities
are constantly evolving, and policymaking
needs to keep up. But while the future will



The importance of sustainable, broadly shared growth

The objective of many of the policies described in this report is to generate strong economic growth for the
United States. Sometimes growth as a policy objective gets a bad name. Environmentalists rightly point out
that without growth, the environment would be less polluted and climate change would not be the threat it
is. Others observe that growth at the expense of quality of life is a pyrrhic accomplishment. And growth in

which the benefits are concentrated among very few people is hardly a goal most of us would care about.

On the other hand, economic growth creates jobs and improves quality of life. The experience of the past four
years is a case in point. The labor market has been weak, with millions of Americans unable to find jobs and
millions more underemployed. It is not a coincidence that the weak labor-market recovery has been accom-

panied by inadequate economic growth.

The ostensible conflict between economic growth and other objectives is also not preordained. Our plan, for
example, is designed to produce growth that is environmentally sustainable because aside from other con-
siderations, an environmentally degraded world has enormous costs associated with it that are bad for the

economy by any measure.

As a preponderance of economic research shows, the goal of sharing the benefits of growth widely is directly
aligned with the goal of maximizing the aggregate level of growth. If the benefits of growth all go to the top,
growth will stall—we’ve seen that story unfold. It is an unsustainable model doomed to fail. So, while we
might say that we support policies that ensure that the benefits of growth are broadly shared because we
care about widespread well-being, we don’t even need to get to that. We support the benefits of growth be-

ing broadly shared because if they are not, then there won’t be any growth to broadly share.

INTRODUCTION AND SUMMARY
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always contain unknowns, the policies we falling, crisis compounding on crisis—all
propose are grounded in both economic circumstances that have coincided with
theory and empirical analysis. They would the growth of a philosophical view that is
build a stronger economy and provide the opposed to any public attempts to address
means to adapt to changing times. shared economic challenges and a fatalism

about America’s future. Or we can choose to
The United States is at an important make investments that need to be made and
juncture. We can proceed as we have in reform the aspects of our economy that are
recent years, with income inequality rising, not performing up to 21st century standards.
growth stagnating, middle-class incomes We just have to agree to do so. ®
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he United States needs a long-term economic strategy

to strengthen and grow the middle class, attracting,

creating, and retaining the good jobs of the future. But

we also face an immediate need to create jobs fast.

The long-term set of policies in this report
includes the following aspects that can be
implemented now to pull down our stubborn
unemployment rate and to productively
engage the nation’s best resource—its work-

ers—in revitalizing economic growth.

* Get housing back on track: As ground
zero for the financial crisis and the Great
Recession, the nation’s troubled housing
market still weighs on economic growth.
Our proposals stabilize housing markets—
and family balance sheets—and retool the
nation’s housing finance system for the
21st century, supporting safe and sustain-
able mortgages and ensuring the availabil-
ity of stable and affordable rental housing.
Such policies will reduce the debt overhang
that plagues middle-class families and
drags on economic recovery, create jobs

in the still-underemployed construction

industry, and increase the value of proper-

ties across the country.

* Build tomorrow’s infrastructure: The

United States is in dire need of renewed
infrastructure investments. Infrastructure
investments provide one of the biggest
“bangs for the buck” of any government
spending because the new or improved
structures drive private-sector growth and
increase economic productivity by lower-
ing costs for businesses and families. An
additional $58 billion annually in federal
infrastructure investment can pull in
more than $70 billion from other sources
per year' and can help create hundreds of

thousands of new jobs.?

Improve energy efficiency: Energy
consumption comprises a large share of

family budgets and continues to contrib-
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ute to America’s trade deficits. Efforts to
improve energy efficiency will not only
create jobs today but also will ease the
strain on family’s disposable incomes.
Three energy-efficiency initiatives—Home
Star, Building Star, and Rural Star, which
provide incentives for property owners

and small businesses to invest in energy-
saving technologies—should be part of any
short-term jobs plan. These programs would
generate 250,000 new private-sector jobs
broadly throughout the economy, while also
leveraging between $3 and $4 in private
investment for each $1 in incentives—all
while saving people an estimated $4 billion

per year in energy costs for years to come.?

* Create a Pathways Back to Work Fund:

We support a $12.5 billion government
fund to subsidize summer and year-round
jobs and support services for hundreds of
thousands of low-income youth and adults.
It would also support a competitive grant
program of local initiatives for work-based
training and skills development. A similar
proposal was included in President Obama’s
FY 2014 budget proposal.*

on investment and are critical to our
economic growth plans. We propose a
preschool initiative that enables children
whose families are at or below 200 percent
of the federal poverty line to enroll free

of charge. Children from families above
200 percent of the poverty line should

be charged a sliding tuition co-pay. High
quality preschool also brings with it the
stimulative effect of creating good middle

class jobs for early childhood educators.

Rehire teachers and other public-ser-
vice workers: The labor-market recovery
has been hampered by ongoing contraction
of state and local public-service workers.
More than 700,000 jobs have been lost
since late 2008, especially among teach-
ers and other education professionals.®

The proposed American Jobs Act of 2011
called for preventing the layoffs of 280,000
teachers and protecting jobs for first
responders.® This support for local commu-
nities is still needed today and represents
a down payment on longer-term educa-
tion reforms and investments needed for

America’s 300 million engines of growth.

Offer every child ages 3 and 4 the In total, we calculate that these programs are

opportunity to participate in a high- capable of delivering 2.5 million jobs per year
quality public preschool program: Early  on top of the continued job-market recovery. ®

childhood programs have a high return

300 MILLION ENGINES OF GROWTH



Endnotes

1 Donna Cooper, “Meeting the Infrastructure Imperative”
(Washington: Center for American Progress, 2012), available
at http://www.americanprogress.org/issues/2012/02/in-
frastructure.html.

2 Laura D’Andrea Tyson, “The Infrastructure Twofer: Jobs
Now and Future Growth,” The Economix Blog, comment
posted October 21, 2011, available at http://economix.blogs.
nytimes.com/2011/10/21/the-infrastructure-two-fer-jobs-
now-and-future-growth/ (last accessed May 2013).

w

Michael Ettlinger and others, “Spurring Job Creation in the
Private Sector: Three Elements That Any Jobs Plan Should
Include” (Washington: Center for American Progress Action
Fund, 2011), available at http://www.americanprogressac-
tion.org/issues/labor/report/2011/08/26/10167/spurring-
job-creation-in-the-private-sector/.

4 Office of Management and Budget, Budget of the United
States Government, Fiscal Year 2014 (The White House, 2013),
available at http://www.whitehouse.gov/omb/budget/.

5 Bureau of Labor Statistics, Current Employment Statistics
(U.S. Department of Labor, 2013).

6 The White House, “Fact Sheet: The American Jobs Act;’
Press release, September 8, 2011, available at http://www.
whitehouse.gov/the-press-office/2011/09/08/fact-sheet-
american-jobs-act.

CREATING JOBS NOW


http://www.americanprogress.org/issues/2012/02/infrastructure.html
http://www.americanprogress.org/issues/2012/02/infrastructure.html
http://economix.blogs.nytimes.com/2011/10/21/the-infrastructure-two-fer-jobs-now-and-future-growth/
http://economix.blogs.nytimes.com/2011/10/21/the-infrastructure-two-fer-jobs-now-and-future-growth/
http://economix.blogs.nytimes.com/2011/10/21/the-infrastructure-two-fer-jobs-now-and-future-growth/
http://www.americanprogressaction.org/issues/labor/report/2011/08/26/10167/spurring-job-creation-in-the-private-sector/
http://www.americanprogressaction.org/issues/labor/report/2011/08/26/10167/spurring-job-creation-in-the-private-sector/
http://www.americanprogressaction.org/issues/labor/report/2011/08/26/10167/spurring-job-creation-in-the-private-sector/
http://www.whitehouse.gov/omb/budget/
http://www.whitehouse.gov/the-press-office/2011/09/08/fact-sheet-american-jobs-act
http://www.whitehouse.gov/the-press-office/2011/09/08/fact-sheet-american-jobs-act
http://www.whitehouse.gov/the-press-office/2011/09/08/fact-sheet-american-jobs-act

is May 23, 2013 photo, first grade
acher Lisa Cabrera-Terry works on a writ-
g exercise with some of her students at Jay
. Jeffers Elementary School, in Las Vegas.
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In our personal ambitions we are individualists. But

a nation, we all go up, or else we all go down, as one people.

in our seeking for economic and political progress as

President Franklin Delano Roosevelt, second Inaugural Address, 1937

he first step in building anything well

is to use good materials, and the most

important materials in constructing a
strong economy are people. For an economy
to thrive, the people who work in it need to be
healthy and strong and operating at the height
of their capabilities. In other words, America’s
roughly 300 million people need to be 300 million
engines of growth in order for us to compete in
the 21st century economy.




Education is key. Keen minds must be sharp-

ened so they can devise, invent, and innovate.

Skills must be developed and knowledge
acquired so we are all effective and efficient
at our jobs, valued in the international labor
market, able to attract good pay, and able to
contribute to national productivity and pro-
duction. Skills and knowledge enhance value
in the economy and make it stronger, which
benefits everyone in the form of greater

national income and better jobs.

When people are living in or near poverty,

it takes a huge economic toll, as well as a
human one. People in poverty can’t afford to
invest in their skills, they are more likely to
have health problems that limit their ability
to work, and they obviously cannot provide
a reliable customer base for the nation’s
products. Children growing up in deprivation
are far less likely to advance in their educa-
tion and achieve later in life. So, while we
call out some specific antipoverty measures
later in this section, every policy that helps
strengthen our people, from pre-K enroll-
ment to union membership to immigration

reform, is an antipoverty policy.

To contribute to the economy, middle-class
families must be secure families. A family
that is too financially insecure to take risks
is a family with breadwinners who can’t take
action to do what’s best for them and the
economy as a whole. They can’t risk chang-
ing jobs to ones where their talents might
be put to better use or moving to a different
state where there are better opportunities,

taking the time to improve their skills, or

300 MILLION ENGINES OF GROWTH

taking the risk of starting their own busi-
ness. The Wright Brothers could tinker with
airplanes because they had a bicycle shop to
support themselves. Bill Gates could choose
the less-safe course of founding Microsoft
because his next meal did not depend on his

next paycheck.

The income, assets, and economic security of
the middle class are also important because
they provide a steady source of consumer
demand in the economy. The bellwether of
the greatest period of U.S. economic growth
was a reliably growing and expanding middle
class—one with growing income and assets
and with the economic security to allow for
sustained and widespread increases in the
standard of living. Businesses could make
investments and hire new employees with
the confidence that whatever the short-
term ups and downs, there was a growing
customer base with the means to provide
them with revenue. That market is also what
put U.S. corporations at the leading edge

of consumer trends and knowing how to
satisfy consumer demand. The competition
for American consumer dollars has driven
innovation that has made U.S. corporations

worldwide market leaders.

Stable middle-class families also build stable
communities that invest in education, that
are protected from the high costs of crime,
and that are the building blocks of our
national economic community. For all of
these things to happen, Americans need good
jobs, health care, and confidence that their

retirement will be secure.



In this Apr. 22, 2011 photo, High Plains
Elementary School teacher Jennifer Williford,
center, works with Colette Jackson, 11, and
Skyler Matteson, 10, right,.on a computer
project in her fifth.grade class at the school

Immigrants, too, are among our 300 million
engines of growth. They come here to work
and contribute their labor, energy, and cre-
ativity, and they have always been an impor-
tant part of America’s economic success. For
them to fully contribute, they must have legal
status and a pathway that permits success
even as we ensure that they play by the same

rules as everyone else.

To strengthen America’s 300 million engines

of growth, we propose policies to:

* Make the United States first in edu-
cation: We should improve educational

in Englewood:
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attainment by reforming and investing

in education, from pre-K to job training
and higher education. At the primary and
secondary level, we propose enhanced,
targeted federal funding to leverage
greater access to early childhood educa-
tion, improved classroom teaching, the
discovery and adoption of best education
practices, and adequate resources for all
schools. At the postsecondary level, we
should harness the consumer power of bet-
ter-informed students and their families
to demand improved, relevant, and cost-
effective services and create more flexible

paths to a college degree or credential.

STRENGTHENING THE AMERICAN PEOPLE
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" Raise workplace standards: We must * Realize the potential of immigration:
ensure that more jobs are high-quality jobs It is well established that as the U.S.
that strengthen and grow the middle class population ages, the share of workers
and bring more people into the economic in the economy is declining. Yet we also
mainstream by requiring paid leave and raise barriers against millions of aspir-
sick days, offering better protections in ing Americans who desperately want to
the event of layoffs, legislating a higher work here. We propose policies to create
minimum wage, creating better forms of a path to citizenship for the 11 million
retirement savings, and protecting the undocumented immigrants now living
right of workers to join unions. in the economic shadows and to build an

immigration system that attracts talent

for competing in the global economy. m
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The connection between human capital and economic growth

A vast literature has studied the role of investment in people—what economists call investment in human
capital—in promoting economic growth. The overall conclusion from this body of work is that investment in

the education, training, and health of people has a critical impact on economic growth.

When investment in human capital is strong, labor productivity or output per person increases, which con-
tributes to faster economic growth. The workforce is more skilled and flexible and thus better able to adjust
to changing technologies, which leads to lower levels of unemployment and less economic inefficiency.
Greater investments in people lead to higher wages and higher lifetime earnings, which promote a higher
quality of life. With a more skilled and knowledgeable workforce, innovation and invention are enhanced,
leading to entrepreneurial dynamism and greater long-term growth. Higher levels of human capital also lead

to greater civic involvement and participation in the political system.
Studies find that differences in the levels of human capital among nations explain a large part of the dif-

ferences in national economic-growth rates. Research by Gregory Mankiw, David Romer, and David Weil, for

example, suggests that human capital accounts for two-thirds of economic growth.2

STRENGTHENING THE AMERICAN PEOPLE
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Make the United

States first in
education

ny credible economic strategy must start with the

foundation of education. People need skills and

knowledge to grow an economy. They need to enter
the workforce with abilities ranging from proficiency at reading,
writing, and mathematics to more job-specific capabilities
such as the ability to run a milling machine or to calculate the
skin friction for an aircraft wing.

Not everyone needs the same type of education  alower quality of life than necessary because
or the same number of years in a classroom. they have not had the education they need to
Some skills are better taught at school and oth-  unlock their potential. There are waiters who
ers on the job. Education should not stop with ~ could be chefs, teacher’s aides who could be
entry into the workforce. The skills people need  teachers, computer techs who could be tech-
to maximize their potential change over time—  firm CEOs, and prisoners who could be doc-
and everyone needs to keep up. tors. There is nothing wrong, of course, with
being a waiter, a teacher’s aide, or a computer
Right now many people in this country are not  tech because each of these positions is essen-
contributing what they could and living with tial, but it holds back the nation’s growth when

MAKE THE UNITED STATES FIRST IN EDUCATION



anyone had the potential to contribute more if
he or she wanted but was held back by a lack of
educational opportunities.

The United States used to have the best-
educated population in the world. In the
early 1900s it was “virtually alone in provid-
ing universally free and accessible secondary
schools.” By the 1950s, nearly 85 percent of
14 to 17-year-olds in the United States were
enrolled in full-time secondary school—
compared to less than 20 percent in most
European nations.? Following World War II,
the G.I. Bill dramatically increased attain-
ment of college degrees at a rate that was

decades ahead of other countries.

While elements of our education system are
still excellent, we have lost our overall edge.
According to the Organisation for Economic

Co-operation and Development, or OECD,

300 MILLION ENGINES OF GROWTH

the United States “is the only country where
attainment levels among those just entering
the labor market (25-34 year olds) do not
exceed those about to leave the labor market
(55-64 year olds).”® And it’s not just the eco-
nomically advanced countries that are gaining
on us. In 2007 China surpassed the United
States in the number of STEM graduates,

and by 2030 China’s college graduates will

outnumber the entire U.S. workforce.*

America is losing ground in educational
attainment at a time when the world economy
increasingly rewards national economies with
higher skills. To maintain our position as the
world’s economic leader, we need to regain our
former status as the world’s premier developer
of its natural abilities. The policy solutions
that follow for improving public education
and postsecondary/workforce systems are

designed to do precisely that. m



The importance of inclusiveness in education

Though the United States provided free secondary education throughout the 20th century, the quality of
those schools was often grossly unequal. Righting the wrong of segregation was both a moral imperative and
an economic one. After all, denying educational opportunities to any Americans both denied them the Ameri-

can Dream and denied everyone else in the economy the benefits of their skills.

Economic research has borne this out. Economists Peter Klenow, Chang-Tai Hsieh, Erik Hurst, and Charles
Jones showed that “up to 20 percent of the aggregate wage growth in the last 50 years in the U.S. could be

explained by expanded opportunities in the labor market for women and African Americans.”®

In much of the 20th century, the United States forfeited the economic growth that could have been un-
leashed by millions of Americans being educated up to their full potential. While laws have changed, the
quality of education is still uneven and still disadvantages children of color. The education gap between
students from rich and poor families remains greater in the United States than in many other nations.® States
and districts across the country spend $334 more on every white student than on every nonwhite student.”
These disparities can add up for high-minority schools. California schools, for example, that serve 90 percent
or more nonwhite students receive $191 less per pupil than all other schools and $4,380 less per pupil than

schools serving 90 percent or more white students.®

By 2020 a majority of American school-age children will be children of color, and these are our engines of

future economic growth.? If we fail them, we will fall far short of our national economic potential in the future.

MAKE THE UNITED STATES FIRST IN EDUCATION
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SECTION 1 CHAPTER 1

Advance primary and
secondary education




hildren in the United States are not consistently graduat-

ing high school with the skills they need to pursue higher

education or jobs. A 2009 report by McKinsey & Com-

pany on the gaps in primary and secondary school achievement

argued that the United States is experiencing “the economic

equivalent of a permanent national recession.”

The report noted that, “If the United States
had in recent years closed the gap between its
educational achievement levels and those of
better-performing nations such as Finland and
Korea, [gross domestic product] in 2008 could
have been $1.3 trillion to $2.3 trillion higher.

”14

This represents 9 to 16 percent of GDP.

With only about one-third of eighth graders
proficient in key subjects, our education sys-
tem is simply not delivering the goods. Some
of what has to be done needs to occur outside
of our schools since attainment is strongly
affected by the economic circumstances of the
children who attend. The policies described
later in this report to expand the middle

class, improve economic security, and put

children in a better position to succeed are
important to improving our educational out-
comes. But much also needs to be done in the

schools themselves.

To maintain our position as the world’s
economic leader, we must regain our former
status as the world’s premier developer of its
natural abilities. Below we propose a frame-

work and a set of policies to make this happen.

The education reform policies articulated in

this section follow a five-part framework:

* Enroll more children, especially low-
income children, in high-quality prekinder-

garten programs

ADVANCE PRIMARY AND SECONDARY EDUCATION



* Increase funding of underfunded schools

* Address the incoherence of a K-12 gov-
ernance system in which 14,000 local
school districts are responsible for almost
100,000 schools

* Improve the overall quality of the teaching

and education-leadership workforces

* Embrace innovation and experimentation

Research shows that early

childhood education

produces the highest

economic rate of return of any

educational investment.

Policies to expand access to
high-quality prekindergarten
programs for 3- and 4-year-
old children

All children should have access to high-qual-
ity preschool. Children who participate in
these programs do better in school, are more
likely to graduate and attend college, and are
more likely to transition to successful adult
lives.” Indeed, research shows that early
childhood education produces the highest

economic rate of return of any educational

300 MILLION ENGINES OF GROWTH

investment.'® And the benefits go not only
to individual participants but also to their

families and society at large.

A study by the Federal Reserve Bank of
Minneapolis, for example, calculated that

the annual real rate of return on investments

in one pilot preschool program exceeded 16
percent, a full 12 percent of which went to the
general public and the government.” A recent
National Institutes of Health study of Chicago’s
preschool program for low-income families pro-
jected that the program will generate up to “$11
of economic benefits over a child’s lifetime for

every dollar spent initially on the program.”®

While preschool enrollment in the United
States has increased to 74 percent among
4-year-old children and to 51 percent among
3-year-old children, the lowest-income and
most disadvantaged children are the least
likely to participate in preschool programs—
and children from middle-class families aren’t

faring much better.*

The federal government, in partnership with
states, should offer every child ages 3 and

4 the opportunity to participate in a high-
quality public preschool program. We propose
a preschool initiative that enables children
whose families are at or below 200 percent

of the federal poverty line to enroll free of
charge. Children from families above 200
percent of the poverty line should be charged
a sliding tuition co-pay.

We estimate the annual federal cost of

this expansion to be $12 billion, depend-



AT A GLANCE

Primary and secondary education policies

Problem: American workers are falling behind educationally, threatening their ability to build good
lives for themselves as well as a strong economy. Only a third of U.S. eighth graders are proficient
in math and reading,'® and two-fifths of incoming U.S. college students are unprepared for college-
level coursework. Our students rank 14th in the world in reading, 17th in science, and 25th in math."
Out of 27 industrialized countries, the United States ranks 22nd in high school graduation rates."”

Solution: Enhanced, targeted federal funding will leverage greater access to early childhood
education, improved classroom teaching, the discovery and adoption of best education practices,
and adequate resources for all schools. The measures described later in this report to bring more
families into the middle class will also play an important role in improving education outcomes.

Key policy ideas:

m Establish an early childhood education sys- development, upgrade STEM teaching, re-
tem, in which the federal government and form compensation systems, and tie teacher
states share the costs, to enroll more children tenure to performance and career progress,
ages 3 to 4 in prekindergarten programs. not years of service.

m Boost federal Title | funding for low-income m Use a federal formula and competition-based

schools and reform its dissemination. funding streams to encourage states and dis-
tricts to experiment with longer, redesigned
m Collect and publish school-level achievement school days and expanded school years.

and accountability data to evaluate the edu-
cational productivity of schools and districts in m Other proposed policies include increasing

order to identify and propagate best practices. the use of technology in classrooms, devel-
oping standards for instructional tools, and
m Use federal grant programs to promote ef- rethinking school governance structures.

fective teacher evaluation and professional

Outcomes: The United States will rank first in the world on most international rankings, more than
90 percent of our students will perform at or above grade level for major subjects and will graduate
from high school ready for college and careers, and the need for remedial education at the college
level will be virtually eliminated. m



ing on the length of the class day and the
sliding tuition rates. This cost should be
split between the federal government and
the states. The federal government should
provide grants to state education agencies
based on a matching formula that considers
district concentration of poverty, state fiscal
effort, and the cost of providing education.
States should contribute their own funding

to receive the federal match.

Preschool expansion should be paired with
robust reforms to ensure that the early gains
that children make in preschool are sup-
ported and enhanced as they transition to
kindergarten and the early grades. A highly
successful example of this is the Child-Parent
Centers, a preschool program that provides
services for low-income families with children
as young as age 3 and includes a school-age
program extending into third grade. Cost-
benefit analysis of the Child-Parent Centers
has shown it to be highly effective and well

worth the investment.?

Policies to expand, target, and
reform K-12 funding

To give all children access to the quality edu-
cation needed to reach their full potential, we
must ensure that all schools receive the fund-
ing they need to educate their students, and
we need to be smarter about how we spend
that money. Too many schools, typically
middle- and low-income schools, are under-
funded and, as a result, struggle to provide

high-quality education.
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Improve the targeting of state and
district funding systems

The manner in which schools are governed—
entrusting the bulk of the responsibility to
local and state governments—is at least part
of the school-funding dilemma. The majority
of school funding—approximately 90 per-
cent”—comes from state and local sources
fueled by property, sales, and income taxes,
and the manner in which these funds are dis-

tributed to schools is grossly inequitable.?

To address this problem, states should move
their funding to student-based budgeting
systems, also known as weighted student-
funding systems, that allocate dollars based
on the extra educational needs of certain
groups of students—for example, those

from low-income families, English-language
learners, and students with disabilities. We
propose adding requirements in federal fund-
ing streams such as Title I of the Elementary
and Secondary Education Act, or ESEA,

that require or encourage states to move to
weighted student-funding systems as a condi-

tion for receiving funds.

Increase, simplify, and reform ESEA
Title | funding

While school funding is heavily dependent
on state and local dollars, ensuring that our
schools are fully funded is a national priority
that demands a national response—espe-
cially with respect to low-income schools
that cannot raise adequate funds from their

own communities.



The $14.5 billion Title I program is the
primary method by which federal funding

is distributed to low-income schools.”® We
propose increasing the level of Title I funding
but also, just as important, allocating it more
effectively than it has been thus far.

We propose an increase in Title I funding of
$1 billion, an amount designed to accomplish
two objectives. The first goal is to mitigate
the fact that most low-income schools are
severely underfunded, unable to attract the
best teachers and administrators, or provide
adequate counseling, technology, facilities,
and other services and investments that
students need. The second objective is to ease
the disruptions that the change in the Title

Ol
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Science class

I formula we are proposing, discussed next,
would cause to schools that lose some of the

funding they have come to rely on.

We also propose a new, simplified Title I
formula. The current formula results in funds
flowing disproportionately to school districts
with low concentrations of children in pov-
erty, very large school districts, and districts
in wealthy states. In the Center for American
Progress report, titled “Bitter Pill, Better
Formula: Toward a Single, Fair, and Equitable
Formula for ESEA Title I, Part A,” we proposed
collapsing Title I's four current formulas into
one transparent, more fair, and less complex
formula that better fulfills the original purpose

of the program: providing additional resources
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to districts serving concentrations of children

from low-income families.?*

Finally, we propose changing the rules govern-
ing one of the conditions to receive Title I aid.
Title I's goal of providing additional resources
for low-income students is obviously under-
mined if state and local districts just cut their
own funding of schools that receive the federal
aid. Ostensibly, there is a rule to prevent that.
But the rule’s method of calculating how much
different schools within a district receive in
state and local funding is arcane and has a
loophole that allows districts to mask funding
inequalities.”® We propose changing the rule
to a much simpler and direct calculation that
would more clearly require at least equal per-

pupil state and local support at Title I schools.

Improve education productivity

With dollars scarce and education so impor-
tant, we need to ensure that schools operate
as productively as possible. Yet currently only
two states, Florida and Texas, produce school-

level productivity measures.

We propose that the U.S. Department of
Education encourage states to collect more
educational-productivity data. It can do this
by requiring state-based longitudinal data
systems that receive federal grants to collect
information about the cost effectiveness of
educational expenditures within their states.
States might, for example, track the perfor-
mance of individual students over time to
better understand the cost effectiveness of

specific programs or curricula.
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To be sure, this solution won’t by itself allow
us to compare the cost effectiveness of educa-
tional spending between states. That’s because
different states currently use different state-
wide tests to assess their students, so we lack
a common baseline to compare cost effective-
ness across states. Nonetheless, our proposal
is an important first step in encouraging states
to at least begin to evaluate and compare the

productivity of their schools and districts.

Policies to improve school
governance

Successful education reform demands that
we re-examine some hoary assumptions and
familiar structures. It seems ever clearer

that our traditional faith in local control by
elected municipal school boards cannot cope
with today’s realities, whether that involves
changing demographics, new opportunities
for digital learning, intense fiscal pressures,
statewide and nationwide virtual schools, and
myriad forms of interdistrict choice. This is

especially true in urban America.

A book produced by the Center for American
Progress in collaboration with the Thomas

B. Fordham Institute, titled Education
Governance for the Twenty-First Century,?
outlines in detail the problems with our cur-
rent system of 14,000 local school districts,
mostly overseen by elected boards of educa-
tion, responsible for almost 100,000 schools,
with blurred lines of responsibility, uneven
funding, and shocking inefficiencies. The
current ungainly structure broadly hinders

efforts to nationally improve how we educate.



The U.S. Department of Education should
partner with states to lead a national conver-
sation on educational governance. It should
address the hard questions and debate the
merits of governance reforms such as mayoral
control, district consolidation, and school-
funding systems. And it should produce and
disseminate research and best practices that

explore alternative forms of governance.

Policies to reform the teacher
and education-leader
workforces

Teaching is at the heart of education. Yet

public education has failed to accommodate
changes in the labor force and embrace ways to
ensure we have the best possible teachers and
school leaders, and that they are appropriately
rewarded and supported, in our school systems.

There has, however, been substantial progress
of late. States have launched efforts to reform
their education systems, and issues of quality
and effectiveness of teachers and principals
have entered the vocabulary of reformers

and political leaders. It is now recognized
that tenure and experience do not automati-
cally equal effectiveness, and better tools for
evaluating educators are being developed and
implemented. In many states, teacher evalu-
ation has become the mechanism for deter-
mining professional-development needs,
identifying areas of the teacher pipeline that
need shoring up, and determining if high-per-
forming educators are being fairly distributed
among schools. These issues were not the

focus of discussion two years ago.

There is still, however, much work to be done,
and the federal government has levers available

to facilitate reforms at the state and local level.

First, investments from ESEA’s formula-
funded $2.5 billion Title II Teacher Quality
State Grants program should be refocused.
Despite large federal investments in this
program over time, there is near-universal
agreement that these dollars have not sig-
nificantly improved teacher effectiveness.?’
We therefore propose shifting at least 25
percent of Title IT funds from formula to
competitive grants and adjusting the rules
governing the formulaic dollars to ensure
that they are used in ways proven to improve

teacher effectiveness.

We also propose that an additional 2.5 per-
cent of these funds be dedicated to improving
state capacity to develop and implement bet-
ter educator-evaluation systems. And, along
with the Obama administration, we propose
eliminating or consolidating a number of
programs within Title II of ESEA that are too

small to have much of an impact.?®

We also embrace the administration’s proposal
to create a $400 million competitive Teacher
and Leader Innovation Fund.?® These funds
should be used to support innovative strate-
gies by states or districts to develop more
aggressive recruitment strategies, strengthen
tenure processes, retain and reward effective
teachers and principals, and institute career

ladders for teachers, among other reforms.

Finally, we embrace the administration’s pro-

posal to create an $80 million STEM Teacher
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Pathways program that focuses on recruiting,
preparing, and placing talented STEM educa-
tors in high-needs schools.*

The above funding streams should be used
in the following ways to improve teaching

in America.

Strengthen teacher compensation and
incorporate career ladders

The current pay system used by most school
systems is the single-salary schedule, which
fails to recognize the differences among

teachers in terms of skill and knowledge, as

well as market demand for specific disciplines
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such as math and science. Most systems
remain wedded to two measures—years on
the job and advanced-degree attainment.
Scores of school districts have taken strides
toward sensibly differentiating teachers’
pay, often with the support of philanthropic
foundations or the Teacher Incentive Fund

program. But more needs to be done.

Teachers should receive differential com-
pensation based on their levels of effective-
ness; career-ladder positions should be
determined by roles and responsibilities,
areas of specialty, and service in hard-to-
staff schools. And student academic growth
should be a significant factor when measur-

ing teacher effectiveness.



To maximize effectiveness, compensation
policies must be aligned with improvements
in other human-resource policies such as
teacher evaluation, tenure policies, and
professional development. Evaluation and
teacher training are discussed below. With
respect to professional development, formal
career ladders should be developed that offer
teachers paths to advance into different roles

and responsibilities.

Policymakers must view compensation
reform as a strategy to recruit, motivate,

and reward talented teachers. Compensation
reform can also build the capacity of public
schools to take on the hard work of systemic
improvement that is so critical for raising
student achievement. Current initiatives in
science, technology, engineering, and math
are not succeeding in providing enough of
our students with the knowledge needed

to compete in these critical areas. We must
make teaching science and math an attractive
option by offering higher levels of compensa-

tion to teach these subjects.®

The proposed Teacher and Leader Innovation
Fund and other competitive grant programs
should support more research and technical
assistance to explore innovative models of

compensation reform.

Tie teacher tenure to performance and
student achievement

The initial impulse for developing tenure
laws was to protect teachers from unfair

dismissal, but current tenure laws are anach-

ronistic and create more problems than they
solve. It makes the process of dismissing

an ineffective tenured teacher prohibitively
lengthy and expensive in most states and
districts, and teacher tenure-evaluation
processes remain largely disconnected from
teachers’ performance in the classroom or

student achievement.

The Teacher and Leader Innovation Fund and
other competitive-based programs should be
used to encourage states to change their ten-
ure statutes to explicitly mandate that teacher
retention and dismissal decisions are driven
by teacher effectiveness. Connecticut and

Michigan have recently made such changes.*

Improve teacher evaluations

The changes in teacher compensation and
tenure that we describe above are premised
on the availability of rigorous systems of
teacher evaluation. The Center for American
Progress, together with The Education Trust,
has developed a specific set of actions for
states to implement robust evaluation sys-
tems that incorporate measures of teacher
impact on student growth, as well as rigorous
observations of practice based on multiple
observations per year, among other mea-
sures. The results of such evaluation systems
can be used not just for compensation and
tenure decisions but also to guide profes-
sional development, identify inequities in
how the best teachers are distributed among
schools, and to hold teacher preparation
programs accountable for the performance of

their graduates, which we discuss more below.
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Recent federal policy has already pushed
states to adopt most of these recommenda-
tions.*® But we should build on this momen-
tum by using the competitive grant programs
described above to create additional incen-

tives for adoption of these practices.

Strengthen teacher education and
training

We propose greater accountability for
teacher-preparation institutions. Our
current system for holding U.S. teacher-
education programs accountable has failed
to guarantee program quality. Despite wide
variation in quality, of the more than 2,000
teacher-training programs, states only
identified 38 in 2010 as low performing.®*
Moreover, 27 states have never identified a
single low-performing program since these
requirements went into effect more than a

decade ago.*

States must replace the current toothless
accountability policies and assert their
authority to impose real consequences on
ineffective programs. Specifically, we call for
states to establish a single set of common
standards for teacher-preparation programs
to ensure that quality is defined the same
way, no matter where the program is located
or where the graduate is employed. We

also recommend that every state’s teacher-
preparation program accountability system
includes a teacher-effectiveness measure
that reports the extent to which program
graduates help their pre-K-12 students

learn. In addition, program graduates’ per-
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sistence rates in teaching, which track their
continued employment, should be reported
for every teacher-preparation program.
Feedback surveys from preparation-program
graduates and from their employers should
be part of state program accountability.
Lastly, a new system of teacher-licensure
tests should be designed and implemented

for state accountability.

States can be moved in these directions by
amending the requirements of Title II of the
Higher Education Act. These requirements can
be specified through regulations—indeed, the
administration began this process in 2010. The
U.S. Department of Education should move

forward quickly with this regulatory effort.

Improve postgraduate professional
development

The state of professional development in the
nation’s schools systems is highly prob-
lematic. Professional development often
includes one-time workshops that focus
mostly on awareness or general knowledge
rather than specific skills, courses that are
not adequately connected to practical and
relevant skills improvement, and models
that have little basis in what is known about
effective instruction, curriculum, or class-

room interactions.

Professional development should be pro-
vided continuously over the course of the
entire school year with groups of educators
sharing best practices and getting guidance

from peers, and it should include work with a



coach—all across multiple lessons and subject
areas. Professional development should also
be integrated with evaluations so it is focused

on where it is most needed.

Competitive-grant ESEA Title IT dollars
should be used to create incentives for these
improvements in professional development.
In addition, formulaic Title II funds should
be more contingent on results. Districts
should be required to conduct comprehensive
audits of all of their investments in profes-
sional development to determine whether
their spending provides real opportunities for
teachers to improve. Funding would be con-
tingent on training that makes a difference or

plans to improve that training.

Policies to encourage
educational innovation and
adoption of best practices

Given the performance of many of the nation’s

schools, we should not be afraid of change.

The federal government’s current role in
bringing about change has been primarily to
encourage experimentation and the develop-
ment and dissemination of best practices. We
propose an expansion of this role using $8.5
billion of additional funding for the following

existing or proposed federal programs:

* Race to the Top, or RTT
* Teacher Quality State Grants
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* Investing in Innovation Fund, or i3 prepare for the first two rounds of the RTT

* Supporting Effective Charter School competition even before the grant winners
Grants were announced. The Teacher Incentive Fund

* Charter Schools Program has spurred dramatic changes to teacher

* Promise Neighborhoods compensation, evaluation, and other human-

* Social Innovation Fund capital approaches that improve teacher

* Teacher Incentive Fund effectiveness. Advanced Research Projects

* Advanced Research Projects Agency for Agency for Education, or ARPA-ED, is now a
Education small program that funds industry, universi-

* Time for Innovation Matters in Education ties, or other innovators to identify learning

science and technological breakthroughs that

Of the existing funds, many have been very can transform teaching and learning. In total,
effective at promoting positive change. The all of these programs represent less than 3
RTT and i3 programs have spurred signifi- percent of federal education spending but

cant education reforms. More than 25 states ~ have the potential to identify and expand sig-

changed their education laws or policies to nificant innovation. We believe these funds
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should largely continue on the paths they
have been on but offer the following as areas

of focus for additional funding.

Encourage rigorous curriculum and
national standards

A growing body of research suggests that a
teacher’s instructional tools—textbooks,
homework, practice sheets, etc.—make an
enormous difference in student learning. One
recent study found that the selection of a cer-
tain math curricula over another can lead to
higher achievement among first- and second-
grade students.* The federal government

can play a key role here. For one, it can help
fund and distribute best practices around

the Common Core State Standards,* as it
has through Race to the Top. For another,

the federal government can fund research
around effective curricula. The Department
of Education’s Doing What Works program
devotes some effort to curriculum devel-
opment, as has Race to the Top, but these
efforts should be expanded with a particular
focus on STEM subjects.

Make better use of technology

Technology can help provide students with
the skills and knowledge they need in more
cost-effective ways. Technology can also
create more personalization of educational
material. Students vary as learners, yet
schools basically treat all students the same.

Technology can help teachers personalize

their teaching to individual students and

their particular needs and skills.

The National Educational Technology Plan
recommended that every student and educa-
tor have at least one internet-access device.*
Some states and districts have already taken
some important steps in this regard. Idaho,
for instance, recently used federal, state, and
private funds to launch an initiative to estab-
lish high-speed broadband connections for

every school.*® But policymakers can do more.

To start, we need better metrics on how tech-
nology is used currently in schools, a research
program the federal government should fund.
We also need more innovative programs similar
to i3 that reward forward-thinking schools

and districts. And we need to use technology

to augment the way schools deliver instruc-
tion. One model is the Rocketship schools in
San Jose, California, which incorporate online
learning in the school day. As a start, future i3

rounds should have a specific technology focus.

Encourage experimentation with school
hours and days

Expanded and quality learning time in the
form of longer school days or expanded school
weeks or years has proved to be highly effec-
tive, especially for students in high-poverty
schools. The Center for American Progress
Action Fund, with the National Center on
Time & Learning, has proposed the Time for
Innovation Matters in Education Act, or TIME
Act. The act would amend ESEA to provide
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funding to states and districts for the cre-
ation of expanded-learning-time initiatives to
lengthen the school calendar by a minimum
of 300 hours for all students in participating
schools.®’ The U.S. Department of Education
should also continue to use federal competi-
tive-based grants and its waiver authority to

encourage increased learning time.*

We also propose reconfiguring school time
in other nontraditional ways. Experts
believe that Carnegie Units—a system of
earning high-school credits based on the
length of time a student has studied a
given subject—and other seat-time-based

policies are one of the biggest barriers to
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better, improved learning.*” Some states
and districts have taken important steps
forward. In New Hampshire, for example,
high schools recently began giving students
credit based on demonstrated mastery of
course-level “competencies,” which are the
skills and knowledge that are outlined in the
state’s curriculum frameworks.* Idaho also
recently passed a law to change the state’s
public-school funding formula so that funds
follow a student taking online or dual-credit
courses in which the student received both
high school and college credit.** Federal
funding streams—both formula- and com-
petitive-based—should encourage states and

districts to experiment with learning time.



Promote experimentation with new
schooling models

Over the past 20 years, states and districts
have experimented with new models of
schooling, including charter schools, career
academies, virtual schools, early college
high schools, dual-enrollment programs,
and schools working in partnership with
community groups to provide a wide range
of services to children. Some pioneering

districts have authorized and oversee a

portfolio of various school models that
increase choice and spur innovation across

the system.

The federal government should continue to
support such work through programs such
as the Charter Schools Program, Promise
Neighborhoods, and i3. By supporting such
reforms, the federal government can send a
strong signal to states and districts that rein-
venting school models is critical to meeting
the needs of all students. m
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nsuring that our economy benefits from the talents

of our citizens requires that educational opportuni-

ties include accessible and affordable high-quality

postsecondary education and workforce training. Research by

the Georgetown Center on Education and the Workforce has

shown the increasing need for higher levels of education and

training in the labor market.

Between 1973 and 2018 the “jobs available
for workers with postsecondary education are
projected to increase from 28 percent to 63
percent of all occupations.” In other words,
in the near future almost two-thirds of jobs in
our economywill require some type of educa-

tion or training beyond high school.?

Our education and training system is not on
pace to meet this demand. Only 41 percent of
adults ages 25 to 54 have a two-year degree or
higher, with an additional 19 percent hav-

ing spent some time in college.* Overall our
workforce is projected to encounter a deficit

of skilled workers in the next five years, fall-

ing short by 3 million workers with college
degrees and almost 5 million workers with

postsecondary credentials.’

But this is only part of the story. Boosting
the education and training of our 300 million
engines of growth would also increase pro-
ductivity, innovation, and entrepreneurship,
which would improve the efficiency of the
national economy, create new products, and

generate more wealth for everyone.
That’s why our plan focuses on developing

the world’s best-educated workforce—so we

can take advantage of the long-term need for
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highly skilled workers while also driving the
global economy toward the new industries and

markets that our skilled workers help to create.

In the near future almost
two-thirds of jobs in our
economy will require some

type of education or training

beyond high school.

To do so, we must first identify the problems
in our higher-education system that prevent
us from developing a sufficient number of

welleducated and highly skilled workers.

Seventy percent of high school graduates
enroll immediately in two-year or four-year
colleges,® but less than 60 percent of full-time
students who enroll in bachelor’s-degree
programs complete their programs within

six years, and only 30 percent of students
enrolling in two-year institutions complete
their certificate or associate’s-degree program
within three years.” Some colleges graduate
less than 10 percent of the students who ini-

tially enroll; a few colleges graduate none.

One reason for low success rates in both
enrollment and completion is that some high
school graduates are poorly prepared for

college study, with 4 out of 10 who enroll as

300 MILLION ENGINES OF GROWTH

undergraduates requiring some type of reme-
dial instruction.® Additionally, the lack of
high-quality advising and counseling services
often leads students to make bad decisions
about where to enroll and what to study.’
Another factor is the rising cost of college:
According to student surveys, more than 50
percent of students who fail to graduate cite

the high cost of tuition and fees.™

Colleges and universities must improve in
each of these areas. Federal taxpayers provide
approximately $150 billion annually to higher
education—through student loans, Pell
Grants, and campus-based aid.™ It is unac-
ceptable to continue sending taxpayer dollars
to institutions that enroll students but do not

ensure those students persist to a degree.’”

College also has become increasingly unaf-
fordable for low-income and middle-class
families. The average net price of a single
year of college education in 2012-13, after
accounting for grant aid and federal tax
credits, and including room and board, was
approximately $12,100 at a four-year public
institution and $23,800 at a four-year private
institution.” Over the past 30 years, the
cost of sending a student to a public four-
year college, after adjusting for inflation, has

increased by 250 percent.™ (see Figure 1)

One of the reasons public institutions have
been raising tuition and fees is that state
spending on higher education has been in
continuous decline. According to the College
Board, inflation-adjusted state appropria-
tions per full-time-equivalent, or FTE, student

declined by 25 percent over the past five years.



AT A GLANCE

Postsecondary education

Problem: The inability of many Americans to access and complete high-quality, affordable post-
secondary education threatens the economic mobility of America’s 300 million engines of growth
and the U.S. economy overall. The United States ranks 16th in the world in the proportion of
college-educated adults among those ages 25 to 34, down from ranking third in 1997!

Solution: Harness the consumer power of better-informed students and their families to demand
improved, relevant, and cost-effective postsecondary education. Create more flexible and cost-
effective paths to a college degree or credential, ease the financial burden on students and
graduates, and better connect training to industry.

Key policy ideas:

m Improve public disclosure of important infor-
mation about postsecondary education in-
stitutions and programs. Expand and improve
the recently released College Scorecard to
include additional information about value,

m Standardize articulation agreements to help
the 6 million students who will transfer between
schools at some point in the next five years to
progress toward their degrees and credentials.

including graduates’ earnings. Mandate the m Use prior-learning assessments to help more
use of easy-to-understand and standardized
financial-aid offer letters and the release of
public-accreditation reports.

students receive credit for knowledge and
training acquired outside the classroom and
translate high-quality, free online coursework
into college credit.
m Encourage students to make informed, better

choices about what program to pursue, includ-  m Create the Workforce Investment Trust to train 1

ing seriously considering whether to major in
STEM fields by showing, as part of the College
Scorecard, the higher employment and salary
levels of engineering and science graduates.

million adult workers in community college and
industry partnerships, 1 million adult workers in
registered apprenticeships, and 1 million adult
workers in career-pathways programs.

Other policies include raising the maximum Pell Grant award, automatically enrolling high-risk

student-loan borrowers in income-based repayment plans, and deploying “college ambassadors” to

provide counseling to hundreds of thousands of first generation and low-income high school stu-

dents. We also propose universal access to career-navigation services.

Outcomes: High-quality postsecondary education will be available to all Americans, with the
United States ranking first in the world in the proportion of adults who earn a college degree or

postsecondary credential. m
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Statistics, Integrated Postsecondary Education and Data System.

Correction: Two of the labels in the key were mislabeled in the original online version.
The current version above and online contains the correct labels.

The drop was 10 percent in 2011-12," the larg-

est single-year drop in at least 50 years.'

As a result of declining public investment

and rising tuition costs, college students and
their families are more in debt than ever.
High debt burden has led to serious financial
struggles for recent graduates. According to
the U.S. Department of Education, 13 per-
cent of student-loan borrowers defaulted on
their federal loans within three years of their
first payment coming due, and at for-profit
schools the default rate is 23 percent, more
than double the rate at public and nonprofit
schools.’” Frequently, the former students
who default did not complete their educa-
tional program and are punished twice—once
for their failure to graduate and then for their
default. High levels of default and delin-
quency carry a high human cost and are also a

drag on overall economic growth.'®

300 MILLION ENGINES OF GROWTH

For all Americans to reach their full potential,
policymakers need to ensure that more stu-
dents complete a high-quality postsecondary
education, that students graduate with the
knowledge and skills necessary for success

at work and in life, and that a college educa-
tion is more affordable for low-income and

middle-class families.

We propose reforming the postsecondary
landscape by making the entire system more
accountable to students and taxpayers via

policies that:

* Harness the consumer power of students

and families

* Create flexible and cost-effective paths to a

college degree or credential

* Invest in higher education while holding

schools accountable for results

Policies that harness the
consumer power of students
and families

Imagine signing up to buy a product or service
without knowing its cost, its quality, or the
likely benefits of purchasing it. Each year,
millions of students do exactly that when they
enroll in postsecondary education. And their
lack of information is hurting them and allow-
ing educational institutions to sell “defective
products” that don’t serve the purpose for
which they are sold. Increasing access to infor-
mation will not only help individuals, it also

can make colleges better.



Colleges and universities obscure the price
families will pay by burying tuition informa-
tion on their websites and using complicated
discounting procedures. They also avoid con-
crete measures of quality or return on invest-
ment, offering only oblique information such
as student-faculty ratios. As a result, students
make choices about where to go, what to
study, and how to pay for college with insuf-

ficient information to guide their choices.

This information asymmetry has conse-
quences for individual students, the higher-
education market, and the economy as a
whole. Students often find themselves deep
in debt and lacking a degree or credential
of value, either because the quality of their
education was poor or because the skills
they garnered do not match what the labor
market needs. And because student choices
are ill-informed, these decisions are not
properly regulating the higher-education
market; colleges are free to raise tuition at
will and to offer programs of varying quality
that bear no relationship to the job market.
In the end, the economy suffers—students
enter the workforce but don’t or can’t con-
tribute to their full abilities.

As the Center for American Progress illus-
trated in its “Buying College” report, the
answer to this problem is deceptively straight-
forward but will have a dramatic effect,
empowering Americans to demand useful
degrees at a reasonable price.” Give students
and their families better information, and it
will change their decision making. In turn,
better decisions will change colleges, as institu-

tions respond to better-informed demand.

The federal government already collects huge
quantities of information about colleges each
year. But few students and parents use this
vast resource, and there is also information
that is not currently collected but that would
be useful. For the greatest impact, students
need easy-to-understand, easy-to-find infor-
mation. And, when necessary, they need sup-
port from knowledgeable advisors. To achieve

this, we propose:

* Expanding and improving the U.S.
Department of Education’s College
Scorecard, providing tools to making

comparisons easier

* Requiring colleges to use easy-to-under-

stand standardized financial-aid letters

* Making accreditation-agency reviews

publicly available

* Creating an expanded college-ambassador

program

* Guiding individuals through the training

maze with career-navigation services

Expand and improve the U.S. Department
of Education’s College Scorecard

The College Scorecard provides prospec-
tive students with key information that
can help them make an informed decision
on their education. We propose expand-
ing the College Scorecard to include infor-
mation about the value of the education

provided by detailing earnings information
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from the Social Security Administration for
those who completed or failed to complete
a postsecondary education program. This
information should be obtained at both an
institutional and a program level. New tools
should be developed to make comparisons
easier. And efforts should be made to train
high school counselors and others engaged
in college outreach on how to access and
use the College Scorecard to support better-

informed student choice.

The virtue of nutrition labels on food is their
standardization and ease—they are readily
accessible any time you pick up a product.

In similar fashion, allowing college students

to have key facts and data when they most
need it, the U.S. Department of Education
should ensure that information about the
College Scorecard is widely disseminated and
that postsecondary institutions prominently
display their College Scorecard with a link

to a comparison tool on the front pages of
their websites, as well as on applications and

marketing materials.

With these tools, students and parents would
be able to compare colleges with respect to the
success of their graduates and the likely cost
of attendance. Colleges would be forced to
compete with each other based on quality and

value rather than reputation and marketing.

How the College Scorecard could look after incorporating new, valuable information

College X College Y College Z

What is the average net price?

How much has the net price changed in
the last 2 years?

What percentage of students graduate?
Are students able to repay their student loans after they

graduate as measure by default rates?

What is the average amount a student borrows for an
undergraduate education?

What percentage of former students have
earnings three years after graduating?

How much did those graduates earn on average?
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Consumer information and STEM education

Educating students for employment in science, technology, engineering, and mathematics is a national prior-

ity. Studies show that 40 percent of science and engineering students switch to different majors during their

time as undergraduates.2° Providing students with real-world data—comparing outcomes for different pro-

grams at the same school—may encourage more college students to continue their course of study. Consider

these starting salaries for recent college graduates:?

m Engineering: $62,000

m Computer science: $61,000
m Health sciences: $45,000

®m Math and sciences: $40,000
[

Humanities and social sciences: $35,000

As important as these additional tools would
be, having more granular or customized infor-
mation—such as cost information by family
income and graduation rates for students
from different academic and economic quin-
tiles or racial/ethnic group—would be helpful
to students and families in making the deci-
sion about where to enroll and what to study.
For this reason, information about employ-
ment rates and average salaries by academic

major should also be provided.

Require colleges to use easy-to-
understand standardized financial-
aid letters

One of the keys to changing colleges through
better consumer information is ensuring that
families are making conscious choices about

how much they will pay for college and how

they will finance it. But colleges make this
inquiry nearly impossible by using financial-
aid offer letters that are filled with jargon,
that mix loans in with scholarships, and that
leave students wondering just how much they
will need to pay out of pocket. Moreover, each
college has its own format for offering finan-
cial aid, so it is extremely difficult to compare

the offers from one school to another.

This confusion is easily fixed with a stan-
dard format for financial-aid offers. In July
2012 the Department of Education released
a Financial Aid Shopping Sheet, a model
financial-aid offer letter, that makes it easier
for prospective students to locate their net
price, distinguish gift aid from loans, and
quickly see performance outcomes for stu-
dents who enroll at the institution.”? More
than 700 institutions agreed to adopt the
Shopping Sheet.?® In addition, the Consumer
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Financial Protection Bureau has been
working to develop a tool to ease compari-
sons between institutions and aid offers.
Congress should require that all colleges that
participate in federal student financial-aid
programs use a common financial-aid letter
based on the Department of Education’s

Financial Aid Shopping Sheet.

Make accreditation-agency reviews
publicly available

There is no simple way for college-bound
students to ensure that they are picking an
institution that is providing quality programs
overall. Creating a comprehensive measure
of the quality of college programs would be a
complicated undertaking, but there is a way

to give families the information they need.

Accrediting agencies perform in-depth
reviews of colleges. Reports summarizing
these reviews are currently confidential,
but Congress should direct accrediting
agencies to make the results of the reviews
public, providing students and families with
an objective analysis of a college’s perfor-
mance as the newly available information is
digested in college guides and other infor-

mation sources.
Create an expanded college-
ambassador program

Students who make informed choices about

college seek advice from people who have
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experience with the college-choice process,
including peers, parents, neighbors, teach-
ers, and counselors. But research shows that
many students, particularly low-income
students, do not have access to sound advice.
The federal government should ensure that
students have advisors to help them in these

important decisions.

The federal government has long supported
programs that help low-income, first-genera-
tion college students prepare for and succeed
in postsecondary education. Indeed, these
efforts were at the heart of the war on pov-
erty: Since 1964, the federal TRIO Programs
have supported postsecondary-education
outreach and student-support services
designed to encourage individuals from disad-
vantaged backgrounds to enter and complete
college and postgraduate education.” In
addition, the Gaining Early Awareness and
Readiness for Undergraduate Programs, or
GEAR UD, supports early college-preparation
and awareness activities at the state and local
levels to ensure low-income elementary- and
secondary-school students are prepared for
and pursue postsecondary education.” It is
difficult, however, to scale these programs

because of the per-participant cost.

The National College Advising Corps, or
NCAC, developed an innovative way to help
high school students get advice about college.
NCAC places trained recent college graduates
as college ambassadors in high schools to help
students navigate the college-search, admis-
sions, and financial-aid processes. Congress

should create a program modeled on NCAC



that allows college seniors at participating
institutions to receive federal work-study
funding for working as trained college coun-
selors for low-income and first-generation

high school students.

Guide individuals through the training
maze with career-navigation services

The need for better information is certainly
not confined to the world of traditional col-
lege students. In fact, working adults often
need as much or more help and face more
complicated decisions. Choosing whether to

give up a portion or all of family income—

g
Folsen
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not to mention time—to pursue higher
education or job training is a difficult and

stressful decision.

Career-navigation experts—such as career
counselors, career advisors, and career
coaches—can help workers chart the course
of their careers through a complex labor
market. These experts are trained workforce
professionals who can draw upon various
resources to assist workers interested in

advancing their careers.

The problem, however, is that the public-
workforce system is vastly underfunded. As

a result, access to career-navigation services
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is often limited to unemployed workers or

individuals receiving public assistance.?

The federal government should take the
following steps to make career-navigation

services universally available;

* States should ensure that One-Stop Career
Centers provide information about the
full range of public resources available to
support the career-navigation process.
Information about the availability of fed-
eral student aid for vocationally oriented
education and training, for example, would
be immensely helpful for workers contem-

plating career changes.

* States and the federal government should
ensure that One-Stop Career Centers
provide up-to-date access to informa-
tion about the educational and train-
ing opportunities available in the local
area and online. When providing such
information, the centers should ensure
that those they serve have the most
timely and relevant information about
the outcomes for program completers,
including the information available on
the Department of Education’s College
Navigator and College Affordability and
Transparency Center and on the training
provider’s website consistent with the

gainful-employment regulations.

The federal government should develop
and maintain an integrated self-help
system, customizable by states and One-
Stop Career Centers, for individuals to

track their career development through an
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online account, which would include infor-
mation on an individual’s employment
history, education, and professional skills.
The online account should be interoper-
able with leading social-media tools and
be linked to information about a broad
range of career options and labor-market
data. Workers interested in education and
training programs should be able to find
detailed information on providers in their

region and financial aid.

Congress should appropriate an addi-
tional $1 billion annually to allow for the
needed enhancements to the nation’s
workforce-development system. Millions
of adults use this system and for it to be
effective it needs to be a more integral
resource to develop the long-term skills of

the workforce.

Policies to create flexible
and cost-effective paths to a
college degree or credential

The elite edge of our existing system of
higher education still offers the best learn-
ing opportunities in the world. But our
traditional model of elite higher education—
designed for 18- to 22-year-old full-time
students who attend a single school for four
years—is not the right path for every stu-

dent or every occupation.

For many modern students, traditional
campus-based universities do not offer enough
flexibility to fit their complicated lifestyles.

More than one-third of undergraduate stu-



dents are over the age of 25, and many of these
students work full time or support dependents
of their own.?” A lot of these older students
have acquired college-level learning that

comes from noncredit programs, corporate

or military training, workplace-based learn-
ing, volunteering, and other activities. And
some students are taking massive open online
courses or earning “digital badges” for specific
skills. Too often, traditional colleges refuse

to recognize these accomplishments because
they were attained outside the classroom; even
credits obtained at other colleges are often

deemed unacceptable.

Fortunately there are models for address-

ing this shortsighted treatment of out-

side learning. As the Center for American
Progress discussed in its 2010 report, “Degree
Completion Beyond Institutional Borders,”?®
recognizing legitimate outside sources of
education could expand access to high-quality
higher education, reduce costs, and reward
individuals for their skills, capabilities, and
knowledge instead of just the amount of time

spent in a classroom.

Access to these higher education models

should be expanded via policies that:
* Require colleges to ease credit transfers
* Move toward competency-based programs
and offer academic credit toward degree
attainment for prior learning

* Expand access to free and low-cost courses

* Expand access to open-education resources

* Expand community college and industry

partnerships for job-training programs

* Develop 1 million apprenticeships in high-
growth industries

Require colleges to ease credit transfers

Too many colleges put up barriers to earning
a degree or credential by refusing to accept
credits earned at other schools. With more
than one-third of college students transfer-
ring schools at some point in their studies,
this is a serious problem.? A typical student
can earn as many as 20 credits more than is
necessary to graduate. This barrier is both
an impediment to individual attainment of
a college degree and an obstacle to achieving

national goals for college completion.*

Articulation agreements solve this problem
by specifying how credits earned at one insti-
tution will be accepted by another toward
one of its degree programs. The most com-
mon type of articulation agreement is one
between a state’s community college system
and its four-year college system that enables
students earning an associate’s degree to
enroll at a four-year college as a junior.
Unfortunately, these agreements are not

available to all students who need them.

Congress should amend the Higher Education
Act to require all public colleges and universities
whose students receive federal student aid—
such as Pell Grants, Stafford Loans, GI Bill ben-
efits, support from Employment and Training

Administration at the Labor Department,
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Associate Professor of Classical.Studies

at the University of Pennsylvania prepares -
to record a lecture on Greek Mythology in
Philadelphia. 54,000 people from around

the world took his class online for free — a
“Massive Open Online Course,” or MOOC,
offered through a company called Coursera.
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Temporary Assistance for Needy Families at the
Department of Health and Human Services,

or educational assistance at the Department

of Defense—to at a minimum participate in

a common statewide articulation agreement.

Statewide articulation agreements should:

* Provide for a common core curriculum
across all public institutions within the
state, with common course numbering

for core classes

Guarantee that an associate’s degree
fulfills the first two years of core studies
at a public four-year institution within the
state, and encourage states to negotiate

articulation agreements with other states™
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Offer degree credits for prior learning

Prior-learning assessments, or PLAs, mea-
sure what a student has learned outside of
the college classroom, evaluate whether that
learning is college level, and then determine
the appropriate number of college credits.
PLAs are closely tied to the learning out-
comes one would expect from an equivalent

college course.

Prior-learning assessments can save between
$1,600 and $6,000 for 15 credits in the case of
the typical adult college student.?? And PLAs
help adult students complete their degrees: A
study by the Council for Adult and Experiential

Learning found that “graduation rates are



two and a half times higher for students with

[prior-learning assessment] credit.”*?

The federal government should implement
the following policies to expand credit for

prior learning:

* The Department of Education should
encourage institutions to adopt com-
petency-based programs that make it
possible for students to begin their post-
secondary education by having what they
already know tested. Appropriate credit
should be given for the competencies that

students bring with them to the program.

Before an institution can participate

in programs offered to active-duty ser-
vice members or their families by the
Department of Defense or in the GI Bill
program, it must agree to accept credits
earned by service members or veterans

through college-level military training.

Expand access to free and
low-cost courses

Modern technology is creating opportuni-
ties for more students to access high-quality
educational resources at little or no cost. The
online education landscape has dramatically
expanded in recent years, encompassing both
traditional higher-education behemoths such
as the Massachusetts Institute of Technology
and Harvard University—which are partner-
ing to offer access to some of their courses for
free—as well as new entrants, including the

Khan Academy and Mozilla’s Open Badges

Initiative.** Such developments are promis-
ing news for all college students and lifelong
learners—especially the millions who don’t

have access to an elite private university.

The problem, of course, is that finishing

a free online course doesn’t get a student

any closer to a college degree or credential.

As this educational format matures, the
Department of Education should work with
states, accreditors, or other intermediaries

to develop mechanisms to assign academic
credit to high-quality online learning. One
possible approach might be to have states,
accreditors, or other third parties develop and
implement robust competency-based assess-
ments that are aligned to common course
numbering. This would allow high-quality
massive open online courses, or MOOCs, to
be readily accepted into existing core courses
in the state’s public higher-education system.
Students who complete a preapproved MOOC
and pass a sanctioned assessment would
receive credit for passing the public system’s

equivalent course.

Another approach might be to use a Social
Impact Bond structure to promote the
offering of courses by MOOCs that result in
academic credit being awarded by institutions
of higher education. Under this approach,

the federal government would agree to
compensate MOOC providers after a student
had completed a course and an institution

of higher education accepted the associated
credit. To ensure adequate quality safeguards,
payment for the MOOCs might be deferred
until the student completes the following

academic term or the entire program.
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Expand access to open-education
resources

Open-education resources, or OERs, are
educational materials produced by one party
that others are licensed to use free of charge.
For students who struggle to afford col-

lege textbooks, which often cost more than
$1,000 per year, open-education resources
offer the potential for cost savings as state
legislatures, colleges, and new publishing
companies embrace OER and lowcost digital
textbooks. Washington state, for example,
created an Open Course Library stocked
with free materials for 42 introductory

community-college courses.*

The U.S. Department of Education should
help to expand access to open-education

resources and free or lowcost textbooks by:

* Modifying the cost-of-attendance provi-
sions of the federal student-aid programs
to specifically cover a textbook fee that
could be paid to a third party such as a
state or nonprofit agency to provide free or

low-cost textbooks

Assembling a central repository for free
digital textbooks—a federal Digital
Textbook Initiative—modeled on the

California Digital Textbook Initiative3®

Expand community college and industry
partnerships for job-training programs

While a traditional four-year college educa-

tion is the right path for many students, it
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is not the only way to earn a high-quality
degree or credential. Many students—espe-
cially older students—prefer a shorter post-
secondary program that is linked to specific
career opportunities. Such programs can
lead to substantial increases in earnings.?’
Moreover, while our economy is projected
to have a shortfall of as many as 5 million
skilled workers in positions that require
some college education but less than a bach-
elor’s degree, our workforce-training system
is not meeting this demand for training:
Fewer than 200,000 adults earn a degree

or credential each year with support from
the Adult and Dislocated Worker Program,
authorized by the Workforce Investment Act
of 1998, which provides quality employment
and training services to assist eligible indi-
viduals in finding and qualifying for mean-
ingful employment, and to help employers
find the skilled workers they need to com-

pete and succeed in business.*®
These programs provide three types of service:

* Core services, which includes outreach,
job search and placement assistance, and
labor-market information available to all

job seekers

Intensive services, which includes more
comprehensive assessments, development
of individual employment plans, and coun-

seling and career planning

Training services, in which customers
are linked to job opportunities in their
communities, including both occupational

training and training in basic skills, and



are asked to use an “individual training
account” to select an appropriate training

program from a qualified training provider

As the Center for American Progress outlined
in its report, titled “Let’s Get Serious About
Our Nation’s Human Capital,”® the workforce-
training system should expand the availability
of community college and industry partner-
ships to help millions of workers learn new
skills. These programs typically focus on educa-
tion and job-training programs that can be
completed within two years and lead to indus-

try-recognized credentials and certificates.

The partnerships combine public and private
resources to create education and training

programs that are tightly linked to regional

Rod

job tralfing
Employment Servicesiny
AP PHOTO/JOSE LUIS MAGANA

economic development. By partnering with
employers, community colleges develop pro-
grams that are directly aligned with upto-date
job requirements and also ensure that course
offerings are based on projected job openings.
For their part, private-sector partners get to
work with community colleges to design a
curriculum for each program that is directly

relevant to their industry practices.

The bipartisan Strengthening Employment
Clusters to Organize Regional Success Act,
or “SECTORS Act,” and the president’s
Community College to Career Fund are pro-
posals that would expand support and access
to such partnerships,*° but we believe they
are too modest. The workforce system should

be restructured into a Workforce Investment

ADVANCE POSTSECONDARY EDUCATION

0, 2011, teacher

to students ata
t Department of

ashington.




Trust (see next section for a further descrip-
tion) that supports a robust community
college and industry partnership system. The
Workforce Investment Trust would enroll 1
million workers annually in public-private
partnership programs that support one to
two years of postsecondary education or

training in a high-growth sector.

Develop 1 million apprenticeships in high-
growth industries

Arguably the most underutilized form of

postsecondary education and training is the

apprenticeship model. During the course of

There are only 400,000
registered apprentices

in the United States. In
comparison, Germany,
with less than one-third of
our population, supports
1.8 million apprentices,
and approximately
500,000 private

companies participate.
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an apprenticeship, an apprentice is a paid
employee who is also enrolled in a structured
training program. The training program
typically lasts two to four years and includes
a minimum of 2,000 hours of formal on-the-
job training and hands-on work experience,
along with at least 144 hours of classroom
instruction that can be provided inhouse or
by a local community college or technical
college. Apprenticeship completers earn an
average starting salary of $50,000 and make
as much as $225,000 more than comparable

job seekers in their lifetimes.*

There are only 400,000 registered apprentices
in the United States. In comparison, Germany,
with less than one-third of our population,
supports 1.8 million apprentices, and approxi-
mately 500,000 private companies participate.
If the United States reached a similar per-cap-
ita level of apprenticeship training, our system

would support almost 7 million apprentices.*?

In the upcoming reauthorization of the
Workforce Investment Act, Congress should
create a new $2 billion program as part of a
new Workforce Investment Trust (described
below) to support an additional 1 million
apprentices annually. The program should
provide grant-making authority to the Office
of Apprenticeship—a small agency at the
Department of Labor—and direct it to work
with state and local workforce-development
agencies to develop relationships with
private-sector employers in high-growth
and emerging industries such as health care,
information technology, and advanced manu-

facturing. Grants could take three forms:



Postsecondary-education policies for veterans

More than 10 million veterans work in our economy today,“*and they have been one of the foundations of our
prosperity ever since the Serviceman’s Readjustment Act of 1944, better known as the Gl Bill, helped send

almost 8 million veterans of World War Il to college and job-training programs.*

This report includes numerous polices that will benefit veterans, but the following four were specifically de-

signed with veterans in mind:

m Competency-based transcripts: The Military Credentialing and Licensing Task Force is doing important
work to help translate military experience to relevant civilian applications. As men and women begin their
service, the military should already be thinking about how to equip them for their return to civilian life. As
soon as they begin training for their first assignment, the knowledge, skills, and competencies they acquire
during their military service should be captured in a competency-based transcript. Service members
should be encouraged to add experience outside of their military service to that transcript and to develop

a plan for civilian life after their service.

m Gl credits: We should give veterans every opportunity to go to college. But when an institution of higher
education requires a medic who served in Iraq to take Nursing 101 as a degree prerequisite, it is a waste of
both time and money for the medic and American taxpayers who are paying the tuition bill. Schools that
accept either Defense Department or Gl Bill funds should be required to grant “Gl Credits” for demonstrated

prior learning in training and in the field based on prior-learning assessments.

m Veterans’ apprenticeships: Veterans are perfect candidates for the high-skilled jobs that our economy
has to offer, as their training in the armed forces has already given them the “soft skills” that employers
have said are so difficult to find in today’s labor force. Indeed, a coalition of large companies—including GE,
Alcoa, Boeing, and Lockheed Martin—have already announced an initiative to train and hire veterans,*> and
even more have committed to do so through the Chamber of Commerce.*® We believe that the govern-
ment also has a role to play in honing veterans’ skills and bringing them to bear and can do so through our

apprenticeship proposal.

m Access to career-navigation services: All Americans, and especially veterans, can benefit from one-
on-one assistance in developing a career path. The military has already taken a first step by changing the
Transition Assistance Program to a weeklong “reverse boot camp” that will provide resume-writing classes
and mock job interviews to transitioning troops.*” President Obama also used his executive authority to
establish a national Veterans Job Bank and authorize 6-months of career counseling for post-9/11 vet-
erans. These initiatives can be enhanced by connecting them to the broader range of career navigation

services, as described in this report.

CAP’s plan for veterans will provide fuel for our country’s long-term economic growth. It is the smart thing to
do and the right thing to do.
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* Annual grants to employers to partially

offset the costs of apprenticeship training

* One-time grants for sector-based public-
private partnerships to buy equipment
that would support registered-apprentice-

ship training

* Seed money for sector-based public-
private partnerships to develop industry-
recognized credentials in high-growth and

emerging industries

Policies to invest in higher
education while holding
institutions accountable
for results

While a college education in the United States
has never been universally available at no cost
as is sometimes the case in other countries, we
have for decades offered a variety of assistance
to ensure that college is possible for a growing
number of students. But our national commit-
ment to maintaining the best-educated and
most highly skilled workforce in the world is
in doubt. Over time, public support for public
institutions of higher education has declined,
despite the fact that more than 70 percent of
undergraduates enroll at these institutions.
Student tuition at public institutions of higher
eduation rose from 23.3 percent in 1987 to 47
percent in 2012.% And many policymakers are
proposing additional cuts to critical federal pro-

grams such as Pell Grants and Stafford Loans.
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To continue on this path would be an eco-
nomic disaster. A recent report by the National
Science Board, titled “Diminishing Funding
and Rising Expectations,” found that continu-
ing increases to tuition and fees will threaten
our ability to develop the next generation of
scientists and engineers, who are crucial for
innovation-led economic growth.* The study
stressed that a stronger commitment to public
funding “is imperative if our Nation is to
increase the number of highly skilled U.S. sci-
ence and engineering graduates and compete

in today’s knowledge-driven global economy.”*

We must return to making the investments that
are necessary, but we also need to ensure that
the investments are producing college degrees
and postsecondary credentials. Colleges should
expect taxpayer dollars to correlate to degree
completion not enrollment rates. And job-train-
ing providers should expect taxpayer dollars

to support programs that are directly linked to

growing opportunities in the labor market.

We suggest policies that are designed to boost
public investment while also helping lower
college costs, make it easier for families and
students to finance higher education, and
reward schools and job-training providers
who prepare their students for long-term

success by:

* Boosting Pell Grants to provide more

opportunities for low-income students

* Creating a Workforce Investment Trust



students dd?irMeciation
class at'the SSG GlennH:English Jr., Army
Education Centerof Austin Peay University

at the Fort Campbell Army Base in Kentucky.

* Making income-based repayment the

default option for high-risk borrowers

* Implementing performance-based fund-
ing in federal and state support of higher

education

Boost Pell Grants to provide more
opportunities for low-income students

The Pell Grant program is the nation’s premier
financial-aid program for low-income college
students. Pell Grants are awarded based on
financial need and do not need to be repaid by
the recipient. Nearly 10 million low income

college students receive Pell Grants each year.”

AP PHOTO/JOSH ANDERSON

Unfortunately, the Pell Grant program no
longer covers as much of a student’s college
expenses as it once did. In the 1970s, a Pell
Grant covered about 70 percent of a student’s
education at a public four-year university.*
The average Pell Grant in the 2012-13 aca-
demic year, however, covered less than one-

third of those college costs.*®

Under current budget projections, the Pell
Grant program as currently constructed will
be underfunded by approximately $23 bil-
lion over the next 10 years.>* One of our first
orders of business is to fill that projected
shortfall and ensure that the maximum Pell
Grant award reaches its scheduled increase
to $6,030 by 2017.
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But $6,030 is still not enough. An additional
$20 billion, amounting to a 3 percent annual
increase, should be added for Pell Grants
between 2018 and 2022 to boost the maxi-
mum value to $6,990 by 2022. Boosting Pell
Grants by this much would enable the program
to retain more of its intended buying power

and allow more students to stay in school.

Create a Workforce Investment Trust

Postsecondary education is not limited to a
four-year bachelor’s degree; it also includes
community colleges, vocational training, and
registered apprenticeships. Each of these
options offers the means for upward eco-
nomic mobility and a pathway to the middle
class. Unfortunately, our workforce system is
not meeting its potential to help adult work-
ers enroll in postsecondary education and job
training—which means we need to funda-

mentally reform the system.

As CAP proposed in its report, titled “Let’s Get
Serious About Our Nation’s Human Capital,”>
Congress should reform the workforce system
in the course of reauthorizing the Workforce
Investment Act in 2013. As part of the reau-
thorized bill, it should create a single agency—
the Workforce Investment Trust—that has

as its sole focus helping up to 3 million adults
enroll in job-training programs each year.

The Workforce Investment Trust should be

designed according to the following principles:

* Most workers need some type of education
or skills training beyond high school.
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* Job-training programs should include
pathways to postsecondary credentials and

certificates with labor-market value.

* Postsecondary-training programs should
be linked to emerging career opportunities
through community college and industry
partnerships, registered apprenticeships,

and career-pathways programs.
The new agency’s mission should focus on:

* Helping college-ready adult workers retrain
in community colleges, technical colleges,
and registered apprenticeships to learn
new skills being sought by high-growth

industries in their regions

Enrolling adult workers who need reme-
dial coursework into career-pathways
programs that will eventually lead to

postsecondary credentials

* Assisting very low-skill adults to enroll in
programs that provide basic adult educa-
tion while simultaneously introducing
participants to entry-level occupational
training that will help them build a foun-
dation for economic mobility

The purpose of the Workforce Investment
Trust is to shift the priorities of the work-
force system to long-term skills training,
instead of rapid job search and re-employ-
ment at any cost. The agency would be
charged with developing a new generation of
skilled workers to replace our aging workforce

and to fill emerging jobs in new industries.



The Workforce Investment Trust should
be funded at $10 billion annually, which is
enough to enroll 3 million adults in high-

quality training programs, including:

* 1 million adult workers in community col-

lege and industry partnerships

* 1 million adult workers in registered

apprenticeships

* 1 million adult workers in career pathways

and contextualized programs

Funding would include $7 billion currently
spent on federal training programs plus

$3 billion in annual funding. This influx in
training would result in an increase of more
than 1 million workers earning credentials
annually, thereby helping to avert a national
shortfall of skilled workers that could cripple

future economic growth.

Make income-based repayment the
default option for high-risk borrowers

The income-based repayment program,

or IBR, enables low-income borrowers to
limit their student-loan payments to no
more than 10 percent of their discretion-
ary income. This is an important repayment
option for low-income students to maintain
access to higher education. Students should
not be forced to forego or drop out of college
because of the risk that they will not be able
to repay their debt.

Unfortunately, only a small percentage of
eligible borrowers enroll in the program,
which means that some students are unnec-
essarily defaulting on their student-loan
debt.5® Congress should make income-based
repayment the default repayment option for
federal student-loan borrowers. This could
be accomplished either by having the IRS
collect student-loan payments through the
wage-withholding system or explicitly giving
the Department of Education access to IRS
or Social Security earnings information.
Borrowers should be given the ability to

opt out of the wage-withholding system for
loans, since student-loan borrowers whose
incomes may start low but increase sub-
stantially early on in their careers will not

benefit from enrolling in IBR.

Implement performance-based
funding in federal and state support
of higher education

We not only need to be sure that students
can access education, but also that once they
do, they are well placed to complete degrees.
For years, colleges have been allowed dismal
graduation rates and high student-loan
defaults, only to receive ever-increasing
amounts of student financial aid. A partial
solution to this problem, as described earlier
in this section, is to have the Department of
Education make graduation rates, employ-
ment rates, future earnings, average student
debt, and student-loan-repayment rates
available on the College Scorecard and in

other consumer-oriented tools.
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SECTION1- CHAPTER 3

Raise workplace
standards

United Auto Workers-Local 174 president
John Zimmick works in his office in Romulus,
Michigan/Mar. 22, 2013.
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ood jobs are the centerpiece of building a strong mid-

dle class that can contribute to economic growth. A

family that has good jobs is a family that can contrib-

ute to building a community that offers good education for its

children, that doesn’t miss days of work because of ill health,

that can take the risk of starting its own business, that can

spend its time doing more than struggling to get by, and that

can contribute to national innovation.

Good jobs also enable workers to purchase
more goods and services, thereby provid-
ing the economic demand that gives firms
the confidence to make new investments.
Similarly, workers have lower rates of turn-
over and absenteeism when they have good

jobs are thus are more productive.

In a sense, this entire policy agenda is about
creating good jobs. That is, of course, the
ultimate goal of a sensibly designed eco-

nomic agenda—even if mediated through

other policies such as education or trade law.

But there are also direct interventions that

can make more jobs good jobs.

What makes a job a good job? Pay obviously
matters. But what about health insurance or
retirement security? As the family structure
has changed and most workers now have

to take on responsibilities to care for the
young, the aging, and the sick, paid leave
and family friendliness are also critical ele-
ments of a good job. Other features of good
jobs include disability insurance and sever-

ance pay in the event of dismissal.

RAISE WORKPLACE STANDARDS




One way to make all jobs in the United States * Increase income

good jobs, at least by some measures, is to

make these features of employment univer- * Raise federal contracting standards
sal. Short of universality, though, features
that are important in a good job can be made
more widespread by way of policies that cre- Policies to boost retirement
ate incentives to employers to provide those security

benefits or make it easier for employees to
provide them for themselves. The retirement-savings system is obviously
important to each of us individually. But it is
— also important to us collectively, especially as
our population ages. A system in which people
undersave during their working years burdens
The typlca]. near- each subsequent generation that must support
them. This strain on subsequent generations
retlrement'age worker with puts a strain on the whole economy because
it undermines a secure standing in the middle
a 401 ( k ) haS accumulate d. class. And workers without a secure retirement
base are less likely to take risks such as start-
enough money to prOV].de ing a business, going back to school to change
careers, or saving for their children’s educa-
a monthly retirement tion. In addition, a system that structures
benefits in a way that requires people who
payme nt Of Only about $575 . have the means and will to save for their retire-
ment to oversave to protect against the “risk”
of living a very long life is inefficient.
Below is a set of such policies, as well as some
that directly affect pay and those designed to The biggest problem currently facing our
level the playing field of the employment rela- retirement system is undersaving. As the first
tionship, particularly the ability to join a union.  generation of workers depending primarily
These policies will: on 401(k) plans rather than the increasingly
rare but more secure defined-benefit pension
* Boost retirement security starts to retire, it is clear that the private-
retirement system is failing many Americans.
* Make jobs more secure for those with The typical near-retirement-age worker with
families a 401 (k) has accumulated enough money to
provide a monthly retirement payment of
* Help bridge periods of unemployment only about $575, and that small amount is at

greater risk than if it came from a traditional
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AT A GLANCE

Raising workplace standards

Problem: Many of our jobs lack benefits and protections that other countries take for granted
such as sufficient minimum pay, pensions, leave time, and effective collective-bargaining rights.
Without these workplace standards, we have a weakened middle class, as many of our 300 million
engines of growth are unable to produce to their full potential.

Solution: Require paid leave and sick days, better protection in the event of layoffs, a higher minimum
wage, better forms of retirement savings, and protection of the right of workers to join a union.

Key policy ideas:

m Give workers access to SAFE Retirement
Plans—a hybrid between a traditional pen-
sion and a 401(k) plan, with many of the
benefits of both.

m Create a Universal Savings Credit that re-
places all current employer and employee
deductions for retirement, health, and edu-
cation, and correct the upside-down nature
of current incentives that confer the greatest
benefits on the wealthy.

m Create Social Security Cares to provide up to
12 weeks of partial wage replacement to sup-
port workers who need to take time off to care
for a new child or a seriously ill family member.

m Expand access to subsidized child care for
low-income parents by doubling access to
federally subsidized child care for low-income
families from 22 percent to 44 percent.

®m Require adequate severance packages for all
employees of companies that offer “golden
parachutes” to their top executives.

m Increase the minimum wage to half of aver-
age income.

m Enable workers to join unions by passing the
Employee Free Choice Act, as well as making
the right to join a union a civil right.

Other proposed wage and benefit policies in this report include reforms to the unemployment sys-
tem, passing the Paycheck Fairness Act, raising federal contracting standards to promote worker-
friendly policies, and the promotion of inclusive capitalism.

Outcomes: The United States will lead rather than lag behind the world in policies that strengthen
workers and enhance their security. All workers will have paid family and medical leave and access to
high-quality child care. More than 90 percent of near-retirees will have retirement savings sufficient
to last their life expectancy. m



pension.! Making matters worse, less than
half of all workers even have a retirement
plan at work, and that figure has been declin-

ing over the past few decades.”

Americans, therefore, are deeply worried
about their ability to retire: Half of all work-
ers say they are not confident that they will
have enough money for retirement.? Indeed,
the accounting firm Ernst & Young estimates
that 59 percent of new middle-class retirees
will outlive their retirement savings.* Boston
College’s National Retirement Risk Index
estimates that 51 percent of households are
at risk of having an insecure retirement,
meaning they will be unable to maintain their

preretirement standard of living.®
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Social Security provides an essential base-
line of income for retirees, and it must be
strengthened to ensure that it continues to
do so, as the Center for American Progress
has already proposed.® But Social Security
was never intended to be people’s only source
of income for a comfortable retirement. As a
result, the failure of the private-retirement
system could have devastating human and

economic consequences.

A private-retirement system that increases
savings and security, on the other hand, would
have a number of positive economic conse-
quences. First, boosting retirement savings
would lead to a greater pool of patient, long-

term capital available for productive invest-



ments. Second, retirement security enables
people to take full advantage of their produc-
tive capabilities. Having a secure base enables
people to take risks such as starting a business
or going back to school to change careers, and
it protects the next generation from having to
provide for aging parents. Finally, when people
have adequate personal retirement savings,

they have less need for government services.

To enable more Americans to retire with dignity
and receive the economic benefits of doing so,
we must make saving for retirement easier,

cheaper, and more secure.” We can do this by:

* Creating a new SAFE Retirement Plan—a
hybrid plan that takes the best qualities of
both traditional pensions and 401(k) plans

* Opening up to the public the Thrift Savings
Plan—the 401 (k) for federal employees
that has model features such as low fees

and sensible investment options

Reforming tax incentives for retirement
savings by establishing a new Universal

Savings Credit

Under these proposals Americans would be
covered for retirement in one of the follow-
ing ways: under their current pension or
401(k) plan, under a SAFE Retirement Plan, or
through an expanded Thrift Savings Plan. They
would also benefit from a more effective incen-

tive to save via the Universal Savings Credit.

We also recommend requiring automatic
enrollment in plans in order to boost partici-

pation and increase savings balances.

Create a SAFE Retirement Plan

The Secure, Accessible, Flexible, and Efficient
Retirement Plan, or SAFE Retirement Plan,
takes some of the best parts of defined-contri-
bution plans such as 401(k)s and the best parts
of defined-benefit plans such as traditional pen-
sions, including consistent monthly payments,

portability, and constant cost to employers.

What makes this plan unique is that the
risks of not meeting target benefits would be
spread among a broad swath of workers and
retirees over a long time horizon rather than
borne solely by employers, as they are in a
traditional pension plan, or by individual
workers, as they are in a 401(k). While pay-
out levels in the SAFE Retirement Plan are
not guaranteed, the plan is far less risky for
workers and retirees than a 401(k) because
its long investment time horizons produce
more stable and predictable investment

returns, and risk is more broadly shared.®

This hybrid approach is also much more
efficient than a 401 (k). Compared to a typical
401(k) plan, the SAFE Retirement Plan would
provide the cost efficiencies of a defined-
benefit pension—46 percent lower costs that
come from professional money management,
long investment time horizons as an ongoing
investment fund, and the ability to spread

risks across multiple generations.’

More details about the SAFE Retirement Plan
can be found in a CAP report, “Making Saving
for Retirement Cheaper, Easier, and More
Secure.”*® This model has been working well
in the Netherlands.™*
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Open up the federal Thrift Savings Plan
to the public

Despite the cost and risk advantages of a
SAFE Retirement Plan, some people prefer
to have greater control over investments and
other decisions, as allowed in 401(k)-style
plans. These people should be able to invest
in the Thrift Savings Plan, the 401(k)-style
plan currently available for federal employ-
ees. As the Center for American Progress
wrote in “The Promise and the Peril of a
Model 401 (k) Plan,” the Thrift Savings Plan
is a model 401(k) because it has, among
other features, very low fees, strong over-
sight, smart and limited investment options,

and an annuity option.*?

Previous CAP research indicates that these
low fees enable the typical worker earning
$30,000 per year to gain the equivalent of an

additional $900 per year of contributions.*®

Create a Universal Savings Credit

To complement these new retirement sav-
ings vehicles, we would reform the retire-
ment savings provisions in the tax code
to simplify the system and allow for more
equitable savings incentives for low- and

middle-income earners.

Policy measures to help people build more
wealth already exist. There are tax advantages
to saving for retirement, education, and health
care. But these existing savings incentives are
inefficient in that they create few additional

savings for the foregone tax revenue. The inef-
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ficiencies exist because the tax advantages favor
especially high-income earners with high mar-
ginal tax rates, who often do not need to save
more and simply take advantage of the tax rules
to shift savings from non-tax-advantaged forms
to tax-advantaged forms. That is, most of the
existing savings would have happened anyway,
and the tax incentives are largely just a windfall
for higher-income taxpayers. The myriad exist-
ing savings incentives are also complex, raising
the administrative burden of the U.S. savings
system, complicating the tax code, and prompt-

ing the creation and use of tax shelters.

We propose streamlining all existing sav-
ings incentives into one Universal Savings
Credit. The Universal Savings Credit would
create a single refundable credit that would
replace all employer and employee deduc-
tions to retirement, health, and education
savings accounts. The credit will be a flat
matching percent of all contributions to
qualified savings vehicles. There will be
progressive savings matches and a credit
that is at least equivalent to a tax deduction
that will leave the vast majority of taxpay-
ers either as well off or better off with the
Universal Savings Credit than they are with

current incentives.

This will lead to more economic security for
millions of middle-class households because
they will receive a larger tax incentive for
saving than is currently the case, and because
the U.S. savings system will become more
comprehensible. Greater efficiencies will allow
people to keep more of their money and take
better advantage of savings incentives than is

currently the case, thus creating more wealth



and economic security, which will lead to

faster economic growth.

Policies to make jobs more
secure for those with families

It used to be that most families had a stay-at-
home spouse, most often a wife, who could
care for the young, the aging, and the sick.
Now, most workers have to take on these
responsibilities of care since most wives

have jobs, and there are more single-parent
households. Yet our public policies do not
universally guarantee the availability of time
off to deal with personal or family emergen-

cies. Public policy does not even guarantee

- =
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sick days, let alone paid sick days, and child
care is out of reach for millions of families
with incomes too high to qualify for a subsidy

but too low to afford care on their own.

To keep workers on the job and productive
requires that we find new ways for them to

have time to balance care and work.

Most workers lack access to paid family and
medical leave through their employers, with
negative consequences for individual workers
and the economy overall. As workers with care
responsibilities withdraw from the work-
force or limit their time at work, the national
economy is denied the benefits of their skills,

they take home less income in the short run,
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are less likely to earn raises and promotions
at the same pace as their peers, and have less

access to retirement benefits.'

National data consistently show that access
to any form of parental leave, paid or unpaid,
makes women more likely to return to work
after giving birth.'® Among new mothers
who worked while pregnant and were able to
take paid leave, approximately 9 in 10 (87.4
percent) returned to work within one year of
giving birth. In contrast, among new moth-
ers who had to quit their jobs, just less than
half (48.2 percent) returned to work within
a year; among new mothers who were let go,
just more than half (55.7 percent) returned
to work within a year.’® Women who take
paid leave and return to work are 39 percent
less likely to receive public assistance and 40
percent less likely to receive food stamps in
the year following a child’s birth than women

who return to work without taking leave.?’

Paid leave makes similarly sound economic
sense for workers needing time off to
provide care for an ill family member or to
recover from their own serious illness. A
study conducted by the National Alliance for
Caregiving and the American Association of
Retired Persons found that, of the approxi-
mately 65.7 million Americans who serve as
unpaid caregivers to the elderly or special-
needs children, two-thirds reported a reduc-
tion in their labor-force participation. A
further one in five reported taking a leave of
absence to deal with their caregiving respon-
sibilities.'® Rather than forcing workers to
reduce their work hours or quit their jobs,

paid family and medical leave would enable
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them to provide care and facilitate their

return to work afterward.

Workers also need time away from work to
recover after their own serious illnesses, yet
only five states offer temporary disability
insurance to workers and only 37 percent

of workers have access to it through their
employer.” Without paid leave, workers often
return to work before they are fully recovered
for financial reasons. Access to paid leave is
associated with workers experiencing quicker,

more complete medical recoveries.?

Offering paid family and medical leave would
make workers more likely to return to employ-
ment and to return more quickly than if they
were fired or forced to quit when they need
medical or caregiving leave. Guaranteeing paid
sick leave will mean that workers don’t have to
show up to work sick or risk losing their jobs
for catching the flu. And expanding access to
subsidized child care and enhancing the qual-
ity of child care will allow more of our engines
of growth to return to the workforce and build
their skills. The discussion that follows details
this three-pronged approach.

Implement Social Security Cares,
a national paid family and medical
leave program

To ensure families’ economic security and a
stronger economy, which are both facilitated
through sustained employment, we pro-
pose the adoption of Social Security Cares,

a national paid family and medical leave

program that promotes smooth workforce



Economic security for women and families?*

Today’s families are increasingly reliant upon working mothers as breadwinners or co-breadwinners. (see
Figure 3) Four in five U.S. families with children are headed by either two working parents or a single working
parent, and thus most families have to navigate issues such as costly or inadequate child care, a lack of paid

family leave, and the persistent wage gap, just to name a few.

FIGURE 3 While social and economic changes cre-
Share of mothers who are breadwinners ated this new reality, political decisions
or co-breadwinners, 1967—2011 have shaped the struggles so many fami-
80% lies now face. Our nation’s lawmakers
70% have failed to craft public policies that

oo effectively address today’s challenges

and make this possible. Working women
50%

Co-breadwinner mothers are especially disadvantaged by the lack

40%
of policy solutions, in part because they

30% :
° continue to take on a larger share of the

20% family caretaking responsibilities—for
Breadwinner mothers both the young and elderlymembers of

their families—and because the hurdles

e 40

> )
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they face in the workplace and at home
only compound over time, setting them
Source: Sarah Jane Glynn and Jeff Chapman’s analysis of Miriam King and others,

“Integrated Public Use Microdata Series, Current Population Survey: Version 3.0, available back economically in ever-worsening

at https://cps.ipums.org/cps/index.shtml (last accessed May 2013).
ways over the course of their lifetimes.

Throughout this report we propose policies to improve women'’s lives and build family economic security—

from universal childcare to paid sick days to policies that will make work more remunerative such as increas-

ing the minimum wage.

re-entry after taking time off due to the arrival ~ process payments.? As described in the 2012

of a new child, the need to care for a seriously Center for American Progress report, “Social

ill family member, or a worker’s own serious Security Cares: Why America Is Ready for Paid
illness. It would be administered through the Family and Medical Leave,” this initiative would
Social Security Administration, which has the provide up to 12 weeks of partial wage replace-
existing capacity to determine eligibility and ment for time off to care for a new child or
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seriously ill family member or to recover from
one’s own serious illness. Eligibility would be
based on the same criteria as Social Security
Disability Insurance, which requires a recent
work history that is age-adjusted to allow
younger workers and those who have recently

graduated college to still qualify.??

Because Social Security Cares could be
funded through a small increase (less than
0.5 percent) in the payroll tax, the cost to the
government would be limited to the initial
start-up costs to the administration. For a
complete discussion of ways Social Security
Cares can be funded, see the 2009 CAP
report, titled “Helping Breadwinners When
It Can’t Wait,” and the 2010 report, titled
“Building It Up, Not Tearing It Down.”?

it also has benefits for the larger economy by
reducing emergency room health care costs,?
and it saves businesses money by helping

them retain their workers.?’

In order to promote employment security and
ensure that workers do not have to choose
between their job and their health or the
health of their families, we propose guarantee-
ing workers the right to paid sick days. The
United States is the only advanced economy
that does not guarantee paid sick days.” Forty
percent of U.S. private-sector workers today
have no such leave,?” and nearly a quarter (23
percent) of adults say they have either lost a
job or been threatened with job loss for tak-
ing time off from work when they or a family
member were sick.** Workers who lack access
to paid sick days are 1.5 times more likely to
go to work sick than those who are able to take
paid leave.*" This includes more than two-

thirds of restaurant workers who report having

The United States is the only

served, cooked, or prepared food while ill.*
advance d economy that dOeS These actions have real costs for employ-
ers and the economy. According to recent

not guarantee paid sick days.

research from the U.S. Centers for Disease

Guarantee workers the right to paid
sick days

Providing paid sick days to workers has bene-
fits for individual families such as helping the
one-third of parents with children under age
6 in child care who worry about losing their

pay or their job if their child gets sick.?® But
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Control and Prevention’s National Institute
for Occupational Safety and Health, workers
with paid sick leave are 28 percent less likely to
suffer nonfatal work-related injuries.*® Higher
workplace injuries drive up employer worker-
compensation costs. In general, the absence of
paid leave was found to contribute to low pro-
ductivity and high employer costs. The Journal
of Business and Economics reported on the cost

of “presenteeism”—being at work but sick



|A this photo taken, Apr. 18, 2013, Johnathan
|Lara, an employee of the child care center
jat the California Family Fitness center, plays

|\With'a toddler a the center in Sacramento.

and underproductive—and found that it costs
employers $180 billion annually, far outpacing
the cost of employee absenteeism.*

We propose allowing workers to earn paid sick
days that can be taken to recover from illness
or to care for an ill family member, receive
preventative care, or recover or seek services
in connection with sexual assault, stalk-

ing, or domestic violence. As outlined in the
Healthy Families Act, workers would accrue
up to seven sick days per year, with at least
one hour of paid sick time earned for every 30
hours worked and the option for employers to

provide more time if they choose.®

APPHOTO/RICH PEDRONCELLI

Provide quality child care to young
children of working parents

We know that expanding access to high-
quality child care is critical for children. But
investing in child care will also generate large
benefits for parents and employers and will
help spur economic growth. Studies have
demonstrated that parents with reliable child
care are better able to get and maintain jobs
and are able to work longer hours and earn
more income.*® Improving the availability of
child care could also save employers billions
of dollars from avoided employee absences

and increased worker productivity.*”
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As CAP describes in its report, “Investing in
Our Children,” in addition to our proposal
for pre-K education described earlier in this
report, we propose overhauling the existing
federal child care funding system for children

ages 0 to 3 years old.* This overhaul would:

* Expand access to subsidized child care by
doubling access to federally subsidized
child care for low-income families, from 22

percent to 44 percent.

Increase the federal child care subsidy

to make child care more affordable. The
size of the federal subsidy currently falls
considerably below the average cost of
care.* This subsidy gap creates significant
affordability challenges even for those low-
income families who are lucky enough to

receive any subsidy.

* Improve the quality of child care by requir-
ing states to adopt child care standards
that are developmentally appropriate,
cover all essential areas, and promote early

learning gains.

* Double enrollment in Early Head Start, an
extremely effective education program for

young children.

Policies to help bridge periods
of unemployment

The unemployment-insurance system
supports economic growth in times of
high unemployment by making sure that,

even when unemployed, workers can
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afford basics, keeping commerce alive

even in times of high unemployment. The
unemployment-insurance system is one

of the most important economic stabiliz-
ers we have. It also promotes labor-market
efficiency because workers with access to
unemployment benefits do better at match-
ing their skills with new job offers.*® To
ensure that this system works and that
workers aren’t knocked out of the middle
class due to temporary job loss, we propose
reforming the unemployment-insurance
system to improve its effectiveness and to

improve national equity in the program.

Expand and reform the unemployment-
insurance system with ‘automatic
triggers’

In good times, when unemployment is low
and growth is high, more money flows into
the unemployment-insurance system because
employers pay taxes for every employee on
their payroll. In times of high unemployment,
when growth is faltering, employers pay less
in taxes because they have fewer employees,
and workers get access to income to tide them
over while they search for a new job. These
payments help stabilize demand and shore up
family budgets. Estimates are that unemploy-
ment benefits added $2 to the economy for
every $1 spent on the program during the

past few years.*

To be an effective automatic macroeconomic
stabilizer, the unemployment-insurance
system must also replace a reasonable share

of unemployed workers’ lost income for a



significant share of workers still looking for

a job. Further, benefits must be available

for a reasonable amount of time, relative

to macroeconomic conditions. Thus, as the
unemployment rate rises, and the probability
of finding a job falls, unemployed workers will
need more weeks of benefits.*? Finally, the
system must remain solvent in the process of

meeting these two goals.

The unemployment-insurance system is
currently successful at neither reasonable
wage replacement nor covering everyone
who is involuntarily unemployed. The Great
Recession has shown that most of the state
trust funds were undercapitalized, and the
shortfall further limited the effectiveness
of unemployment insurance as an auto-
matic stabilizer. The Department of Labor
reports that the typical worker only has
about one-third of his or her pre-job-loss
wages covered by unemployment benefits,*
and benefits fail to adjust sufficiently
during periods of high unemployment.
Furthermore, there are wide differences in
benefit levels across states and across work-
ers, another factor that limits the automatic
stabilizing impact of the unemployment-

insurance system.

In looking at the effects of the unemploy-
ment-insurance program on economic
growth across states, economist Wayne
Vroman of the Urban Institute found that
states that covered more unemployed
workers were 50 percent more effective in
stabilizing their economies through unem-
ployment benefits, compared to states that

covered fewer unemployed workers.**

We propose to:

* Provide greater federal support to ensure
greater benefit parity across states and
greater parity in eligibility, which will pro-
mote equity, as well as greater macroeco-

nomic growth and stability across states.

* Reform the “automatic trigger” at the state
level so that when unemployment rises,
unemployment benefits provide more
weeks of benefits automatically—rather
than requiring an act of Congress—until

the unemployment rate comes back down.

We describe this plan in greater detail in the
report, “Toward a Strong Unemployment

Insurance System.”®

We should not wait until the next economic
crisis to proceed with needed reforms to the
federal and state roles and responsibilities
for oversight and funding of the unemploy-
ment insurance system. We know the system
has real flaws, and fixing them now will put
the economy on firmer footing if another
downward swing puts large numbers of

Americans out of work.

Require that companies that give bosses
‘solden parachutes’also give ordinary
workers reasonable severance

Workers who lose their jobs often receive no
help from their former employers and are
forced to rely solely on inadequate unemploy-
ment benefits while they look for a new job.

Meanwhile, chief executives who lose their
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jobs—even in cases of poor performance or
misconduct—often receive golden parachutes
worth millions of dollars. In 2011, 78 per-
cent of CEOs and 80 percent of nonexecutive
officers had golden parachutes that provided

cash severance payments.*

This double standard undermines the
American notion of fairness in the workplace
and weakens middle-class families. If it makes
sense to give golden parachutes to highly
paid CEOs, who are likely to have consider-
able wealth to protect them against a loss of
employment, then it makes even more sense
to offer at least an adequate level of severance

to rank-and-file employees—who are unlikely

m 300 MILLION ENGINES OF GROWTH

to have assets to fall back on and who are
more likely to lose their jobs through no fault
of their own. That is why we propose requir-
ing that public companies offering severance
packages to their top executives also offer

adequate severance to all other employees.

This policy will provide a two-fold benefit
for the middle class. First, it would enhance
economic security by requiring many com-
panies to provide adequate severance in the
event of layoffs. Second, it would discourage
the excessive golden parachutes that waste
corporate resources. In addition, as is true
of unemployment benefits, it would help the

national economy during economic downturns



by providing middle-class workers with the
means to maintain a somewhat higher level of

consumption when they are between jobs.*’

We propose that if a company offers a sever-
ance package to its executives in excess of the
CEO’s base pay, it must also offer to the rest
of its workers at least a basic severance pack-
age of two weeks of pay per year of service.
This policy would give employees terminated
without cause a legal right to reasonable sev-
erance benefits if the company’s executives
have a severance provision in their contracts
or if they have been given a golden parachute
upon dismissal. Our policy would ensure that
companies would no longer be able to offer
extravagant landings to their top executives

while denying workers basic protections.

Policies to increase income

Policies to strengthen and grow the middle
class by increasing income have benefits
both for American workers and also for the
country’s economic growth. As incomes rise,
so, too, does demand, which in turn fuels

economic growth.

Increase the minimum wage and index
it to market wages

For approximately 20 years, from the late
1940s to the late 1960s, the minimum wage
was roughly 50 percent of the average wage.*
Unfortunately, over the past four decades

we have allowed the value of the minimum

If it makes sense to give
golden parachutes to highly
paid CEOs, who are likely to
have considerable wealth
to protect them against a
loss of employment, then it
makes even more sense to
offer at least an adequate
level of severance to rank-

and-file employees.

wage to decline significantly, even as workers
have become much more productive and the

country much richer.

Since 1968 the inflation-adjusted value of
the minimum wage has declined by 31 per-
cent and is now far less than half the average
wage.*® On February 1, 1968, the minimum
wage was $10.50 in today’s dollars, com-
pared to $7.25 today.>® Over the same time
period, worker productivity (the measure of
output per hour of work) increased by 123
percent, and inflation-adjusted per capita
gross domestic product grew by 105 per-

cent.” (see Figure 4)
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Increases in the minimum wage don’t just
raise wages for those earning the minimum
wage; they spill over and ripple out to boost
wages for those higher up the wage ladder
and closer to the middle class.*

The minimum wage has fallen behind, while worker
productivity and GDP per capita have climbed
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Not only would an increased minimum wage
be of direct help to workers, but it is also
likely to increase the economy’s output. The
minimum wage helps increase productivity
in several distinct ways. Increasing wages
can improve morale and effort and therefore
boost productivity.®® A higher minimum
wage also has been shown to reduce turn-
over, as workers remain in their jobs lon-
ger.> Finally, raising wages boosts consumer
demand, which will help the recovery in the

short term and spur business to make new
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investments in the future.® Researchers at
the Federal Reserve Bank of Chicago found
that a $1 minimum-wage increase boosts
household income and spending by $2,800
over the year.>

Opponents of raising the minimum wage
claim that it will reduce employment, espe-
cially now, when unemployment is already
elevated. A significant body of academic
research, however, has found that raising
the minimum wage does not result in net job

losses, even during hard times.>’

We propose that the minimum wage be
increased and then annually indexed to the
growth of the average wage—as measured on

a three-year moving average to smooth out
temporary fluctuations. Indexing to inflation
is good, but indexing to one-half of the aver-
age wage would be better because it would help
ensure that workers reap some of the economic
gains they help create and would also raise liv-

ing standards as the country becomes richer.

We should also increase the sub-minimum
wage for tipped employees to the same level

as other workers.

Ensure that workers who want to form a
union are able to do so

Union membership is at record lows. Critics
claim that, with only 12 percent of workers
currently unionized, unions are not important
to the modern economy. But the truth is that if
you care about rebuilding the middle class and

the economy, you also should care about unions.



Indeed, boosting union membership is one of
the most important things that can be done to
increase wages and benefits, reduce inequal-
ity, and strengthen and grow the middle class.
Unions—especially in workplaces with other
high-performance practices—help boost the
productivity of workers by reducing turnover,
giving workers communication channels to
improve conditions, and increasing the avail-

ability and quality of training programs.>®

Today the union-election process is stacked
against workers who want to form a union.
It works as follows. First, workers discuss
the issue among themselves and then gather
at least 30 percent (but usually more than
half) of the workers’ signatures to ask for an
election. Then the National Labor Relations
Board, or NLRB, attempts to set up an elec-
tion, and in the election a majority of work-
ers must vote to form a union in order for

one to be certified.

Companies have many tools available to
oppose the union, even while the election
process is underway. They can legally require
workers to attend anti-union meetings,
compel employees to have one-on-one con-
versations with their direct supervisor, and
prevent workers from discussing the union
except outside of work or when they are on
break. The pro-union workers must campaign
during nonwork hours, and yet they face
outdated regulations that allow employers
to provide less than full contact details—no

email addresses, for example.

When companies cross the line—harass-

ing and intimidating workers or even firing

Boosting union membership
is one of the most important
things that can be done to
increase wages and benefits,
reduce inequality, and
strengthen and grow the

middle class.

them—enforcement is difficult, and the pen-
alties for violating labor laws are insufficient.
Enforcement comes far too late to make a
difference, and penalties are often so low that
many anti-union corporations view it as a

cost of doing business.

Moreover, companies are able to manipu-
late the system with frivolous pre-election
hearings to delay elections and prevent them
from ever occurring.*® According to research
by John-Paul Ferguson of Stanford Business
School, 35 percent of the time that workers
file a petition for an union election, the elec-

tion does not take place.®®

And after workers have voted for a union as

their bargaining representative, many corpo-
rations still fight the union by delaying nego-
tiation of a first contract that governs wages,
benefits, and working conditions. As a result,

just more than half of newly elected unions
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reach a first contract with their employer

after two full years of so-called negotiations.*

Workers have a fundamental right to orga-
nize unions and collectively bargain. But
today the system is so broken that anti-
union employers who blatantly violate this

right face few repercussions.

To ensure that workers who want to form a
union are able to do so, the following changes

need to be implemented:

* The National Labor Relations Board should
help put an end to needless election delays
and modernize the union election pro-
cess by enacting regulations that reduce
unnecessary litigation, streamline pre- and
postelection procedures, and facilitate
communications via the kinds of digital

channels upon which people now depend.®?

* Congress should pass comprehensive
labor-law reform such as the Employee Free
Choice Act, which establishes a fair process
for workers to decide on union representa-
tion; expands coverage so more workers
are provided the right to organize; estab-
lishes meaningful penalties and remedies
for workers who are fired or discriminated
against for exercising their right to orga-
nize; and includes measures to promote
productive collective bargaining for first
contracts—so that workers can negotiate

for improved wages and benefits.®

Congress should make the right to join a
union a civil right.®* This would give workers

who are discriminated against in exercising
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their right to organize a private right to sue,
just as workers have a right to sue if they face

other forms of workplace discrimination.

Pass the Paycheck Fairness Act

In 2010, the latest year for which data are
available, the average woman working full
time year round earned 77 percent of what
the average full-time year-round male worker
earned.®® The gender wage gap persists even
when taking into account years of experi-
ence, job tenure, education level, and time
out of the workforce.” In fact, even when
factors such as race, occupation, work experi-
ence, and union membership are taken into
account, about 40 percent of the wage gap
remains “unexplainable by measureable fac-
tors.”” Workers with the same educational
achievements—same type of college, same
grades, same fields of study—who take the
same kinds of jobs and have the same kinds
of families still end up earning different
salaries based on gender. College-educated
women earn about 5 percent less than their
male peers straight out of college, and the
wage gap grows to about 12 percent 10 years
later, even when they keep working on par

with those men.”

With approximately two-thirds of women
either breadwinners or co-breadwinners

for their families,” a woman’s loss of wages
from gender discrimination has a significant
economic impact. The Paycheck Fairness Act
would be an important step in helping close
the gender wage gap by banning workplace
policies that prohibit workers from dis-



Unions are a source of strength for the middle class

Sociologists Bruce Western of Harvard University and Jake Rosenfeld of the University of Washington

have calculated that one-third of the increase in male wage inequality from 1973 to 2007 was due to de-
creasing unionization—about the same amount they ascribed to the increasing payoff of a college educa-
tion.®® Similarly, research by the Center for American Progress Action Fund found that if unionization rates
increased by 10 percentage points—to roughly the level they were in 1980—the typical middle-class house-
hold, unionized or not, would earn $1,501 more a year, about the same effect as boosting college graduation

rates by the same margin.c®

As unions became weaker over the past four decades, they became less able to achieve their objectives for
workers—and the middle class has paid the price. In 1968, when 28 percent of all workers were members of
unions, the share of income going to the nation’s middle class was 53.2 percent.®’ Since then, union mem-
bership steadily declined alongside the share of income going to the middle class. By 2011 the middle class
received only 45.7 percent of income, the smallest share since these data have been reported, and union

membership had dropped to less than 12 percent of workers.%8

cussing their salaries with co-workers, and For businesses, inclusive capitalism is often

providing funding for negotiation training associated with increased productivity, profit-
for women and girls. ability, and likelihood of survival, as well

as greater worker loyalty and effort, lower
turnover rates, and a greater willingness on
Promote inclusive capitalism the part of workers to suggest innovations.”
Investors also come out ahead when compa-
Inclusive capitalism—granting workers nies adopt capital-sharing programs since
ownership stakes in a company or a share of companies that adopt partnership approaches
its profits based on workers’ collective perfor-  make profits over and above the cost of shar-
mance—encompasses everything from broad-  ing ownership with employees, according to a
based profit sharing and stock options to review of more than 70 empirical studies.”™

worker cooperatives and employee stock-own-

ership plans. For workers, inclusive capitalism
often empowers them by increasing their par-
ticipation in decision making,” and it is associ-
ated with higher pay and benefits,” as well as

greater long-term wealth accumulation.”

Despite the positive benefits of inclusive
capitalism, more than half of all work-

ers have no access to inclusive-capitalism
programs.” One of the reasons why more

companies haven’t developed broad-based
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profit-sharing programs is that, for some,
these programs simply aren’t on the radar

as a way to improve firm performance and
reward and empower employees. Business
schools don’t commonly teach inclusive-
capitalism programs, government unevenly
promotes them, and companies that would
benefit from them often don’t have the tech-

nical expertise or knowledge to adopt them.

The federal government can encourage more
companies to adopt broad-based sharing
programs by creating an Office of Inclusive

Capitalism, housed in the Department of

m 300 MILLION ENGINES OF GROWTH

Commerce (or the reorganized Department
of Competitiveness, as we advocate for later
in this report). The office would fund regional
assistance centers to promote outreach

and provide technical assistance to private-
sector businesses, incentivize universities to
increase awareness and study of inclusive cap-
italism programs among emerging business
leaders and academia, and serve to improve
government knowledge and support for
inclusive capitalism. The office would also be
able to promote awareness of benefit corpora-
tions—more commonly called B-corps—so

that entrepreneurs who are interested in



incorporating their businesses include in
their charters the responsibility to benefit
both shareholders and society.

Policies to raise federal
contracting standards

As a major purchaser of goods and services,
the federal government has the potential to
significantly influence the labor market. More
than one-fifth of the American workforce—
approximately 26 million workers—are
employed by companies that have contracts

with the federal government.®

Unfortunately, millions of federal contract
workers are paid very low wages, and their
employers too often do not comply with
federal wage and safety laws.® By continu-
ing to do business with companies that fail
to comply with the law and that pay very
low wages, the federal government drives
down standards, makes it hard for com-
panies with better workplace practices to
compete, and contributes to the weakening
of the middle class.

Instead, the government should leverage

its power as a major purchaser of goods

and services to raise workplace standards.
Indeed, when the federal government has
used its purchasing power to raise stan-
dards—for example, ensuring that contrac-
tors ensure equal opportunity to women and

minorities—it has had significant success.®

Congress should enact legislation to ensure
that government stops awarding federal
contracts to companies that significantly

and persistently violate the law and instead
encourages agencies to do business with com-

panies that provide middle-class jobs.®

It can do this by:

Clarifying the standards for evaluating
whether bidders demonstrate a satisfactory

responsibility record

Strengthening the existing contractor-
responsibility database by including
contractors’ complete records of legal
violations—including workplace-law

violations

Requiring that the appropriate govern-
ment agencies supply guidance to gov-
ernment-procurement officials on how to

interpret a company’s legal record

Increasing public access to responsibility

and workplace information

Requiring that federal agencies evaluate
contract bidders on the quality of their
labor and workplace practices, just as is
done for a bidders’ past performance,
small-business subcontracting plan, tech-

nical approach, and managerial capacity

This proposal is explained in more detail in
the CAP report, “High Road Government.”*m
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Policies to move Americans out of poverty

The strategy described in this report rests on growing and strengthening America’s middle class. As high-
lighted at the start of this section, a key component of this is moving Americans out of poverty and into the
middle class. In effect, then, every policy in this document that is pro-growth and pro-jobs is also designed to

be antipoverty.

That said, it is worth detailing just how much work we have to do in this space, along with some specific poli-

cies that are acutely important to alleviating the incredibly high human costs of poverty.

About 46 million Americans live under the poverty line, but a full one in three struggle to get by on low in-
comes, undermining their potential as part of the country’s 300 million engines of growth.8 In addition to the
enormous toll this takes on people and communities, allowing 15 percent of the population to live below the

poverty line hampers our ability to maximize human potential and grow the economy.8®

The detrimental effects of poverty are especially apparent when one considers that 16 million of the Ameri-
cans living in poverty are children under the age of 18,8”and that the United States has the second-highest

child-poverty rate in the developed world.88

Changing this reality is an economic imperative, as well as a moral one. A growing body of economic research
demonstrates that high levels of poverty hinder overall economic growth. In 2007, a Center for American
Progress study led by Harry Holzer of Georgetown University and the Urban Institute found that child poverty
costs the U.S. economy about 4 percent of GDP per year in lost adult productivity and wages, increased

crime, and higher health expenditures.®

Among the explicitly antipoverty policies in this report are calls to increase the minimum wage, invest in
education, improve employment and training programs, expand paid sick days, continue emergency-unem-
ployment compensation, expand high-quality child care, and support asset building among low- and middle-

income Americans.?©

These policies promote consistent participation in the labor force and make it possible for lower-income
families to weather volatile economic cycles that might cause unemployment or reduced hours of work. We
also recommend a set of policies that can be especially effective and targeted to significantly reduce the

level and impact of poverty on families and the economy. These policies include the following;:



® Make permanent the improvements to the earned income tax credit and the child tax credit for low-wage

working families passed under the American Recovery and Reinvestment Act. In addition, the earned
income tax credit for childless workers should be expanded since currently a single childless adult earn-
ing poverty wages is the only group taxed deeper into poverty by our federal tax system. To this end,

the amount of the credit for childless workers—and the income level at which it phases out—should be
increased significantly. Furthermore, the age at which childless workers can begin to receive the credit

should be lowered to 21 from the current eligibility standard of 25.

®m Increase participation in the Supplemental Nutrition Assistance Program, or SNAP, to 85 percent of eli-

gible households, from about 75 percent in 2010, by expanding outreach and improving accessibility.

m Expand free school lunches to children in families making less than 185 percent of the federal poverty line
(or $35,317 per year for a family of three®-and streamlining the program by eliminating the co-pay required

of children in families making between 130 percent and 185 percent of the federal poverty line.

m Raise the monthly Supplemental Security Income for the elderly, blind, and disabled at least to the

poverty level.

m Invest in affordable housing by capitalizing the National Housing Trust Fund and expanding the availability

of rental subsidies for families facing severe rent burdens.

These policies are particularly important in our effort to make it possible for the safety net to not only catch
people but also to help them remain employed or re-enter employment and increase their economic well-
being. Taken together with other parts of our economic plan, these policies can move millions of Americans

out of poverty, expand the middle class, and propel economic growth.

The Center for American Progress Action Fund’s Half in Ten project is an initiative to cut U.S. poverty in half
in 10 years, in partnership with the Coalition on Human Needs and The Leadership Conference on Civil and
Human Rights. For a complete analysis of the economic benefits of reducing poverty and poverty-alleviation
policies, see the 2012 Half in Ten report, “The Right Choices to Cut Poverty and Restore Shared Prosperity.”®2
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mmigration has long been instrumental to America’s

economic success. One of the core competitive advantages

the United States has is that in the 21st century, people are
still willing and eager to travel great distances, endure hardships,
and bring their families here to live and work. Just as it was an
economic benefit to the United States when Ellis Island opened
120 years ago to welcome its first arrival, a 15-year-old girl from
Ireland,’ so too is it an economic benefit to lay out a roadmap to
citizenship for a 15-year-old child brought here by parents who
have since lived and worked in the United States for years.

In other words, not only do we have 300 mil-  Immigrants and their children have founded
lion engines of growth, we have many more 40 percent of Fortune 500 companies, from
aspiring potential citizens who can contribute =~ Ford Motor Company to Google to AT&T?
to national prosperity. This kind of entrepreneurialism translates

to jobs. As a report by the Partnership for a

New Americans bring new ideas and new New American Economy noted, “immigrant-
influence. As University of Michigan founded Fortune 500 companies alone
Professor Scott Page has noted, “diverse employ more than 3.6 million people, a

groups of people bring to organizations more  figure equivalent to the entire population of
and different ways of seeing a problem and, Connecticut.” Immigrant-owned businesses

”9

thus, faster/better ways of solving it. currently employ 1 in 10 American workers.®

REALIZE THE POTENTIAL OF IMMIGRATION




The benefits that new Americans bring to

the country accrue to the overall popula-
tion. An analysis published by the Federal
Reserve Bank of San Francisco found that “on
net, immigrants expand the U.S. economy’s
productive capacity, stimulate investment,
and promote specialization that in the long

run boosts productivity.” The economic boost

When the new earnings

of immigrants are spent,
this increased purchasing
power has a demand-side
impact that ripples through
the economy, generating

additional income, spending,

and economic activity.

from providing a pathway to citizenship not
only adds to productivity and output but
when the new earnings of immigrants are
spent, this increased purchasing power has

a demand-side impact that ripples through
the economy, generating additional income,
spending, and economic activity.” And
economists find that immigrants generally
complement rather than compete with native

workers. The U.S. Department of Agriculture,

300 MILLION ENGINES OF GROWTH

for example, finds that each farm job sup-
ports three more “upstream” jobs in things

such as packing or transporting produce.?

Immigrants benefit the economy, but immigra-
tion within a reformed immigration system is

key to realizing the following benefits fully:

* Jobs and wages: We would have gained
309,000 jobs in the two years following
the depth of the recession in mid-2009 if
we had passed immigration reform in that
year.” What’s more, we know that immigra-
tion has an overall net positive effect on the
wages of native-born workers.’ In fact, pro-
viding legal status to undocumented immi-
grants in 2013 would mean an increase of
$470 billion in the cumulative earnings of

all Americans over the next decade.**

Increased revenues: We already collect
revenues from undocumented workers. The
Social Security Administration estimated,
for example, that undocumented workers
contributed $12 billion in Social Security
taxes in 2010 alone.'? And we know that
providing legal status to undocumented
immigrants will increase their earnings.
The taxes paid on these additional earnings
would sum to $109 billion in federal, state,
and local taxes over the next 10 years."

Growth: Research by economist Robert
Lynch and economic researcher Patrick
Oakford shows that providing legal status
to the 11 million undocumented immi-
grants currently in the United States
would add a cumulative $832 billion to
U.S. GDP over a decade.™



AT A GLANCE

Immigration policies

Problem: In the United States more than 11 million undocumented immigrants currently live in
the economic shadows, unable to contribute their full potential. Compounding this problem is
a broken immigration system that blocks many aspiring Americans from coming to the United
States and contributing to our economy.

Solution: Create a clearer, safer immigration system that serves our long-term interests.

Key policy ideas:

m Resolve the status of the 11.1 million aspiring m Foster family reunification by clearing sys-

Americans currently in the United States by tem backlogs and providing a clear system
providing a pathway to citizenship. going forward.

m Improve access to permanent visas for m Create a discretionary pool of visas that can
foreign graduates of U.S. universities with be allocated with flexibility based on deter-
STEM degrees. mination of broadly defined national interest.

Other proposed policies include expanding funding to the Department of Homeland Security’s
civic engagement and integration program so that we can maximize the potential of new Ameri-
can citizens.

Outcomes: The status of 11.1 million aspiring Americans will be resolved by providing a pathway to
citizenship, and a well-functioning immigration system will serve our economic needs. m



How legalization and citizenship help the economy

283838288883

If we provide legal status
in 2013 to undocumented
immigrants, over 10 years,
it would mean a...

\
15.1

percent increase
in their wages

That means they would:

Pay $109 billion
more in federal,
state, and local taxes

Increase their

by $392 billion

Could pay the salaries of
more than 700,000 K-12
teachers from the $40 billion
in state and local taxes

Fund higher
education

and create jobs
Could fund more than 12
million new Pell Grants from
the $69 billion in federal taxes

That would help business and
increase the cumulative earnings
of all Americans by $470 billion

Which would lead to an average annual increase of 121,000 jobs

Extra jobs and money in the economy would lead to
a cumulative increase in GDP over 10 years of

$832 billion

Robert Lynch and Patrick Oakford, “The Economic Effects of Granting Legal Status

and Citizenship to Undocumented Immigrants” (Washington: Center for American
Progress, 2013), available at http://www.americanprogress.org/issues/immigration/
report/2013/03/20/57351/the-economic-effects-of-granting-legal-status-and-citizen-
ship-to-undocumented-immigrants/.
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cumulative earnings

Spend that money

One of the biggest challenges facing devel-
oped economies is aging populations.
Compared to its peers, America is a young
country. Among the industrial nations in
the G7, we have the lowest median age and
the lowest old-age dependency ratio (senior
citizens relative to working-age citizens);"
only the United States and France are having
enough babies to meet population-replace-
ment levels.'® Recent data reveal that it is
the immigrant and minority groups already
living in the United States that are closing the
population-replacement gap.'’

The vast majority of the 11.1 million undocu-
mented workers in the United States have been
here for more than a decade, live in families
with children, and came to the United States

to make a better life for themselves and their
families.'® Our broken immigration system
makes it hard for even some of the most quali-
fied workers to stay in America and pushes oth-
ers into the shadows of the informal economy
at enormous cost to both native and immigrant
workers. Opportunistic employers deleverage
native workers’ wages by underpaying undocu-
mented workers. Undocumented workers, in
turn, are left without labor protections, and
bad-faith politicians find the political space to
pass anti-immigrant laws attempting to force
immigrant workers and their families from
their states—while mainly just forcing them

further underground.”

Getting immigration right would be a huge eco-
nomic boon to the country. We need legislation

that accomplishes the following four goals:



* Resolving the status of the 11.1 million
aspiring Americans already in the United
States through a rigorous but fair pathway

to citizenship
* Creating legal channels that serve
our long-term interests and protect

legal immigration

* Protecting U.S. workers from a race
to the bottom

* Fostering an inclusive American identity

Policies that resolve the status
of the 11.1 million aspiring
Americans already in the United
States through a rigorous but
fair path to citizenship

While demagogues may talk about mass
deportation in one form or another, the
only sustainable way forward is to create

an immigration process based on a fair

and realistic program for registering new
Americans and putting them on a path to
citizenship—which also carries with it huge
economic gains for the country fueled by
increased purchasing power of workers with
legal status. We propose providing a path-
way involving background checks, learning
English, and the payment of back taxes and
a fine. We must also ensure that the road to
citizenship can be completed in a reasonable
amount of time so that the pathway is not a

pathway in name only.

Our broken immigration
system makes it hard for
even some of the most
qualified workers to stay

in America and pushes
others into the shadows of
the informal economy at
enormous cost to both native

and immigrant workers.

Policies that create legal
channels that serve our long-
term interests and protect legal
immigration

Right now we have a system that does not
suit our economic needs. We educate people
with advanced degrees in science, technol-
ogy, math, and engineering, only to deny
them the ability to stay and use their talents
to invent new products and start new busi-
nesses in this country. We keep families
separated through a system that is difficult
to navigate, and we maintain backlogs that
convince some people that it makes more

sense to skip the formal system entirely.

REALIZE THE POTENTIAL OF IMMIGRATION




ustomer at :er salon, the Woodside Beauty
Salon, in the Queens borough of New York,
Jun. 14, 2012.
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We need to improve access to visas for foreign
graduates of U.S. universities who receive
STEM degrees, as well as for those who have
the drive to start the next big company and
the vision to develop the next breakthrough
product. And we need to both clear the cur-
rent green-card backlog through a discrete
and dedicated channel of additional visas and,
going forward, create a discretionary pool

of visas that can be allocated with flexibility
based on a determination of broadly defined
national interest. Immigration policy should
not be viewed as a zero-sum game in which
there can be no increase in employment-based
visas without a cut in family-based visas. Both
serve the national interest, as evidenced by the
fact that the founders of Google, Intel, Yahoo,

300 MILLION ENGINES OF GROWTH

and eBay all came to this country not through
the employment-visa categories but rather

through the family or refugee categories.”

Policies that protect U.S.
workers from a race to the
bottom

By providing all American workers—immi-
grant and native-born alike—with labor
protections, we both protect individuals

and also prevent the destabilizing effects of
eroding labor standards. The exploitation and
mistreatment of immigrants harms all work-
ers in the United States. When immigrants

are paid below the minimum wage, it brings



down wages for all workers. The key here is
ensuring a level playing field based on strong
worker protections for all employees within
the United States and ensuring that workers
do not fear retaliation from their employers
because of their status. To do that we need to
invest in worksite-enforcement mechanisms
and also levy tough fines against employers

who violate employment and labor laws.

Policies that foster an inclusive
American identity

There is strength in America’s diversity and
the shared commitment to national values of

democracy, equality, freedom, opportunity, and

hard work. Just as new Americans in the 19th
and 20th centuries advanced their personal and
professional fortunes as they learned English
and became active in their civic communities,
so too will new Americans in the 21st century.
We should expand funding to the Department
of Homeland Security’s civic engagement and
integration program. Dedicating resources to
new citizenship initiatives and programs to
help prepare “receiving communities” for their
new immigrant populations will pay signifi-
cant social and economic dividends. Similarly,
programs such as the Welcome Back Initiative,
which works to ensure that professional
immigrants can retrain to use their skills in this
country, will help us maximize the potential of

new Americans.?*m
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Strengthemng the
economic environment
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‘ ‘ Our real problem, then, is not our strength today;
it is rather the vital necessity of action today to
ensure our strength tomorrow.

President Dwight D. Eisenhower, State of the Union address, 1958’

-

he policies described so far in this report

will equip Americans to produce economic

growth and compete in the world
economy. Better education and training means
that businesses will have available to them more
capable workers, which will attract more jobs to
the United States and make our businesses more
innovative and more productive—which in turn
means stronger growth overall.




More security for middle-class families will
mean more stable domestic demand and thus
increased incentive for companies to invest
in design and production close to the source
of this demand—which also means more jobs
and growth. And those stable middle-class
families will have greater flexibility to take
risks such as starting a new business, taking
time for more education, or switching to a
better-fitting job—another important con-

tributor to growth and jobs.

But even a car with a superior engine needs
good roads to drive on. What we haven’t
addressed yet is the market environment

in which our 300 million engines of growth
operate. After all, we can educate and train
ourselves to be the most productive work-
ers in the world but still underperform as an
economy if our tax system creates incentives
to move jobs overseas; if our country neglects
the basic research that underpins innovation;
if the playing field for international trade is
tilted against us; if we cede the industries

of the future to other countries; if existing
industries fall behind because we ignore
market failures; if our transportation system
is crumbling; and if our energy is dirty and

expensive and the supply unsustainable.

In this section, we describe what government
can do with businesses to create an economic
environment that utilizes all of our superior
resources at a sustainable, high-functioning
level. We offer proposals for actions the
government should take in the context of an
economy where the private sector takes the
lead in capital allocation, risk-taking, innova-

tion, and business efficiency.

300 MILLION ENGINES OF GROWTH

We identify in this part of this report where
and how government should be interacting
with the private sector to promote good jobs
and growth. Many of the proposals here are
in the rich tradition of the Erie Canal, aero-
space, pharmaceuticals, and the internet—
endeavors in which government engagement
and the legal and regulatory framework that
government provides have been critical to the

nation’s economic success.

Our proposals vary in depth and detail
according to their importance to the econ-
omy, the need for reform, and the current
status of government involvement. So, for
example, health care comprises 18 percent of
GDP? but because the Affordable Care Act -
whose successful implementation is critical
to individual Americans and to our economy
— is still being phased in we narrow our focus
to the selected cost-containment measures
described in the tax reform and the federal
budget section.® On the other hand, hous-
ing, energy, trade, and infrastructure present
large, unaddressed challenges, so we offer

proposals for these areas in greater detail.

Our discussion of creating the economic envi-

ronment for growth focuses on policies to:

* Create the mechanisms for an adaptive
national economic strategy: Economic
policies must be evaluated continuously
to see if they are working as intended and
whether they are responsive to a chang-
ing economy and the actions of other
countries. To this end, we offer a plan for
revamping critical parts of the federal

government’s economic-policymaking
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apparatus. With more useful data, this
apparatus will evaluate the interven-
tions government is making and will
better inform investments to ensure that
emerging industries gain strong foot-
holds in the United States and that older
industries successfully adapt to evolving

economic conditions.

* Lead in clean and efficient energy: The
energy industry must evolve. Other coun-
tries have recognized this reality and are
taking action, and the ones that trans-
form to cleaner sources of energy that
are used more efficiently will have a huge
economic advantage in the future. With

this transformation comes growth and
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jobs. For all these reasons clean, efficient

energy is part of our agenda.

Promote science and technology
research and development: If the United
States leads the world in science, it will

be here where new technologies develop,
where the ideas emerge for the commercial
use of that research, where the corporations
that profit from that commercialization

are located, where those profits fuel greater
prosperity, and where many of the people in
those industries are employed. We there-
fore offer a set of policies to ensure that the
United States leads the world in scientific

and technological research.
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* Balance trade: Though it would be unwise
to promote policies that shelter U.S.
industries and workers from beneficial
competition, a number of trading rules and
practices expose U.S. producers to unfair
competition. We offer a set of policies to
ensure proper enforcement of interna-

tional- and domestic-trade laws and norms.

Rebuild our infrastructure: Railroads,
the power grid, airports, and highways are
critical to economic efficiency, whereas

bad roads and bridges cost the economy
billions. The growth of a company in Ohio
or Virginia will be held back without the
means to efficiently transport its goods
across the country or overseas, resulting in
less business and fewer workers. This is why
we offer a suite of policies to fix the nation’s

increasingly dilapidated infrastructure.

Restore the housing cornerstone:
Housing sits at a critical intersection of
many other areas of the economy. The
financial industry backs construction
and purchases, the construction industry
builds the buildings, and U.S. manu-
facturers produce much of what goes

into them. Homeownership can provide

300 MILLION ENGINES OF GROWTH

families with stability, as well as the abil-
ity to build equity, and for all families—
whether they own or rent—shelter that
is safe and affordable is a prerequisite for
well-being. For these reasons, we offer

a set of policies to support the housing
market in offering a range of affordable
and sustainable homes located in stable,
healthy neighborhoods.

Ensure capital is available for growth:
The allocation of capital so it produces real
economic investment and good jobs is cen-
tral to a strong economy. Many of the rules
and regulations of the Dodd-Frank Act
have yet to be fully implemented, but there
are selected policies that we believe should

be considered in addition to those steps.

Construct aresponsible, pro-growth
tax and budget policy: Government is a
major player in the economy, so it’s impor-
tant that the means government uses to
raise revenue and the way it uses those

tax dollars are economically sensible and
efficient. That’s why we offer recommenda-
tions for reforming the way government

taxes and spends its resources. B
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SECTION 2 - CHAPTER 1

Create the mechanisms
for an adaptive national
economic strategy
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his report offers a strategy and a vision for U.S.

economic policy. But the U.S. and world economies

are constantly changing. Adapting to these changes

is, of course, primarily the job of the private sector. In fact, it

is imperative that government not put in place policies that

impede that adaptation. But as the private sector adapts to

change, so must the public sector.

Economic policy has to be dynamic to be effec-
tive, and individual policies must be evaluated
continuously to see if they are working as
intended and whether they are the best match
for the current economic world. This is why we
offer a plan for revamping the federal govern-
ment’s economic policymaking apparatus both

in terms of decision making and data gathering.

Currently, at the macroeconomic level, the
Council of Economic Advisers and the National
Economic Council help guide policy, while

the Federal Reserve is charged with working

to ensure maximum employment and stable

CREATE THE MECHANISMS FOR AN ADAPTIVE NATIONAL ECONOMIC STRATEGY

prices that provide a sound environment for
growth. All three are staffed by top experts
and play an important part in the country’s
economic policymaking. When it comes to
engaging businesses and industries at a more
microeconomic level, however, there is more
that can be done to create a streamlined
institutional organization that effectively uses
better data to inform sound strategy and that
follows a clear set of principles for when to

engage with particular industries.

In his 2011 State of the Union address,

President Obama said America needs “a




government that’s more competent and more
efficient,” and noted that “we can’t win the

future with a government of the past.™

For government to more effectively engage

businesses, we propose policies to:

* Reorganize relevant trade- and
business-focused agencies into a
Department of Competitiveness

or a Department of Business

Provide better information on the econ-
omy through reform of our statistics
infrastructure and creation of a National
Economic Strategic Assessment, both of
which will allow us to take stock of oppor-

tunities and existing investments

Engage business with targeted, well-

timed interventions

Policies that reorganize relevant
trade- and business-focused
agencies

The business-related economic-policy func-
tions within the government are currently
fragmented among different agencies and
offices, and their activities are not adequately
coordinated. This disorganization hampers the
nation’s ability to pursue effective economic
strategies. To address this, a single cabinet-level
Department of Competitiveness or Department
of Business should be created to house the
federal government’s activities related to trade,
technology innovation, economic development,

and workforce development.
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In December 2010 the Center for American
Progress proposed the creation of such a
Department of Competitiveness in our report,
“A Focus on Competitiveness: Restructuring
Policymaking for Results.”?In January 2012
President Obama similarly called for a gov-
ernment reorganization that could improve
competitiveness and efficiency. The president’s
reorganization plan is slightly less expansive
than the one we proposed, but either approach
would be a vast improvement over the current
situation. Creating such a department would
improve government efficiency, enhance
information systems, and better enable poli-
cymakers to assess, understand, and augment
American economic policy with a unified and

comprehensive strategy.’

The department as proposed by the Center
for American Progress would bring together

four federal economic-policy functions:

Department of
Competitiveness

Workforce
development

Economic
development

Technology
innovation

* Trade: Consolidate more than seven
agencies with trade-related functions that
currently operate independently, thereby
eliminating redundancies, improving effi-
ciency, and allowing trade agencies to work

together strategically.

Technology innovation: Bring together
the agencies and programs that support
the research, development, and commer-

cialization of science and technology.® By



AT A GLANCE

Mechanisms for an adaptive national

economic strategy

Problem: The federal government has a set of agencies, policies, and programs that engage,
support, and protect business and industry. But the complexity of the system, the inadequacy of
information on the workings of the U.S. economy, and the ad hoc nature of interventions all lead to
inefficiencies and missed opportunities that could otherwise create a stronger environment for the
success of America’s 300 million engines of growth.

Solution: Reorganize government to foster a more disciplined and structured economic strategy,
reform statistical analysis that can inform dynamic economic policy, and pursue targeted, well-

timed interventions to help grow the private sector.

Key policy ideas:

m Reorganize the federal trade and business - Itis necessary to respond to other coun-
agencies into a single department focused on tries’ interventions to maintain or develop
business and competitiveness. important industries.

m Conduct regular strategic economic - Losing or failing to develop a particular seg-
assessments based on improved industry ment of industry would have broader supply-
and sector data. chain implications that would have deleteri-

ous effects for the broader economy.
m Directly partner with businesses in building
the economy when: - Aviable firm or industry has experienced a
failure and needs temporary rescue.
- Intervention is needed in an important
emerging sector because the time horizon
for returns is too long to attract sufficient
private capital.

Other proposed policies include streamlining the ways in which businesses and entrepreneurs
interact with government agencies via the common application.

Outcomes: The U.S. government will be organized effectively to support economic growth and to
work with business and will monitor and facilitate the competitive environment for current indus-
tries, while making targeted interventions to stay at the cutting edge of industries of the future. m



consolidating the programs that support
innovation, the United States can spur
growth by establishing a coordinated inno-
vation strategy and streamlining industry

access to these programs.

Economic development: Combine
economic-growth programs that are
currently administered by a range

of agencies such as the Economic
Development Agency, the Small Business
Administration, and others.® Combining
federal efforts that support communities
and small businesses will promote U.S.
economic success by improving access to
programs, boosting efficiency, and better
cultivating the growth of regional econo-
mies—all of which are crucial to overall

economic growth.

Workforce development: Combine
existing programs that support state and
local workforce-development programs,
including the Employment and Training
Administration in the Department of
Labor, the Office of Vocational and Adult
Education in the Department of Education,
and multiple small programs in the
National Science Foundation. Incorporating
workforce-development administration into
economic-competitiveness strategy will
enhance economic success by ensuring that
industries have access to the talent pool

they need to be successful.

300 MILLION ENGINES OF GROWTH

Policies to conduct regular
strategic assessments of the
economy using improved data

Better data and regular assessments of
economic policy will improve government’s
ability to act strategically to support private-
sector-led growth. For this reason, we pro-
pose reorganizing U.S. statistical systems and
launching a quadrennial National Economic

Strategic Assessment.

Reorganize U.S. statistical systems

Currently, the U.S. federal data-collection
system does not provide the information
needed to underpin thoughtful, comprehen-
sive economic strategy. Instead, the goal of
federal economic statistical agencies today is
to provide macroeconomic data to assist poli-

cymakers in managing the business cycle.?

“Economic Intelligence,” a 2012 report from
the Center for American Progress, offers

a specific plan to address this problem. In
this report, statistical expert and George
Washington University Research Professor
Andrew Reamer explained that “federal
competitiveness policy, if one existed, would
systematically identify and address barri-
ers to the efficient functioning of markets.”
Reamer estimates that the additional annual

funds needed to maintain adequate statistical



The common application

A cohesive business-oriented department would make it easier for businesses to engage in the myriad

programs created to help promote their success. It is often challenging, for small businesses especially, to

navigate the more than 300 assistance programs for businesses, startups, and entrepreneurs that offer help

for everything from starting retail businesses in economically distressed communities to working to find

market uses for high-tech inventions developed in university laboratories. That’s why the Center for American

Progress, in its 2012 report, “Rewiring the Government for Competitiveness,”” proposed creating a “common

application” across programs to simplify the assistance-application process. A single government depart-

ment designed to engage business would not only make creating a common application easier to implement

but would offer many other channels for improving the services government offers to business.

FIGURE 6

The current system of interaction between
businesses and the government
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FIGURE 7
Our proposed common application system
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programs to guide competitiveness policies
would cost less than $300 million—a small
amount compared to the positive effect such
data could have on overall economic growth

of the nearly $16 trillion U.S. economy."

In particular, the United States should ensure

that data systems are sufficient for:

* Traded-sector analyses through provision
of data that allows analysts to assess the

competitiveness of individual industries
* Measurement of intermediate out-

comes using data on innovation and

entrepreneurship
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* Conducting of factor analyses through
provision of data on factors affecting com-
petiveness, including research and develop-
ment expenditures; workforce, education,

and training; business finance; and energy

* Evaluation of the effectiveness of programs
through a program within the Census
Bureau to assess the effectiveness of tar-

geted federal support to the private sector

Additionally, improved data that is publicly
available can give companies and entrepre-
neurs more information on the dynamics of
the marketplace, thereby encouraging new

investment and innovation.



Launch a National Economic
Strategic Assessment

With improved data, government should con-
duct a quadrennial comprehensive National
Economic Strategic Assessment to inform our
long-term national economic strategy. Such an
assessment would explore the deep and inter-
connected relationships between industries

in order to better understand both the invest-
ments government is already making, as well
as the sources and potential for growth and
innovation in the U.S. economy. It would iden-
tify nascent industries and determine whether
interventions are needed, and would look at
existing areas of strength such as aerospace,

biopharma, and technology.

More specifically, the National Economic

Strategic Assessment would do the following:

* Assess how U.S. conditions compare
with conditions in other countries with
which we compete: The assessment
would provide detailed industry-level
analysis of the competitive, technologi-
cal, and regulatory landscapes and would
compare these with industry-level actions
being taken by other nations with which
U.S. businesses and workers compete. As
a result, we will be able to assess whether

our market strength is rising or declining.

Take stock of specific industry-level
government supports: The assessment
would inventory current federal policies
and programs—including tax expendi-

tures, loan guarantees, financial assistance,

CREATE THE MECHANISMS FOR AN ADAPTIVE NATIONAL ECONOMIC STRATEGY

research and development, procurement,
trade policy, workforce training, efforts

to convene government and industry, and
other policy supports—that directly affect

particular industries.

Evaluate the cost effectiveness of
existing supports and recalibrate as
necessary: Based on an understand-

ing of the overall competitive landscape
and the inventory of current policies, the
assessment would offer recommendations
for how to better target interventions to
support growth. This step would include
both evaluating narrower interventions
and identifying opportunities to enhance
aspects of the economic environment that
are important for a broad range of indus-
tries such as workforce development and

specific infrastructure improvements.

As with the data collected by a reformed statis-
tical service, the National Economic Strategic
Assessment will provide valuable information
to the private sector about where new invest-
ment and growth opportunities exist in the
U.S. economy and where people can invest in

their skills for career development.

Use targeted, well-timed interventions

Many of America’s most successful busi-
nesses and industries started or grew to
flourish because of government engagement.
The Wright brothers’ big early customer was
the U.S. Army. Google started as a research
project funded through the National Science




Foundation and other federal agencies.'! And,
of course, entire industries such as nuclear
medicine owe their existence to discoveries

made in national labs.

There are a number of ways governments
can intervene in targeted ways to promote
the advancement of sectors of the economy,

industries, or technologies. These include:

* Convening/coordinating meetings and
conferences

Providing scientific or engineering research
* Procuring
* Regulating

* Directly subsidizing, through direct invest-

ments, loans/guarantees, and tax breaks

These types of supports are delivered
through a variety of mechanisms. In some
cases—for example, scientific research—
there are institutions in place such as

the National Science Foundation and the
National Institutes of Health that have
resources and the discretion on how to use
them. In other cases, Congress makes more

narrowly targeted interventions.

Investment in broad scientific research is rela-
tively uncontroversial. The issue becomes more
complicated the more the public involvement
becomes associated with a specific industry or
company. There are certainly examples, espe-

cially in other countries, that suggest the need
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for some caution, particularly when noncom-
petitive industries are propped up at taxpayer
expense. But there are situations where public
support is more than justified—where an
intervention at a critical time can be the differ-
ence between a country leading in that indus-
try going forward or a country losing that
industry to another country. This is true now
more than ever, as countries around the world
compete for the most lucrative industries that

create the best jobs.

To ensure that interventions are made at the
right places and the right times, we first need
the architecture described above to make sure
that there is an institutional framework con-
ducive to smart choices and, second, we will
require some guidance as to when interven-

tion is appropriate.

We have identified four situations where we
believe that targeted intervention is both jus-

tifiable and important for economic growth:
* Support for nascent industries
* International parity
* Supply-chain sustainability

* Temporary rescue of otherwise-

viable industry

Support for nascent emerging industries
Government involvement can be critical
where there is an industry that is primed
for growth and expansion, that is likely to

be important in the future, and that has the



Genentech Inc. Mark Nagel works on an experi-
ment in a research laboratory at Genentech
headquarters in South San Francisco.

potential to provide good jobs but is not yet

completely commercially viable.

The Wright brothers, for example, took

their first flight without government assis-
tance, but they quickly turned to looking

for customers for their invention—and the
only viable customer was the military.'? The
improvements in their design and the devel-
opment of the aircraft industry in the United
States were due to the existence of a reliable

customer in the form of the U.S. Army.

International parity
Government involvement can also be mer-

ited when it is necessary to respond to other
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countries’ interventions to maintain or

develop industries that we see as critical.

While we need to take care not to follow
other countries in a race to the bottom to
maintain industries that might not other-
wise be viable, there are clearly examples
where other countries—consistent with
trade law or not—are investing in criti-

cal industries, and if the U.S. government
does not take a more active role, then the
industry and its jobs will leave our shores.
The first priority in these situations is to
use the full force of the law to enforce trade
agreements, but additionally when there is

a race for industrial leadership, such as in
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A strong and innovative U.S. manufacturing sector

Economists and policymakers increasingly agree that manufacturing—which contributes $1.8 trillion to U.S.
gross domestic product® and makes up 60 percent of all U.S. exports'®—is one sector of the economy that
deserves special attention. It is an area where there is substantial intervention by other countries, where

supply-chain issues are critical, and where nascent technologies can require nurturing.

While its share of GDP since 1950 has declined from 27 percent to 12 percent??and its share of U.S. employ-
ment dropped from 36 percent to 11 percent,? manufacturing is still a key sector of our economy. As Gene
Sperling, President Obama’s top economic adviser, puts it, manufacturing “punches above its weight,” be-
cause it contributes to the success of a number of other sectors and to America’s ability to produce cutting-
edge research and technology.?? The sector has also been a bright spot in the economic recovery, gaining
500,000 jobs since 2010.23

Many of the policies discussed elsewhere in this document—such as trade policy, investments in education
and workforce development, a strong national infrastructure network, streamlined and targeted government
programs aimed at business, and improved research and development—are critical to supporting U.S. manu-
facturing. In addition to pursuing these broader priorities, the United States should expand and strengthen

the following policies that specifically target manufacturers:

= National Network for Manufacturing Innovation: Fully fund the president’s $1 billion request to es-
tablish a National Network for Manufacturing Innovation. This network, comprising up to 15 new manu-
facturing institutes, would help manufacturing firms overcome challenges related to innovation, product

development, product design, and more.2*
® Manufacturing Extension Partnership: Double funding for the Manufacturing Extension Partnership
to $256 million. The partnership helps small- and mid-size manufacturers develop process improvements

and innovation strategies.

m Domestic Production Deduction: Target the Domestic Production Deduction to domestic manufacturing

activities and double the deduction for advanced manufacturing activities, as the president has proposed.
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nanotechnology, a level of support is often

necessary and justified.

Supply-chain sustainability

Government involvement can be critical
where losing or failing to develop a particu-
lar segment of industry would have severe
implications for the wider economy in terms

of jobs and output.

Solar photovoltaic, or PV, cells are one example
of an industry that has suffered as a result of a
vanishing supply chain. Although the first PV
devices were invented here, the United States
now produces only 6 percent of the world’s PV
cells.®* A major reason the country has failed to
grab more of this fast-growing market is that
many of the shared technologies (for example,
semiconductors, flat-panel displays, light-
emitting diodes, and solid-state lighting) have
already relocated to Asia.'* Had the United
States not long ago ceded production of key
component technologies for PV cells, we would
be better positioned today to compete in the
solar-energy industry.

Temporary rescue of otherwise-

viable industries

Government involvement can be warranted
when a firm or industry needs temporary
rescue but is otherwise a viable source of

economic strength and good jobs.

In 2009 U.S. automakers were producing
competitive products. After all, GM had
regularly produced more automobiles than
any other company in the world through

2007, and it only dropped to second when
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the recession hit." But structural problems
in its business put the entire industry at
risk and in the midst of the Great Recession,
only the government was in a position to
step in. To let GM and Chrysler fail would
have had huge repercussions across the U.S.
economy, leading to an estimated loss of
$97 billion in personal incomes.'® The public
investment saved the industry and with it,

more than 1 million jobs."”

Similar to any investment, some interventions
will be more successful than others, and some
will have unpredictable outcomes. But that

doesn’t mean we shouldn’t make the effort.

In the situations we describe above, good
investments can be made, as they have been
in the past. And the decision making process
will only be improved with a better structure
for making choices about economic strategy
(see our policy for a government reorgani-
zation) and a better information base (see
our plans for better data via the National

Economic Strategic Assessment).

There are a number of specific technologies
and industries that should be given a close
look right now in terms of targeted public
support, as they have the potential to be an
economic strength and source of good jobs

for the United States going forward.

3-D printing

A quiet revolution in the manufacturing process
is underway, which “may have as profound an
impact on the world as the coming of the fac-

tory did,” ® according to The Economist. Science




Progress describes tools for 3-D printing, also
known as additive manufacturing, as operating
much like inkjet printers “except that they can
use materials like plastics, carbon fiber, or tita-
nium to print 3-dimensional objects instead of
2-dimensional documents,” and they will allow
for rapid, custom, and inexpensive manufactur-
ing of everything from art projects to robots to

artificial organs and bones.

Recognizing this potential, the federal
government has partnered with the private
sector to open the Additive Manufacturing
Innovation Institute in Youngstown, Ohio—a
$30 million investment in what President
Obama has called “the manufacturing jobs

of tomorrow.”?” The institute is the pilot
under the president’s proposed new National
Network for Manufacturing Innovation
(described above), which will “bridge the gap
between basic research performed in univer-
sities and national laboratories, and produc-
tion enterprises, particularly SMEs (small and

medium enterprises).”?

Nanotechnology

Advanced technology constructed on a micro-
scopic scale has the potential to revolutionize
numerous sectors of the economy. Some early
applications of nanotechnology are already in
use, as in the construction of the wingtips of
Lockheed Martin’s F-35 Lightning II fighter,
which uses a nanotech-reinforced plastic that
is 25 percent to 30 percent lighter than the

current industry standard material.?®

The future applications of nanotechnology

are even more fascinating, from nanoparticles
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that can bind to blood clots and dissolve them
before they cause serious damage or death®
to nanoscale transistors that could store a
computer’s entire high-capacity memory on
one chip.* These future developments are
exciting, but the government still has a role
to play in getting the necessary research and
infrastructure in place. The United States

has already invested $18 billion through the
National Nanotechnology Initiative since

its establishment in 2000.%? This initiative
has had a “catalytic and substantial impact”
on the growth of the U.S. nanotechnology
industry, according to the latest report by the
President’s Council of Advisors on Science

and Technology,®® and it should be continued.

Personalized medicine

Every human being is different, with a differ-
ent genetic map, but our modern medicinal
treatments treat everyone almost identi-
cally—even though the Department of Health
and Human Services says that most of today’s
drugs only work for 60 percent of patients or
less.?* The work of the Human Genome Project,
funded by approximately $3 billion in federal
investments and completed in 2003,* started
a revolution in genetic mapping that has the
potential to change that paradigm, tailoring

drugs and treatments to the individual.

But there are still many barriers that must
be overcome, and the National Human
Genome Research Institute says that
“although genomics has already begun to
improve diagnostics and treatments in a
few circumstances, profound improvements

in the effectiveness of healthcare cannot



realistically be expected for many years.”®
There are, in fact, differing views on whether
the promise of this science will ever come

to fruition. Funding basic research should
therefore be emphasized. If there prove to
be promising possibilities in the private sec-
tor that justify government help—whether
it be financial, in the form of convenings, or

otherwise—then prudent seed investments
should be made.
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Clean energy

Clean energy represents such massive and
fundamental opportunities for the American
economy—both as a sector in and of itself
and as an input to other sectors—that we
have devoted a separate section of this report
to capturing this opportunity through smart

and effective interventions. ®
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apturing the energy opportunity by ensuring we have

reliable sources of energy that are both sufficient

and sustainable is a critical element of our strategy

to grow the U.S. economy. We stand at a crossroads that will

define our competitiveness—as well as our national security—

for generations.

Do we invest in infrastructure and technol-
ogy that will see the continued expansion

of green jobs and manufacturing, or do

we allow this race to be won by China and
Europe? Do we continue an unsustainable
trade deficit fueled by foreign oil imports,

or do we become more self-sufficient? Do we
stand as helpless bystanders to the devastat-
ing effects of climate change, or do we shape
the future and protect our people by creating

a low-carbon economy?

If our 300 million engines of growth live in a
country that is failing to compete in the biggest
growth industry of the 21st century; if they live

in a country that is increasingly vulnerable to

volatile energy prices and has no plan for the
coming years of rising long-term energy costs;
and if they live in a country where the health
and climate costs of fossil-fuel pollution con-
tinue to take an incalculable toll, then we will

fall short of our economic potential.

[t is likely that clean energy is the only possible
energy of the future. The continued accelera-
tion of climate change and the continued disap-
pearance of finite fossil-fuel resources, which
will likely be felt in the economy not as scarcity
but as price increases, together will cause the
world to switch to a clean energy economy. The
policies outlined in this report to get us to a

clean energy future are needed, notwithstand-
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ing the growth in natural gas. After all, the
problem is not only the finite nature of fossil-
fuel reserves but also that we must constrain
their use to avoid climate catastrophe and we
must prepare and encourage the clean energy
revolution that will bring new technologies and
jobs. We need to plan for the transition to a
clean energy economy or risk falling behind the

rest of the world in these technologies.

With stronger demand
drivers, more large-scale
financing, and a continued
commitment to the necessary
infrastructure, we can be on

a path for getting 35 percent
of our electricity from

renewables by 2035.

This switch will be one of the greatest eco-
nomic opportunities of our lifetimes. That’s
why Germany, China, Saudi Arabia, India,
South Korea, Japan, Spain, France, and other
countries around the world are positioning

themselves to capture this opportunity.!

The United States is currently a leader in this

field. In 2011 we invested more in clean energy
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than any other country in the world.? But the
rest of the world is not complacently sitting on
the sidelines. It is catching up rapidly and, in
some cases, has begun to pass us by. To main-
tain our leading position and take advantage of
this tremendous opportunity, we need to build
on what’s gotten us this far. Fundamentally,
we need a policy environment that encourages

investment in clean energy.

There are three pieces to this policy environ-
ment: demand, financing, and infrastruc-
ture. The Center for American Progress first
laid out this three-pronged approach in its
2009 report, “The Clean Energy Investment
Agenda.” Recent years have validated this
approach. Demand (primarily through state-
level renewable energy standards) paired
with financing (through tax credits and tools
such as the Department of Energy’s Loan
Guarantee Program) and infrastructure
(such as new transmission lines to carry
wind energy and workers trained for clean
energy jobs) can rapidly move clean energy

forward.

Now is the time to take the next step in the
transition to a clean energy future. With
stronger demand drivers, more large-scale
financing, and a continued commitment to
the necessary infrastructure, we can be on a
path for getting 35 percent of our electricity
from renewables by 2035.

At the same time that we make new invest-
ments in our electricity sector, we can

take similar steps and cut our oil imports
in half by 2020. Doing this will keep more

American money at home, rather than send-



AT A GLANCE

Energy

Problem: The United States is currently dependent on imported foreign oil, faces volatile energy
prices, and is starting to face the high costs of climate change—all of which drag on our economy
and present high direct and indirect costs to America’s 300 million engines of growth.

Solution: Capture the multitrillion-dollar opportunity of clean energy by stimulating demand,
ensuring effective financing, building efficient transmission infrastructure, and prioritizing efficiency.

Key policy ideas:

m Institute a $25/ton carbon tax on large power
plants to allow businesses to price carbon and
invest accordingly to limit pollution.

®m Launch a comprehensive clean energy invest-
ment program that includes direct support of
$9 billion per year for research and develop-
ment in both the public and private sector,
the extension of the wind energy production
tax credit, the launch of a green bank that
would provide a range of financing tools to

enable clean energy deployment, and public
market-financing tools.

m Launch three specific programs to eliminate
waste: Home Star ($6 billion rebate plan for
homeowners to upgrade with energy effi-
ciency), Building Star ($6 billion in incentives
for businesses to retrofit commercial and
multifamily residential buildings), and Rural
Star ($4.9 billion loan authority for rural elec-
tric cooperatives).

Other policies we propose include eliminating $4 billion in annual tax breaks for oil and gas com-
panies and creating a future oil reduction technology fund to invest in research, development, and
demonstration for clean vehicles. The fund would be fully supported by one cent of every dollar of

profits from the big five oil companies.

Outcomes: The United States will have clean, sustainable, and economical energy sources that
fuel economic growth. We will receive 12 percent of power from renewables by 2020 and cut oil

imports by half. m



Central Maine Power technician Gary Sturgis
installs one of the first “smart” meters

Sept. 28, 2010 at an apartment building in
Portland,Maine.
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ing it abroad in exchange for a fossil fuel. Of  * Use efficiency to put money back in

course, this policy of reducing oil imports people’s pockets
will only reap environmental benefits if it’s
paired with tools to reduce overall demand * Slash our oil imports in half
and doesn’t simply increase drilling in the

United States.

Policies to quadruple our share
of renewable electricity by 2020

Our plan for sustainable energy will put peo-

ple to work, put money in people’s pockets,

and put our country on a path that avoids the

most catastrophic effects of climate change.
We propose policies to:

* Quadruple our share of renewable
electricity by 2020

300 MILLION ENGINES OF GROWTH

The amount of renewable energy used for
electricity in the United States doubled from
2008 to 2012.* We can do this again by 2020.
This would move us to 12 percent of power
from renewables by 2020, quadrupling since
2008, and putting us on course to 35 per-
cent by 2035, a goal the Center for American



Progress called for in “Helping America Win

the Clean Energy Race.™

The way to quadruple U.S. renewable
energy is focusing on demand, financing,

and infrastructure.

Demand for renewable energy

The entrenched status quo in the energy
world is strong. People who own coal-fired
power plants would be happy to keep running
them with as few controls on the pollution
that they emit as possible. We need policy
tools that build on our current momentum
and hasten the shift away from the power
sources that emit the most pollution that

causes climate change.

There are multiple ways to do this. We could
implement a clean energy standard. We could
start a cap-and-trade program. We could
have the Environmental Protection Agency
regulate carbon dioxide. Each of these would
be valuable, and any tool that puts a price on
carbon—either a real price (through some-
thing akin to cap and trade) or a shadow price
(through something similar to direct regula-

tion) would get the job done.

We believe that the policy most likely to drive
significant economic growth in the short term
while also tackling the climate change problem
is a tax on carbon emissions, starting in the
electric-utility sector and slowly expanding to
other parts of the economy. Setting a carbon

tax will directly relate to our plans for eco-

nomic growth by encouraging private-sector
investment in new power plants and reducing
industrial carbon pollution to avoid the most
catastrophic effects of climate change that

would devastate our economy.

We therefore propose a tax of $25 per ton on
carbon pollution from large power plants—
the largest uncontrolled emissions source,
accounting for roughly one-third of our total
greenhouse gas pollution.® This tax should
be introduced over several years, starting

at $6.25 in 2013 and ramping up to $25 by
2015, then increasing at 5 percent each year
thereafter. For more on this policy idea, see
the Center for American Progress issue brief,
“A Progressive Carbon Tax Will Fight Climate

Change and Stimulate the Economy.””

We estimate that such a carbon tax will raise
approximately $500 billion in revenue over
the next 10 years. Of that, we propose to
invest $200 billion in research and develop-
ment of advanced clean energy technologies,
deployment incentives for such technologies,
and international climate and energy com-
mitments. In addition, it is important that
revenue be allocated to ameliorating any
effects of the tax on middle- and low-income
Americans through a broader tax-reform

initiative and other mechanisms.

A tax on carbon as we propose would price
in some of the climate-change-related
externalities of fossil fuels currently borne
by society at large such as costs of damage
associated with extreme-weather events,

severe storms, more frequent hurricanes
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and tornadoes, among others—particularly
by more vulnerable Americans who are less
able to protect themselves. The marketplace
would adapt to this more accurate pricing,
as power companies shift to cleaner sources
of power and energy efficiency. We estimate
that the effect of such a tax will be that
power-plant emissions will fall approxi-

mately 20 percent in 10 years.

Addressing emissions from the power plants of
the electric-utility sector is just one of the steps
that must be taken. In the case of the quarter
of emissions that come from the transporta-
tion sector, fuel efficiency and carbon-pollution
tailpipe standards are currently projected

to slash emissions by billions of tons.? The
remaining emissions are from industrial facili-
ties, agriculture, and commercial and residen-
tial buildings.? We must reduce pollution from
these sources as well, eventually applying a
carbon tax to these sectors as the next step to
be taken after the utility sector.

Financing for renewable energy

The second thing we need is effective financ-

ing for large amounts of clean energy.

The private sector invests in energy in

ways that lead to suboptimal outcomes.
Companies underinvest in research and
development, are unwilling to bear risks
related to deployment of new technologies,
and do not have to include the cost of exter-
nalities in investment decisions. These fac-

tors lead to fewer investments in new energy
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technologies and a continued reliance on

dirty, inefficient technologies.

The government can play a role in balancing
energy investments by creating incentives
for clean-tech investments and by funding
advanced high-risk, high-reward research
that companies are unwilling to undertake.
There is a history of successful government
investments in energy, from rural electrifica-
tion to drilling techniques that make possible
the current increases in “tight” oil (that is, oil
that is trapped in underground rock forma-

tions) and shale-gas production.

There are three primary ways that the govern-
ment invests in clean energy: direct spending,
tax incentives, and credit support through
loans and loan guarantees. Public market
financing provides a fourth means. A com-
prehensive clean energy investment program
will utilize all four tools, recognizing that
each one meets specific needs. By instituting
a carbon tax, we will raise significant funds to

be invested in new energy technologies.
These tools are:

* Direct spending: The government should
provide direct support of $9 billion per year
for research and development in both the
public and private sector. In the public sec-
tor, this should be continued mainly through
the Department of Energy and its affili-
ated labs. The Advanced Research Projects
Agency—-Energy, or ARPA-E, program, which
invests in private-sector research, should

be strengthened by doubling the funding



NorthsAmerica’s fifst floating wind
turbine is lowered into the Penobscot
River at the Cianbro Corp., May 31, 2013,
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for it: $9 billion dollars would get us back to
the peak level of government investment in
energy R&D in the late 1970s.

Tax incentives: The production tax credit
for wind energy has been a huge driver
for deploying clean energy at scale'’by
leveraging at least $10 in private invest-
ment for every $1 in tax credits. Thanks
to this investment incentive, the United
States now produces enough wind energy
to power more than 13 million homes.
This credit—set to expire at the end of
2013—should be extended for several
years, and improved by making new tech-

nologies such as offshore wind eligible for

in Brewer, Maine.
AP PHOTO/ROBERT F. BUKATY.

different tax-credit structures that better

suit their risk profile.™!

Credit programs: The Department of
Energy Loan Guarantee Program should
be improved upon with a new Clean
Energy Deployment Administration'? or
Green Bank, which would provide a range
of financing tools to enable clean energy
deployment. In addition, the Rural Utilities
Service should be utilized to the maximum
extent possible, allowing for rural areas to

reap the benefits of clean energy.

Public market-financing tools:

Ultimately, we need to finance clean
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energy the same way that we finance tradi-
tional energy: through public equities and
corporate debt. There are multiple ways

to encourage this, but the most likely is to
adapt master limited partnerships and real
estate investment trusts to meet the needs

of clean energy technologies.

Infrastructure for renewable energy

Finally, we need to make sure we have ways of
getting clean power from where it’s generated
to where it’s used and ways to make sure the
power is available when it’s needed. This will
require transmission, energy storage, and

smart-grid technologies.

Transmission is primarily a challenge of
planning, permitting, and paying for it.
Thankfully, there are already systems in place
to begin addressing these challenges, and
they need to be allowed to work. The Federal
Energy Regulatory Commission is dealing
with planning and paying for transmission
through its implementation of FERC Order
1000, which required public policy consider-
ations to be factored into transmission plan-
ning.” The Council on Environmental Quality
should continue to lead the Rapid Response
Team for Transmission, which is coordinating

permitting efforts across the government.*

Energy storage and the smart grid are

more complicated. To begin with, govern-
ment needs to make research, development,
and demonstration investments in critical
promising technologies such as batteries that

operate at the necessary scale. The federal
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government can also move the smart grid for-
ward by building on the lessons of the inter-
net revolution, as described in CAP’s report,
“The Networked Energy Web.”*

Policies that use efficiency
to put money back in people’s
pockets

In addition to generating cleaner electricity and
employing alternative transportation fuels, we
must use energy more efficiently. McKinsey

& Company estimated that the United States
wastes $130 billion in energy per year.'® This

is a misallocation of resources on a colossal
scale, and eliminating this waste will cut our oil
imports, reduce our carbon-pollution footprint,
and save scarce financial resources that can be

redeployed into other areas of the economy.

Three specific programs that can reduce this

waste are:

* Home Star, which would launch a $6 bil-
lion rebate plan, offering homeowners
incentives to upgrade to more efficient
appliances, insulation, windows, and other

off-the-shelf products and technologies

Building Star, which would allocate $6 billion
to provide incentives for businesses to ret-
rofit commercial and multifamily residential
buildings by leveraging $3 to $4 in private
funds for every $1 in public money spent

* Rural Star, also known as the Rural Energy
Savings Program, which would set up a

$4.9 billion loan authority to allow rural



electric cooperatives to lend money to
their customers to pay for energy-saving

building improvements

The effect of these three programs in terms
of carbon pollution would be “the equivalent
to taking 4.6 million cars off the road,” and

would create 250,000 jobs in the process.”’

Policies to slash our
oil imports in half

The purchase of foreign oil is a significant
part of our trade deficit. As prices rise, fami-
lies and businesses pay more at the pump,

and a large portion of these additional funds

Green jobs

go overseas. Reducing consumption of for-
eign oil will keep more dollars at home to be
invested in other goods and services here. The
policies we have outlined above will decrease
our reliance on foreign oil and allow us to

slash our oil imports in half by 2020.

The new modern fuel economy standards that
took effect for model year 2012 vehicles have
already begun to reduce oil use.® These sav-
ings will accelerate as the standards become
more effective, culminating in doubling fuel

economy by 2025.

In addition to cars going further on a gallon
of gasoline, we propose to invest heavily in

alternative, non-petroleum-based transporta-

According to a 2012 Bureau of Labor Statistics analysis, green jobs and services accounted for 3.1 million jobs in

the United States.?° The vast majority of those jobs (2.3 million) were in the private sector, and they pay well. In

fact, a Brookings Institution analysis found that green jobs pay 13 percent higher than other industry jobs.*

Moreover, from 2008 to 2010 green jobs outperformed the job growth of the overall economy by two to one.??

And in 2010, 25 percent of all new construction undertakings were green-building jobs.?

The truly exciting trend is that green jobs are being created all across different industries—from recycling and

waste reduction to the transportation sector. Green jobs are transforming our economy, making it more ef-

ficient, less polluting, and more competitive in new technologies and global industries. Our nation has always

been on the cutting edge of innovation, and we are already seeing investments in the clean economy pay

dividends. By enacting strong progressive policies, this trend will continue and accelerate.
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Bobb)@qﬂgy stretches to tighten a.screw

that holds a corner of a solar pane!&he 02
Energies solar power farm in Newland, rtl"
Carolina, Aug. 4,20 =

tion options so that drivers are less reliant * Eliminating $4 billion in annual tax breaks
on gasoline or diesel fuel, and less vulner- for oil and gas companies™®

able to petroleum-fuel price spikes. This plan

includes investing in electric vehicles and * Creating a future oil reduction technology
public transportation and the infrastructure fund to invest in research, development,
to support these alternatives. and demonstration for clean vehicles, paid

for by dedicating one cent of every dollar
We propose raising the revenue for these of profits from the big five oil companies m

investments through the following measures:
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echnological innovation promotes higher wages'

and long-term economic growth.? It underlies the

competitiveness of every industry in America—from

ongoing innovation in agricultural methods to computer

engineering, biomedical engineering, advanced manufacturing,

aerospace, and energy. About half of every dollar added to

the nation’s GDP since the 1940s has come from advances in

science and technology.?

And as we move into the 21st century,
economists expect advances in science and
technology to become more and more influ-
ential as determinants of national success in

the global marketplace.*

Despite the critical role of public investments
in research and innovation in seeding new
industries that can lead the way to long-term
economic growth, our public- and private-
sector investments as a share of GDP remain
below 3 percent, while nations such as Japan
and South Korea are nearing 3.5 percent

and continue to rise.’ Even China, though
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its combined public and private investment
level is low at 1.5 percent, is on a steep path
that could meet or surpass that of the United

States in short order.®

At the same time, governments and inves-
tors from other countries are harvesting U.S.
intellectual property for ideas they can bring
to their shores and build there. U.S. investors
appear often to be discouraged from invest-
ing in potentially transformative new tech-
nologies by instead looking for the next big
complex derivative or the next Silicon Valley

web-service company.




Public research spending
brings a substantial return
on investment, estimated
by various economists to
be between 30 percent

and 100 percent or more.

Ensuring that our economy continues to
grow and provide opportunities requires
that we increase our national investments in
science, technology, and engineering—the
building blocks of innovation. Specifically,

we propose policies that:

* Increase government investments in

science and engineering research

* Build partnerships linking academia,
industry, government, and nonprofit

players to promote innovation

* Institute an improved research tax credit

for business

Invest in grand challenges through a

Frontier Prize purse
* Reform the national laboratory system

to ensure these unique assets are aligned

with public and economic needs
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* Encourage the transfer of research from
lab to market through better data about
the impacts of publicly funded research

Policies that increase
government investments
in science and engineering
research

Public investments in research—in new
ideas—are among the best investments we
can make. Public research spending brings a
substantial return on investment, estimated
by various economists to be between 30 per-

cent and 100 percent or more.”

The president’s 2014 budget requested
significant increases for the National
Science Foundation, the National Institute
of Standards and Technology, and the
Department of Energy’s Office of Science—
ranging from 6 percent to 10 percent.® We
believe these are exactly the right investments
to be making in our national-innovation
systems, and we propose that future budgets
commit to an explicit doubling of funding by
2020 for these three key agencies from their
2012 levels, to a total of $25.6 billion.

Policies to encourage
public-private partnerships
linking academia, industry,
government, and nonprofits

History has shown that increasing the pool

of scientific knowledge through traditional



AT A GLANCE

Science and technology research

Problem: Living and working in a country that leads the world in innovation is key to the prosperity
of America’s 300 million engines of growth. But the United States is falling behind its peers in many
of the key drivers of innovation that will determine technological leadership in the 21st century.

Solution: Focus on key investments in research and harness the economic potential of top research

facilities to spur innovation and economic growth.

Key policy ideas:

m Double our public investments in three key
science and engineering research agencies:
the Department of Energy’s Office of Science,
the National Institute of Standards and Tech-
nology, and the National Science Foundation.

m Build public-private partnerships linking aca-
demia, industry, government, and nonprofit
players to promote innovation and bottom-
up regional economic growth.

m Institute a new and improved research tax
credit for business that is insulated from the

annual reauthorization process and that is
refundable to small businesses and startup
companies.

m Invest in grand challenges with flexible, ambi-
tious, and accessible Frontier Prizes.

m Better align federal laboratories and research
programs with economic development by
reforming the stewardship model of the labs
and lowering barriers to transparent collabo-
ration with industry.

Other policies include gathering and releasing better data about the economic output of federally
funded university research to encourage best practices in developing academic entrepreneurship.

Outcomes: The United States will be first in the world in public and private investment in research

and development as a percentage of GDP. m



forms of basic and applied research is a smart
bet. But in the 21st century, when innovation
is so intertwined with advances in science
and technology, we need to not only continue
to increase the size of that pool of knowledge
but also to make it easier for U.S. businesses

to make use of what’s already in it.

In designing programs to achieve these goals,
we believe there are essential characteristics
to their success. These include building on
existing assets and relationships, which often
means focusing at the local and regional level.
It also includes taking a network-lifecycle
approach to innovation—not only encour-
aging individual firms to innovate on their
own but also encouraging the formation of
networks of firms, research institutions,
supply-chain companies, and other stake-
holders that are in the same field. Finally, it’s
important that support not be prematurely
linked to single technologies before the dust

has settled on what approaches are best.

21st century innovation policy

Instead of picking winners, encourages vigorous contest by
many high-caliber competitors by investing in cross-cutting
platforms and shared resources to support many approaches
to accomplish the same goal

Network-lifecycle approach to innovation, encourages collabo-
ration among interdependent stakeholders

Regional focus, leverages and builds on existing technologi-
cal, industrial, human capital assets of regional economies and
business ecosystems

Targeted, strategic investments from agencies

Adopting such an approach means that:

* Researchers in universities and federal
labs, through more informed interactions,
make better decisions about what avenues
of research might be most valuable to

major industries

Small innovative businesses at the regional
level, through their connections with aca-
demia, gain access to state-of-the-art digital

modeling and testing facilities to innovate

Educational institutions train students
with the skills needed by local industry,

large and small

Breakthrough discoveries and inventions
developed in university labs have a clear
ladder to market readiness, investment,

and implementation

In terms of concrete steps, in addition to sim-
ply increasing the funding for research and
development for key agencies, we propose
expanding and making permanent a number
of Obama administration initiatives aimed at

achieving these goals.

Using executive authority in its first term,
the Obama administration repurposed
existing competitive federal grants and
other programs to encourage large and small
manufacturers to come together with uni-
versities, community colleges, federal labs,
and nonprofit economic-development orga-

nizations to share resources and promote
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This photo released by Michigan State
University in East Lansing shows doctoral
student Xu Lu, who'is part of a team that has
developed a new thermoelectric material
designed to more cheaply capture waste
heat energy produced by car engines and
industrial processes .

AP PHOTO/G.L. KOHUTH, MICHIGAN STATE UNIVERSITY

innovation in strategic industries.? Critical
innovation-centric expansions have included
programs such as the Jobs and Innovation
Accelerator program, the Department of
Energy Regional Innovation Clusters, the
Economic Development Administration

i6 program, the National Additive
Manufacturing Innovation Institute, and the
Investing in Manufacturing Communities
Partnership. All of these programs delivered
grant funding to public-private research,
education, and industry consortia in regions
around the country to invest in coordinated
workforce, research, and infrastructure proj-

ects in targeted sectors.™
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We support expanding these efforts as part
of the broader increase in innovation and
research support. Fully funding the National
Network for Manufacturing Innovation, as
called for in the preceding manufacturing
section of this report, to link academia and
industry to accelerate innovation, would be
a great first step. The Center for American
Progress, in its briefs “The Geography of

Innovation”!

and “Accelerating Regional
Job Creation and Innovation,”*?has called
for expanding the Economic Development
Administration’s efforts in building the kind
of economic-development partnerships that
should be widely replicated. Additionally,

Congress should immediately appropriate the
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A legacy of key investments in American competitiveness

One of the lessons of the 20th century is that when the United States made smart investments in its com-
petitiveness, the dividends were huge. Investments in research and development proved critical in laying the
groundwork for America to be the global leader in innovation, advanced by the world’s most productive work-

ers. Examples of these efforts include:

Department of Energy Labs: 1943 to present
The department was founded in 1943 in response to the need to mobilize the nation’s scientific assets to

support the war effort. Projects included the Manhattan Project and development of radar technology.

What we invested: A few million dollars in the early 1940s, growing to about $10 billion, or 0.06 percent of
GDP, in 2012.

What we got: The optical digital recording technology behind music, video, and data storage; fluorescent
lights; communications and observation satellites; advanced batteries now used in electric cars; modern

water-purification techniques that make drinking water safe for millions; supercomputers used by govern-
ment and industry; more resilient passenger jets; better cancer therapies; and the confirmation that it was

an asteroid that killed the dinosaurs 65 million years ago.

National Science Foundation: 1950 to present

The National Science Foundation, or NSF, was championed by Sen. Harley Kilgore (D-WV), a New Deal
politician and small businessman with a deep distrust of the laissez-faire attitude toward science and large
monopolies that, at the time, controlled much of America’s scientific enterprise. In response to these issues,
the NSF was founded “to promote the progress of science; to advance the national health, prosperity, and

welfare; [and] to secure the national defense.”

What we invested: Just $3.5 million for its first full year of operation in 1952 (roughly $29 million in 2012
dollars), growing to $7 billion, or 0.05 percent of GDP, in 2012.

What we got: Google, which was started by two students working on a research project supported by the
National Science Foundation, is today worth an estimated $250 billion and employs 54,000 people. This invest-
ment alone would make up all or almost all the costs of the NSF reaching back to its inception, but NSF funding
has also been instrumental in the development of new technologies and companies in a range of industries,
including advanced electronics, computing, digital communications, environmental resource management,

lasers, advanced manufacturing, clean energy, nanotechnology, biotechnology, and higher education.

DARPA: 1958 to present
Founded in response to the launch of Sputnik to ensure the United States had cutting-edge military technol-

ogy, the Defense Advanced Research Projects Agency, or DARPA, now operates as a small R&D team within
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the Department of Defense. It delivers world-leading technology both on the battlefield (Stealth fighter jets)
and off (the internet). Described as “one hundred geniuses connected by a travel agent,” DARPA continues to
work with universities and teams across the country to push scientific and engineering boundaries, focusing

on projects such as a human exoskeleton and mobile robots capable of assisting in medical procedures.

What we invested: $246 million in the first appropriation in 1962 ($1.6 billion in 2011 dollars), growing to
reach nearly $3 billion, or 0.02 percent of GDP, in 2012.

What we got: The team that would go on to pioneer technologies that brought us the internet, the global

positioning system, or GPS, and Siri for the iPhone.

The Apollo Space Program: 1961-1969

Two months after the Soviet Union put the first man in orbit, President John F. Kennedy announced his inten-
tion of putting a man on the moon, saying, “No single space project in this period will be more impressive to
mankind, or more important in the long-range exploration of space; and none will be so difficult or expensive
to accomplish.” In fixing a national ambition and rallying resources behind it, the United States went from
never having put a man in orbit to landing a team on the moon in less than a decade. At the height of the

Apollo program’s efforts, it employed 400,000 Americans and worked with 20,000 partnering institutions.

What we invested: $24 billion.

What we got: Massive technological advancement and the start of huge opportunities for technology trans-
fer, leading to more than 1,500 successful spinoffs related to areas as disparate as heart monitors, solar panels,
and cordless innovation. And now, a fledgling private-sector American space industry with real growth poten-

tial, which in 2012 completed the world’s first private-sector cargo delivery to the international space station.

Human Genome Project: 1988—2003

Started as a joint project between the Department of Energy and the National Institutes of Health, the Hu-
man Genome Project ultimately helped coordinate the work of scientists in countries around the world to
map the human genome. In a joint telecast in 2000, President Bill Clinton and U.K. Prime Minister Tony Blair
announced the first phase was complete with the release of a public working draft of the “genetic blueprint

for human beings.” The project has ushered in a new era of medical and scientific advancement.
What we invested: Approximately $3 billion.
What we got: Critical tools to help identify, treat, and prevent causes of disease—and huge opportunities

for the high-growth American biotechnology industry, which accounted for more than $750 billion in eco-

nomic output, or 5.4 percent of GDP, in 2010, and which now depends heavily on these advances in genetics.
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$100 million in direct spending and $300 mil-
lion in loan-guarantee authority it has already
authorized under the America COMPETES
Reauthorization Act of 2010*® to expand
these kinds of partnerships on a competitive

basis all across the country.

Policies to institute a new and
improved research tax credit
for business

Economists have long recognized that private-
sector investments in scientific research and
development suffer from acute market fail-
ures, defined as inefficiencies in the distribu-
tion of goods and services.> New knowledge,
ideas, and innovations can be readily appropri-
ated, adapted, and emulated by others in the
economy. These spillovers can create a disin-
centive for people and businesses to invest

in research. After all, if a good portion of the
value of that research will end up in the hands
of others, the investment may not be worth it
even though it might yield substantial social
returns. Because of the potential for market
failures, economists widely agree on the ben-
efit of public policies that create incentives for

private-sector R&D.*

Ideally, a policy to leverage private R&D spend-
ing and capacity would specifically encour-

age the incremental investments beyond

the research that private-sector investors
would be willing to fund of their own voli-
tion. Otherwise a tax benefit that gives more
than an incremental incentive might provide
windfall profits by rewarding a company for
something it was going to do anyway. What’s
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more, an ideal policy would restrict the incen-
tive to truly worthy “scientific” endeavors that
yield broad social benefits and that are discour-

aged by market conditions.

Since it is impossible to actually determine
how much R&D a company would support in
the absence of a tax incentive, a policy can at
best only adopt decidedly arbitrary metrics
for establishing what portion of a company’s
R&D spending is “incremental.” What’s more,
in practice it is very difficult for policy to
distinguish between what should qualify as
research and development expenses deserv-
ing of support and what should not—as
evidenced by a spate of recent court rulings
in cases considering the scope of the existing

U.S. research tax credit.’”

While the current U.S. research tax credit

is designed with these issues in mind, real
implementation problems create uncertainty
and distorting inefficiencies in business
investment decisions, and lead both com-
panies and the IRS to devote considerable
resources for auditors, tax lawyers, and other
expensive consultants—not to mention
lobbyists—to navigate the fuzzy defini-
tions governing the current research tax
credit. Recognizing the practical problems of
implementing a theoretically ideal incentive
to boost private R&D spending, we propose a
tightening of standards and both a broaden-

ing and simplification of the incentive by:

* Establishing a simplified, level credit at
areduced rate: Our current mechanism
for delivering R&D tax incentives to the

private sector offers a 10 percent credit for
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any R&D spending above prior levels of
R&D spending by the firm. In practice, this
is a poor and complicated way to target the
credit. Instead, we propose that businesses
receive a level credit on total qualified
research and development expenses, not
just the ostensibly additional portion. A flat
credit stimulates R&D spending by reducing
the average cost of research investments for
which there are significant social benefits. A
flat credit also eliminates much uncertainty
over the amount of the credit by simplifying
complicated and arbitrary formulas aimed
at trying to ascertain what amount of
research is “incremental,” and this simplifi-
cation means reduced costs of compliance
for both businesses and the IRS.

% AP PHOTO/LYNNE SLADKY

* Making the research tax incentive
permanent: In recent years, Congress has
extended the research credit on a year-to-
year basis, even letting it expire for entire
years before renewing it retroactively. The
perpetual uncertainty of renewal has made
it more difficult for businesses to plan, and it
likely diminished the credit’s incentive effect.
Making the tax credit permanent eliminates
uncertainty and recognizes the broad bene-
fits to the overall economy from private R&D
investments. Congress should, however,
continuously review the credit to ensure that

it is serving its purpose cost effectively.

* Ending the bias against small busi-

ness R&D: Large corporations receive

b
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a disproportionate 65 percent of the
research tax credit but are fewer than 4
percent of companies claiming the credit.
Small companies are disadvantaged by
the complexities and costs associated
with claiming the credit, and start-up
companies may not yet have incomes
sufficient to benefit. Moreover, research
shows that smaller companies tend to
produce higher-quality R&D.*® To further
encourage innovation in America’s small
businesses, this simplified credit will be
refundable for small businesses up to a
cap; for large companies, the credit will

remain nonrefundable.

Honing eligibility to focus on innova-
tion: Legal costs associated with intel-
lectual-property registration or licensing
and interest payments pertaining to R&D
expenditures would be excluded from eligi-
bility. Compensation through stock options,
which require no current expenditure from
the employer, will also be excluded. Because
the worth of stock options is premised

on future realized gains in valuation from
innovation successes, there is already
ample market incentive to conduct quality

research in this regard.

Clarifying internal-use software eligibil-
ity: Companies have many motivations to
develop software for their own use, and the
nature of this business practice is changing
with the evolving nature of information
technology and the service-sector economy.
But not all internal-use software—such

as that developed for administrative or

management purposes—advances scientific
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or technical knowledge. In light of exist-
ing confused guidance on what software is
eligible for the credit, we propose clarifica-
tion to focus tax incentives on maximizing
the social return from internal-use software
development.*® Software developed for
internal administrative or management

purposes will be ineligible for the credit.

Creating incentives for economically
strategic research: Companies conduct-
ing R&D in industries and activities deemed
important in the government’s quadrennial
National Economic Strategic Assessment
(see chapter on creating the mechanisms
for an adaptive national economic strategy)
will qualify for a bonus R&D credit.

Denying credit claims on amended
returns: The tax credit aims to provide
businesses with an incentive to increase
their R&D spending above the level they
would otherwise choose. A significant
share of R&D credit claims are, however,
made on amended tax returns. Sometimes
these amended returns are filed years
after R&D spending decisions have been
made, suggesting that the credit was not
a factor in the company’s decision to per-
form the research. To target the credit to
new research that might not be conducted
without the credit, the credit should have
to be claimed on tax returns when they

are initially filed.

Standardizing record-keeping require-
ments and integrating credit with
national statistical systems: The IRS
should issue guidelines to clarify a com-



The power of innovation prizes

When the Spirit of St. Louis finally touched down in Paris after its record-breaking 33.5-hour nonstop flight
from New York, Charles Lindbergh didn’t just earn a place in the history books. He also earned a $25,000
award from New York hotel owner Raymond Orteig, who had offered the prize to any aviator who could make
the transatlantic journey.?®> With Lindbergh’s achievement came a sudden explosion in the public’s interest in

air travel: by 1930, just three years later, the number of airports in the United States had doubled.?®

Innovation prizes have sometimes been the proverbial carrot, creating intense competition and spurring new
heights of ingenuity. The Orteig Prize is just one example of a phenomenon that has long propelled tech-
nology forward, from the Ansari X Prize that sent Burt Rutan and his SpaceShipOne into orbit, to Carnegie
Mellon’s Fredkin Computer Chess Prize, which prompted IBM to build the powerful Deep Blue supercomputer

that beat chess grandmaster Garry Kasparov.?’

We are living in a second golden age of innovation prizes, and while U.S. government agencies have supported
relatively small innovation prizes in recent years, we also see scope for a basket of larger prizes that can cap-
ture the imaginations of scientists and engineers and answer some of our most pressing national challenges.

For example, innovation prizes could be awarded for:

Printing the first kidney (synthetic biology and 3-D printing): New biomaterial science, new ways
of growing cells outside the body, and new technologies to supply blood to organs are already converging to
enable the creation of tissues and organs in the laboratory. Printers using cells rather than ink are manufactur-
ing small pieces of implantable bone and even the model of a fully functioning human liver.2 The first research

entity to print a working human kidney that can be implanted into a patient in need would win the prize.

Decoding the blood proteome (personalized medicine): The proteins encoded by the human genome
are the machines of human biology. While each cell contains the same genetic information, it is largely the
levels and actions of proteins that determine biology. But to understand the proteins, we need new technolo-
gies that will allow us to measure hundreds or thousands of proteins in a sample. The invention of a “protein
identifier” would be the single most powerful step we can take toward advancing personalized medicine

for both preventative and proactive medical care, and would provide a window into the health and disease

states of an individual and make its inventor a prizewinner.

Developing high energy-density solid-state batteries for electric vehicles (energy): Current
electric vehicles use Li-ion battery systems that are heavy and cumbersome because of required cooling devices
and support materials in the battery cells. With advancements in materials science, development of solid-state
batteries that do not require cooling and the extra bulk of conventional Li-ion battery systems could result in dra-
matically cheaper and higher energy-density batteries for electric vehicles, thereby lowering costs and increasing

the range of these vehicles. The inventor of a cheap, high energy-density solid-state battery would win the prize.
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The federal laboratory
system has now grown to
more than 300 facilities,
spends $35 billion
annually, is the source

of thousands of new
inventions and medical
treatments each year,
and represents one of the
most significant federal

investments in innovation.

pany’s necessary record keeping docu-
menting research expenses qualifying for
the tax credit. Credit recipients will be
required to report specific quantitative
data that will integrate with a retooled
national statistical system (detailed in the
chapter on creating the mechanisms for an
adaptive national economic strategy) and
can integrate with existing efforts to mea-
sure the economic impact of public R&D
support such as those of the government’s
STAR METRICS consortium.?
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Policies to increase
investments in grand challenges

As demonstrated by President Obama’s
April 2013 announcement of the Brain
Research through Advancing Innovation
Neurotechnologies, grand challenges

can fuel innovation. The 2010 America
COMPETES Reauthorization Act allows
agencies to conduct innovation prize
competitions.? Since the act’s enactment,
there have been more than 200 competi-
tions supervised by more than 25 agencies.??
These prizes are cost effective and promote
greater investment in R&D and areas of

research that may otherwise be neglected.

For this reason, we propose a Frontier Prize
allocation of $100 million a year to allow
agencies to offer innovation prizes that would
fund both discrete, smaller challenges such
as the Department of Agriculture’s Apps for
Healthy Kids challenge, which for $60,000
generated more than $5 million in invest-
ment,? as well as a small number of large
challenges that can capture the imagination
of scientists and engineers in the private and
university sectors. An example of the latter is
the $15 million Scottish Saltire Prize, which
has encouraged international investment in

renewable energy in the North Sea.*

The government can also play a part in encour-
aging the current revival of innovation prizes
by creating a platform for prize philanthropy.
Right now, government agencies make up the

vast majority of organizations with challenges



posted on the website, challenge.gov, an online
platform for agencies to post challenges and
for the public to propose solutions. The admin-
istration should encourage more citizens, cor-
porations, and foundations to submit prizes

to this platform. Some amount of the Frontier
Prize purse could also go to offering matching
funds for prizes developed by citizens, corpo-

rations, and foundations.

Policies that better align
federal laboratories with
economic needs

Since 1846, when the first federal labora-

tory was established—the Smithsonian
Institution—the federal government has
invested directly in research to address
national needs and promote scientific and
technological advancement.? The federal labo-
ratory system has now grown to more than
300 facilities, spends $35 billion annually, is
the source of thousands of new inventions and
medical treatments each year, and represents
one of the most significant federal investments
in innovation. Though a quarter to a third of
this spending occurs in labs originally built

for defense purposes, many of the Cold War-
era nuclear research labs today are vibrant,
multidisciplinary environments with programs
ranging from biology to computer science, in

addition to nuclear physics research.*

Labs of all stripes and diverse origins often play
an important role at the interface of federal

investments in R&D and private-sector com-
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mercialization of new products and services. In
fact, many significant private-sector technologi-
cal successes have been born from national lab
research and partnerships between labs and
industry—from fluorescent lights to digital
memory to the discovery of “good” cholesterol

and satellite communications. 3!

Counting just the largest labs operated by the
nine federal agencies with research budgets of
more than $500 million, in FY 2010 (the most
recent year for which complete data is available)
more than 4,783 new inventions were reported,
almost 1,200 new patents were issued, and
8,525 cooperative R&D agreements, called
CRADAs, with industry were carried out.*
Technologies licensed from just the National
Institutes of Health, the largest nondefense
national lab system, yielded nearly $6 billion

in revenue for companies doing business in the
United States in FY 2011.3® And this figure does
not include the products made possible by non-

patented breakthroughs in basic science.

The lab system, however, was built in a piece-
meal fashion over many decades, without a
coherent mission or standardized manage-
ment procedures. Science, technology, and
the state of the economy have all changed

in the decades since many parts of the lab
system were formed, but the vision for the
mission of the labs and how they interact

with industry has not kept pace.

Reforming the stewardship model, manage-
ment practices, and relationships of the labs

with industry would help to maximize the
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economic and societal opportunities of the
labs and meet the challenges of 21st century

innovation-based competition.

Reform the federal lab-stewardship model

Most federal labs nominally serve the mission
of a particular mother agency in the federal
government but, as a practical matter, fund-
ing is often fragmented. Pacific Northwest
National Lab, for example, originally a
nuclear-testing facility, now receives only

17 percent of its funding from its sponsor
agency, the Office of Science, and the rest

comes from places such as the Department
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of Defense, the Department of Homeland
Security, the National Nuclear Security
Administration, and other government and

private-sector clients.?

Further, these funding streams from sepa-
rate agencies can be overly prescriptive with
regard to technological pathways. Money is
appropriated by technology to be researched,
rather than problems to solve, which forces
lab managers to pursue courses of research
even if they are not technically or economi-
cally promising. Acquiring funding via many
small pots of money, with many strings
attached, limits the flexibility and therefore

the effectiveness of lab management.



The White House Office of Science and
Technology Policy should set up a National
Research and Development Management
Council with representation from all of the key
stakeholders in national labs: directors of the
federal laboratories; the relevant sponsoring
agencies such as the Department of Energy, the
Department of Defense, the National Institutes
of Health, and others; the contractors in charge
of managing labs; the scientific establishment
that makes use of laboratory facilities; and the
industry leaders who partner with labs. This
council would be tasked with assessing how the
sponsoring agencies can maintain necessary
oversight of lab operations while reducing red
tape, speeding up bureaucratic processes, and

leaving the scientific decisions to the scientists.

As a first step, this group should issue recom-
mendations to create more flexibility and
coherence in the streams that fund lab work
and reduce technical micromanagement

in grant opportunities. Rather than fulfill
thousands of pre-prescribed and unrelated
grant requirements from potentially dozens
of agency sources, while simultaneously
trying to fulfill top-down requirements from
sponsor agencies, the scientists who man-
age labs should have the flexibility to scale
up or scale down research programs, invest
dollars flexibly, and pursue outside partner-
ships as needed to meet the mission require-
ments of any funding program. Such reforms
would also allow the labs to provide excellent
service to client companies paying in full for
access to the capabilities and services that
labs maintain in excess of what is needed by

agency stewards. With respect to the latter, it
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is important that the national labs not simply
become private contractors to the detriment
of important research serving national priori-
ties. Nevertheless, private-market actors’
willingness to invest is one relevant indicator
of what avenues of research are likely most
able to successfully meet national technical

and economic objectives.

Reward innovation in the marketplace

Another related issue with the federal lab
system is that the transfer of technology to
the market—where it can solve real-world
problems and create economic growth—is
not a major part of the mission of federal
labs. In 1980 Congress legislated that “tech-
nology transfer, consistent with mission
responsibilities, is a responsibility of each
laboratory science and engineering profes-
sional.”® Congress, however, provided neither
guidance nor funding to enable labs to carry
out this directive. And technology transfer
remains “an underfunded mandate,” accord-

ing to the Institute for Defense Analysis.*

But relationships with industry, managed
properly and with transparency, can be very
beneficial to both the scientific and economic
outcomes of research. There are two major
reasons for this. First, ensuring that valuable
inventions currently sitting idle in labora-
tory intellectual-property portfolios can find
commercial homes helps establish U.S. tech-
nological leadership, benefits U.S. industry,
and creates jobs. Second, the missions of the

agencies, government, and public can be better




served by better leveraging the capabilities and
capital of the private sector to do collabora-
tive research that is mutually beneficial to the

public mission and private objectives.

To strengthen these relationships, two
actions should be taken. First, lab-sponsor-
ing agencies should be required to adjust
their annual performance-evaluation
procedures for lab managers to reward lab
managers for proactively engaging with
and forming productive partnerships with
industry. Implementing these changes could
likely be done through executive authority
alone, in the context of better implementa-
tion of the Stevenson-Wydler Technology
Innovation Act of 1980, which already calls
for labs to maximize commercial outcomes
of publicly funded research to the greatest
degree possible without compromising the
government mission of the labs.*” In the
longer run, Congress should build upon or
amend the Stevenson-Wydler to set bench-
marks and more clearly emphasize industry
engagement as a priority in lab manage-

ment and evaluation.3®

Second, the administration should review
the conflict of interest policies at all of the
federally funded research and development
centers to remove unnecessary roadblocks
to collaboration with industry, while ensur-
ing that science continues to be guided by
unbiased scientific opinion. In some labs, for
example, it is considered illegal for scientists
to do work for the government in any field
related to a patent they own. This restric-
tion prevents many accomplished scientists

and inventors from using their talents in
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the national lab system or forces them to
choose between furthering the frontier of
knowledge and applying their discoveries
in the real world. One national laboratory,
the National Institute for Standards and
Technology, took steps in 2010 to change
this policy.** These reforms could serve as
a model for broader reform to encourage
other labs to contribute to the economy,
while serving their publicly guided science
missions, and to ensure that highly skilled
researchers aren’t barred from contributing

to lab and agency missions and vise-versa.

Policies that encourage
market adoption of university
discoveries and inventions by
collecting better data

Universities are engines of innovation and
economic growth. Yet few statistics are
gathered in a systematic way about their
contribution to commercialized innovation,
the launch of new firms, and job creation. The
lack of high-quality data about the overall
performance of these invaluable assets is
distressing and leaves us behind many other
industrialized nations.* Getting better data
on how universities move research and dis-
coveries into the marketplace would allow for
better benchmarking of universities against
one another and more rapid propagation of

best practices in technology innovation.

Several efforts are now underway to develop
new metrics to measure university contribu-
tions to the economy, and Congress called

broadly for more and better reporting of



university innovation data in the America
COMPETES Reauthorization Act of 2010.

The administration should use the authority
granted by Congress in that act to convene
stakeholders to implement new across-the-
board metrics to be reported by universities
annually. These efforts should build upon

the existing partnerships established under
the STAR METRICS consortium,* which
seeks to establish the economic and social
returns to government-funded R&D, the
National Center for Science and Engineering
Statistics, the Association of Public and Land
Grant Universities, and the Association of
University Technology Managers, and engage
other stakeholders, including the federal
science agencies, associations, and industry.
Building upon the existing voluntary report-
ing of some metrics by research universities,

the administration should gather input from
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these stakeholders and set a timeline for
implementation of new measures of univer-

sity economic engagement.

Although we have focused on the direct value
to the economy of commercial ideas that
develop out of university research, there will
always be ways that universities promote
innovation and benefit society that simply
cannot be measured. Academic publishing

is effectively a global economic intellectual
commons, where ideas are exchanged and
built upon. So while numbers can help us
better understand how universities are most
effective in moving research to technol-

ogy, any attempts to better understand the
functioning of, and thereby improve upon,
our nation’s engines of innovation must not
detract from a core American value: that the
pursuit of new knowledge and education are

ends unto themselves. m
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oods and services trade—exports plus imports—now

account for nearly one-third of overall U.S. economic

activity,?meaning trade’s importance to the economy

has never been greater. The United States is the world’s largest

exporter,®with exports directly supporting an estimated 9.7

million jobs.* At the same time, the United States is also the

world’s largest importer, and herein lies the problem. Over the

past 30 years, our trade balance has been shifting in the wrong

direction—toward more imports than exports—and reached a

$560 billion deficit in 2012.°

While imports can be a boon to U.S. economic
productivity and American living standards,
providing consumers and business with
access to a larger variety of goods and ser-
vices at lower costs than would otherwise be

the case, there is also a price to pay.

Mounting trade deficits present two key
problems for the U.S. economy. First, the

economic benefits made possible by import-

ing also carry offsetting costs, including job
losses domestically. Second, in order to pay
for the imports from abroad that exceed U.S.
exports, the U.S. economy must balance this
trade deficit by selling assets—stocks, bonds,
and other assets such as companies and real

estate—to overseas purchasers.

Our trade imbalance has resulted from a

number of factors. One is, of course, the

BALANCE TRADE




rapid industrialization of developing-country
economies, which are now becoming more
able to compete with the United States in
terms of the range and sophistication of what
they produce. At the same time, as docu-
mented elsewhere in this report, the United
States has failed to keep up with some of the
basic building blocks of competitiveness. But
another reason we’ve lost ground is that the
rules of the road for trade are outdated, too
easy to violate, and too difficult to enforce—
and oftentimes countries are too willing to

violate international norms and laws.

Other countries’ bending of the rules of
trade is a problem we must address. But,
realistically, we must strike a balance
between the need to take strong, appro-
priate action to protect U.S. interests and
the risk of other countries taking actions
that could be extremely damaging to our
economy. We must recognize that we are
dealing with sovereign nations that have
their own interests and their own objectives
and do not necessarily see their actions and
positions the way we see them. After all, for
a country that is trying to raise the living
standards of large swaths of people living in
poverty and that sees the rise of advanced-
economy countries as not entirely the conse-
quence of honorable behavior, bending the
rules can appear to be a virtuous and astute

economic strategy.

That said, the purpose of the legal arrange-
ments for trade is explicitly to balance the
interests of all parties’ involved to promote
shared prosperity and rising global living

standards. Once those agreements are in
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place and international norms are set, we
cannot tolerate our trading partners violating
agreed-upon terms at our expense. Inaction
leaves American businesses and workers at

a global disadvantage and undermined by a

tilted competitive playing field.

In fact, the entire world economy is hurt when
damaging economic distortions that have been
carefully negotiated through trade agreements
are allowed to creep back into the system.
Violating the rules undermines the incen-
tives for innovators and creates incentives for
producers to move to less efficient locations.
If global trade rules are not enforced, then the
architecture of world trade is undermined,

as distrust in trade relations leads more and
more countries to shirk the responsibilities of

arules- and norms-based system.

What is best for the U.S. economy and for all
the economies of the world is a set of clear,
enforceable rules in international trade and
investment, consistently enforced. Such rules,
in conjunction with improved U.S. competi-
tiveness, appropriate export promotion, and
an eased path for foreign direct investment in
the United States, are the keys to balancing
U.S. trade and allowing U.S. businesses and
workers to compete fairly and successfully
with the rest of the world.

We propose policies to:

* Require greater monitoring and trans-
parency by trade enforcement agencies,
automatic enforcement actions where appro-
priate, and greater enforcement resources

and authority to conduct these activities



AT A GLANCE

Trade

Problem: The United States imported $5.9 trillion more than it exported over the past 10 years.
This trade deficit resulted in lower growth, fewer jobs, and higher inequality in the United States—
all of which impede the prosperity of America’s 300 million engines of growth.

Solution: Aggressively enforce a fair playing field on which American businesses and American
workers can compete, by making some enforcement actions more automatic, broadening
enforcement tools, improving employment and labor practices abroad, and promoting exports and
foreign direct investment.

Key policy ideas:

m Double the original funding of the m Enforce a currency misalignment trigger that
Interagency Trade Enforcement Center will identify countries with misaligned curren-
to $52 million annually. cies and trigger a timeline to begin counter-

vailing tariffs within 90 days.
m Create a process of “automaticity”—a clearly
prescribed chain of enforcement actions that m Strengthen and clarify international law
kick in for clear-cut trade violations as tracked around state-owned enterprises to ensure
via a National Trade Compliance Database. fairer competition.

Other policies that will lead to more balanced trade include promoting exports and foreign direct
investment, as well as promoting a virtuous circle where quality jobs that offer appropriate com-
pensation and respect labor rights and social protections will advance the development of the
global middle class, which is good for workers abroad and workers here at home.

Outcomes: Trade will be balanced by 2022. m



Introduce a currency misalignment trigger

to address undervalued currencies

Clarify international law to hold state-
owned enterprises accountable to mutually

agreed-on rules and norms of trade

Enact a set of policies focused on intellec-

tual-property rights infringements
Promote the creation of quality jobs to
increase import demand in presently
export-driven economies

Expand export promotion

Increase efforts to attract foreign direct

investment to the United States

Trade actions initiated, 1995 to 2011

Number of actions

30

In addition to the policies outlined in this sec-
tion, rebalancing trade will require other parts
of the larger economic plan identified in this
report to come into effect to make U.S. workers

and businesses better equipped to compete.

Policies that increase
monitoring and play a more
active role in initiating trade
cases

The current system in the United States for
dealing with trade violations is cumbersome.
Our trade enforcement agencies rely too
heavily on American workers and American
businesses to be the initiators. Those seeking
redress are often forced through an ardu-
ous, lengthy, and arbitrary process and are

potentially subject to retaliation by the coun-

M WTO trade actions
B Domestic trade actions

1997 1998 1999 2000 2001 2002 2003 2004

2005 2006 2007 2008 2009 2010 201

Source: Chad P. Bown, “Global Antidumping Database” (World Bank, 2012), available at http://econ.worldbank.org/ttbd/gad; Chad P. Bown, “Global Countervailing
Duties Database” (World Bank, 2012), available at http://econ.worldbank.org/ttbd/gcvd/; World Trade Organization, “Dispute Settlement Database,” available at http://
wto.org/english/tratop_e/dispu_status_e.htm
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try against which they petition. Remedies

are often slow in coming, particularly when
the enforcement mechanism is through the
World Trade Organization, or WTO. Because
of a lengthy adjudication process, by the time
remedies are put in place, irreversible damage

has sometimes already occurred.

Despite the growth of trade and the scope of
infractions, there has been a relatively low
level of trade cases initiated over the years

(see Figure 9).

But that’s not because U.S. representatives
can’t win these cases. According to an August
2012 publication by the Office of the U.S.
Trade Representative, or USTR, since 1995
the United States had filed 99 complaints, of
which 71 had been concluded. Of these cases,
67—or 94 percent—were resolved either to
U.S. satisfaction without completing litiga-
tion, or the U.S. won on the core issues, leav-
ing only four cases in which the United States

did not prevail.

So, while the United States has a very good
track record, at an average of fewer than
six cases per year, we don’t contest viola-
tions as often as we should. That is why the
Obama Administration’s efforts to stream-
line efficiency in U.S. trade policy with the
Interagency Trade Enforcement Center
(ITEC) is so important. There are certainly
more violations occurring than are disputed,
and other countries should know that U.S.
officials are willing to bring cases. Trade

sanctions cannot serve as a credible deterrent

unless there are expectations that rules will

be enforced.

The goal, then, is for the trade agencies to be
much more active in bringing cases. Focusing
on WTO complaints, historically USTR tends
to only bring cases that it believes it is highly
likely to win. The strategy is driven in part by
the desire to minimize diplomatic fallout, but
the net effect is fewer cases brought and less
redress for U.S. parties injured by the flouting

of trade rules.

To make progress in addressing trade viola-
tions by other countries, we must give U.S.
trade agencies the tools and the authority
they need to take more actions on their own,
as well as seek improvement in international
enforcement bodies. These new mechanisms
must ensure that our trade partners know
we will respond speedily and forcefully to any

clear-cut violations.
To accomplish this, we propose:

* More transparency, accountability, and
action via changes to the National Trade
Estimate Report, the creation of a National
Trade Compliance Database, and better

statistical information

* More enforcement capacity by allocat-
ing $52 million to the Interagency Trade
Enforcement Center and giving sub-
poena power to the United States Trade

Representative
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Automaticity in trade enforcement

One approach that we rely on in several of our recommendations is to make trade enforcement more au-
tomatic. “Automaticity” is defined as an automatic chain of events that ensues upon the finding of a trade
infraction. This concept of automatic policy responses is not foreign to the world trading system and is incor-
porated in aspects of the WTO’s governance structure in “automatic chronological progression for settling

trade disputes.”® We propose applying this mechanism in U.S. domestic trade laws.

Taking some element of discretion out of whether to bring enforcement actions for certain types of viola-

tions has two benefits. First, it takes the burden of initiating complaints off of corporations and unions. This is
particularly important because multinational corporations are reluctant to initiate action against countries in
which they do business or where they would like to gain market access because those countries might retaliate.
Second, by taking some discretion out of the hands of government officials, automaticity relieves the officials
of some of the pressure from outside interests to refrain from taking action. While discretion can never be com-

pletely removed, nor should it be, automaticity tilts the decision making toward more active enforcement.

* Advocacy by the United States for
improved WTO rules to ensure faster and

more effective remedies

Increase transparency, accountability,
and action

Better enforcement of trade rules must
begin by improving the way we monitor
trade flows, industry dynamics, and the
policies, laws, and trade practices of partner
countries. Current monitoring and enforcing
rules of international trade often rely on

ad hoc and arbitrary processes that result

in few enforcement actions after damage

has already been done to U.S. businesses,

workers, and communities.
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To address this, in conjunction with propos-
als in later sections, we propose the following

policies.

Make the Trade Barriers Report a more
effective tool

The National Trade Estimate Report on
Foreign Trade Barriers, also known as the
“Trade Barriers Report,” is published by USTR
each year and tracks trade barriers in 62 trad-
ing partner nations.” The report provides a
trove of information on areas where American
workers and American businesses are being

disadvantaged by unfair trade practices.

Two ways it could be a more powerful tool

would be for it to summarize, by country,



what actions our trade enforcement agencies
are taking to address listed infractions, and to
summarize what additional tools—either in
the form of changes to U.S. laws, regulations,
or practices, or changes to international
agreements—would make it easier for agen-

cies to enforce trade rules.

Launch the National Trade Compliance
Database to catalog compliance with
clear, quantifiable trade rules and trigger
their enforcement

When determining if a country is fulfilling its
trade obligations, there are some categories
for which it is readily apparent whether the
country is in compliance or not—for exam-
ple, negotiated tariff reductions on traded
goods. For clear-cut compliance categories,
the United States should have a policy of
automating, to the extent possible, certain
aspects of trade enforcement and detailing in
advance the actions that will be taken when a

violation is found.

To facilitate this, we propose the creation of a
National Trade Compliance Database that will
list all of the provisions in our trade agree-
ments that are quantifiable and clear cut, what
the available remedy is under that trade law,
whether there is a current violation, and what
steps have been initiated by U.S. trade agencies
to bring the violating country into compliance.
Upon a finding of noncompliance, agencies
would be required to begin seeking the pre-
specified remedies. There would be no waiting
for a complaint from a business or union—

there would simply be action.

As the United States moves forward with new
trade agreements such as the Trans-Pacific
Partnership and the Transatlantic Trade and
Investment Partnership, it will be important to
make rules and remedies more straightforward

and amenable to this approach to enforcement.

Consider two examples of WTO violations
where automaticity would compel a WTO

claim under this policy:

* Export restraints: China’s WTO accession
protocol stipulates that China can impose
specified export duties on no more than 84
items. Yet 352 products are expected to face
export duties in 2013.8 This constitutes a

clear violation of China’s WTO obligations.

Failure to submit required notifications:
Another common trade violation occurs
when a country fails to submit required
notifications to the WTO on its trade
policies, subsidies, or customs and import-
licensing procedures. The Indian govern-
ment, for instance, frequently fails to
notify the WTO about new rules or publish

information in its Official Gazette.

Expand businesses’ statistical reporting
to include financial and operating data
for the consolidated business entity on a
global and country-specific basis

Current statistics allow the government

and private analysts to understand business
activity within the U.S. economy. But what is
needed to better analyze and understand the

competitive position of individual businesses,
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specific industries, and the overall U.S.
economy—including how trade violations
affect businesses—is information on how
U.S. business operations and workers fit into

the larger global economy.

Much of this information is readily available
to authorities through data reported to U.S.
national statistical systems. More informa-

tion should, however, be collected in conjunc-

tion with other reforms to modernize the U.S.

statistical infrastructure in order to allow a
comprehensive analysis of the global nature
of many industries’ production and supply
chains, to improve detection and enforce-
ment of trade-law violations, and to facilitate
National Economic Strategic Assessments, as

we propose in this report.

Increase enforcement capabilities

The measures we describe to improve moni-
toring and make enforcement more auto-
matic will lead to better enforcement of
trade laws, but to achieve our goals, agencies
need more resources and more authority to
carry out this mandate. In 2012 President
Obama requested $26 million to create the
Interagency Trade Enforcement Center, or
ITEC, a new department within the U.S.
Trade Representative’s office, to increase the
number of trade lawyers and investigators
available to handle trade cases, coordinate
trade enforcement actions among agencies,
and leverage more aggressive enforcement
across the government. ITEC presents a huge

opportunity to advance enforcement efforts.’
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Funding the Interagency Trade Enforcement
Center with $52 million—a doubling of the
initial authorization request—would both
help alleviate the USTR’s capacity constraints
and leverage more aggressive enforcement
for the better-endowed International Trade
Administration. Raising ITEC’s funding
would be a smart investment in ensuring that
America’s industries and workers can com-

pete on a fairer international playing field.

In addition, the USTR should be granted sub-
poena authority, which would serve two pur-
poses. First, it would give cover to companies
that want to cooperate but fear retaliation.
Second, subpoena authority would enable the
USTR to gather the information it needs to
move ahead. Rules would, of course, have to
be developed to appropriately circumscribe

the scope of the authority.

With all these measures, trade agencies would
therefore be expected to launch more investi-
gations and seek redress without waiting for
a business or union to file a petition. Trade
violators’ reliance on U.S. inaction is a status

quo that is long past due to expire.

Institute stronger mechanisms at the WTO

The United States should be leading an effort
within the WTO to make enforcement more
effective. Bringing a case, waiting for three
years for it to be adjudicated, and then mak-
ing the remedy prospective—thus rewarding
the violator for three or more years of behav-

ior in violation of the rules—is not the path



to a world of fair trade that causes all boats to
rise, as was originally envisioned. The WTO’s
lack of ability to enforce in itself works as

a barrier to trade since illegal practices are
allowed to persist. While revamping the WTO
enforcement mechanism is obviously a com-
plex task that will take long years of negotia-

tion, it is an important one.

Policies to introduce a currency
misalignment trigger

Another important application of the prin-
cipal of automaticity relates to undervalued

currencies where countries are intentionally

A man counts U.S. dollars at a currency
exchange outlet in New Delhi, India, Jul.

29,2011
AP PHOTO/MANISH SWARUP

seeking an unfair trade advantage by distort-
ing the relative price-levels of goods traded
between countries. Though it is important to
note that countries may have good reasons to
manage their exchange rates—for example, to
maintain financial stability—both the World
Trade Organization and the International
Monetary Fund proscribe exchange-rate poli-
cies intended to upset the balance of trade.
These institutions have not, however, taken

the initiative to address this problem.

Current U.S. policy under the 1988 Omnibus
Trade and Competitiveness Act, requires the
Treasury secretary to twice a year submit to

Congress a written assessment of interna-
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tional exchange rate and economic policies
affecting the U.S. economy. The goal of this is
to identify and address exchange-rate mis-
alignments and other policies of trading-part-
ner countries that lead to material imbalances
in the United States’ current account, which
measures the balance of exports and imports
plus the balance of income flows between the
United States and other countries. When the
Treasury Department identifies problems, the
law requires the secretary to enter negotia-
tions with offending countries to achieve
realignments consistent with reducing cur-

rent account imbalances.

Current U.S. policy suffers three key problems.
First, the policy’s ambiguity is compounded

by its neglect in specifying clear thresholds for
assessing exchange-rate misalignments, cur-
rent account imbalances, and official accumu-
lation of U.S. dollar foreign-exchange reserves.
Second, it leaves too much open to discretion,
leaving decision makers too vulnerable to
outside pressure as they decide whether to
identify countries as using currency to unfairly
skew the balance of trade with the United
States. Third, the policy provides no credible
penalties to endow U.S. officials with the bar-
gaining power they need to succeed in negotia-
tions when a partner country’s exchange rate

and economic policies are problematic.

We propose a currency misalignment trig-

ger."?Under our proposal, a combination of

China’s currency misalignment

While China provides the highest-profile example of how exchange-rate manipulation and related international
economic imbalances can harm the U.S. economy, economist Joseph Gagnon identified the top 20 countries

engaged in “currency manipulation”in the 2000s, proving the problem is bigger than any one country.®

Persistent U.S. bilateral imbalances with China illustrate both the difficulties in redress and the importance
of considering exchange rates alongside broader factors contributing to unbalanced trade. For years, China
maintained an exchange rate pegged to the U.S. dollar at a fixed level widely perceived as undervalued.

The practice effectively makes Chinese exports cheaper for buyers in the United States, and makes U.S.
goods more expensive for consumers in China and elsewhere in the world. What’s more, from an employer’s
perspective, the exchange rate makes U.S. wage costs seem artificially higher and Chinese wage costs and
investments in Chinese production facilities artificially lower, thus denying U.S. workers the opportunity to
compete on a fair playing field. China’s currency policy contributed to the U.S. trade deficit with China grow-

ing to nearly $300 billion in 2012, according to Bureau of Economic Analysis statistics.”

Remedying China’s exchange rate would be a significant step toward ensuring a fairer competitive playing

field and a more stable global economy.
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Mechanism
triggered

!

Treasury
negotiations

v
Countervailing
tariff

v
One year
assessment

v
Second year
assessment

Country exceeds 2 or more thresholds for one year.

Negotiators will have 90 days to reach agreement and commence action on a
plan to rebalance the misaligned exchange rate.

If, at the end of 90 days, no agreement is reached, a countervailing tariff equal
to one-tenth of the misalignment will be applied uniformly to imports from the
partner country. So a 25 percent undervalued exchange rate would face a 2.5
percent countervailing tariff.

At one year from the initial finding, Treasury should reevaluate the existing
exchange rate tariff. If the trigger is still “on” and negotiations have failed, the
tariff will escalate to 20 percent of the remaining exchange rate misalignment.
So a currency that remained undervalued by 25 percent would face a 5 percent
countervailing tariff.

Upon review each successive year, if the situation has not been resolved, the
tariff rate will automatically ratchet up an additional 10 percentage points of the
remaining misalighnment. So, for example, after two reviews (in the third year of
the dispute) a country’s exports to the United States would face a countervail -
ing tariff rate equal to 30 percent of the remaining misalignment: if the misalign -
ment remained at 25 percent, the tariff rate would be 7.5 percent.

exchange-rate misalignment, current account
imbalances, and official accumulation of

U.S. dollar foreign-exchange reserves sur-
passing explicit thresholds would trigger an
automatic response requiring the Treasury
secretary to enter negotiations with offend-
ing partner countries. Then, should those
negotiations fail, escalating countervailing

duties would start to go into effect.
The thresholds for the trigger are:

* Exchange-rate misalignment greater than

or equal to 10 percent, relative to the level

estimated by an analysis of fundamental
equilibrium exchange rates, or FEER. Such
estimates calculate exchange-rate adjust-
ments needed to achieve medium-term
adjustment of international economic imbal-
ances, a key policy goal for the United States

and the international monetary system."
Bilateral current account deficit exceed-
ing 5 percent of the total U.S. current

account deficit.

Dollar foreign reserve holdings exceeding

12 months of expected imports and total
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(public and private) short-term external

debt obligations.

Under our proposal, the Treasury would
report on each of these indicators in its peri-
odic reports to Congress on international eco-
nomic and exchange-rate policies. Two of the
three conditions being met and sustained for
one year would trigger an automatic response
from the Treasury, requiring negotiations
with the offending trading partner. Note that
we recommend that there be no official label
of the countries identified in this process as

a “currency manipulator.” The country would
simply be one with a currency misalignment,

subject to negotiation and remedy.

After identification of a country by the
threshold test, the Treasury would face a
strict timeline for negotiations. If a plan to
rebalance the misaligned exchange rate is not
agreed to within 90 days, then, as shown in
the accompanying chart, gradually escalating

countervailing tariffs would take effect.

Critically different from the current
approach on exchange-rate misalignment
and international imbalances, this policy,
once triggered, sets in motion a sequence
of automatic policy actions with incremen-
tally escalating countervailing duties that
give trading partners an incentive to resolve
imbalances with the United States.

We propose, however, that the president have
the authority to halt the imposition of the
countervailing tariff if he specifies reasons
why implementing them would be inconsis-

tent with achieving other national priorities
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with partner countries. The currency mis-
alignment trigger should not, for example,
prevent countries from adopting emergency
exchange-rate policy measures in response to
potential international financial stresses or
broader crises, as occurred in Japan following
the 2011 tsunami.

But setting the default toward action, instead
of inaction, strengthens the U.S. hand in inter-
national trade relations and gives certainty to
the consequences of violating international
rules and norms on exchange rates without
forcing actions so drastic as to be counterpro-

ductively disruptive to the economy.

Such a policy would be strengthened if adopted
by other countries, and the United States

should encourage its widespread adoption.

Policies that strengthen
international law to hold state-
owned enterprises to agreed-
upon standards

In the highly competitive global economy,
many countries are developing strategies to
support industries that can expand exports.
One way to do this is through subsidies. But
deploying prohibited or excessive subsidies
that cause material injury to trading part-
ners or failing to notify the WTO and trad-
ing partners of the full extent of subsidies
constitutes a trade violation that injures U.S.

workers and firms.

The WTO’s Agreement on Agriculture and the

Agreement on Subsidies and Countervailing



Measures outline which subsidies are illegal
and eligible for action. U.S. trade remedies
law also includes countervailing duty provi-
sions that offset foreign government subsidi-
zation of imported goods when subsidization
is found to cause or threaten material injury

to a domestic industry.

But remedying illegal subsidies in practice is

complicated by three closely related factors:

* Difficulty in differentiating between
normal business activities and business
subsidies in non-market economies:
Business subsidies, by definition, involve
government support for business activities.
To determine whether such support exists,
one has to differentiate between what is
“government” and what is “business.” In the
United States, Western Europe, and other
market economies, this is usually easy. But
for nonmarket state capitalist economies,
this can be quite difficult. Massive state
involvement in the economy—especially in
state-owned enterprises involved in finance,
production, and distribution—is much
more prevalent in these countries. It can be
challenging to ascertain when a government
entity that operates as a business is behav-
ing as a regular business or when, through
its business transactions, it is subsidizing
another domestic business at the behest of
the government. Even ostensibly private
entities in such countries can be so closely
connected to the state through either formal
or informal relationships that they, too,
can be providing subsidies at the behest of
the government. A related problem is that

it is difficult to determine if a state-owned

enterprise is itself being subsidized by the
government with which it, in some fashion,
shares its financial books or if it is operating

in a straightforward, business-like manner.*

Ambiguity in the definition of a state-
owned enterprise: This complication spills
over into the world of trade law. Under
the WTO, monetary assistance can only
be called a subsidy if the government or a
“public body” provides it. But the meaning
of “public body” is not well defined. The
WTO’s Appellate Body, in a recent case,
found that a state-owned enterprise is a
“public body” if it “possesses, exercises,

or is vested with government authority.*
As a practical matter, this means that the
International Trade Administration must
now, on a case-by-case basis, determine

if entities are “vested with government
authority” in bringing actions to impose
countervailing duties. That requires look-
ing at the law under which the entity is
incorporated, actions by the entity or its
management, and whether the govern-
ment exercises “meaningful control” over
the entity. Such an investigation is difficult
in countries where the relationships that

define these things are often opaque.

Complexity of discerning the existence
and scale of the subsidy: In state-capital-
ist economies, a company may be heavily
under the influence of the state for some
purposes and not others, and it may be
motivated by the desire for profits for some
purposes but motivated by state interests
for others. And a subsidy for a business may

come more in the form of the cumulative
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impact of such a system than from single,
clear-cut transactions. The accumulation of
preferred access to bank capital, below-mar-
ket-rate financing, favorable tax treatment,
capital injections, and other advantages
may add up to a meaningful subsidy even

if no individual subsidy is of much sig-
nificance. This makes it difficult to discern
when and where illegal subsidization occurs
and what the scale of the subsidy is.

A great deal of energy and resources are
applied to resolving these ambiguities when
a particular case calls on authorities to do
so. The effort required effectively limits the
feasibility of fully addressing the problem of

U.S. businesses and workers trying to compete
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against subsidized competitors. Solving this
will be difficult, but the United States should
try to ensure that our government agencies are
in the best position possible to address illegal
subsidies and that the WTO’s rules enable

rather than hinder aggressive enforcement.
To do this, the United States should:

* Push the WTO to more broadly define
what a “public body” is and when a busi-
ness is acting as a public body, so that all

the various mechanisms through which

governments may deliver subsidies are

accountable under international trade
law. In addition, the WTO rules need to

be revised to set more clear-cut param-




eters for determining what activities

are done at the behest of the govern-
ment, how businesses benefit from their
association with government, and what
the cumulative level of subsidy is. There
should be presumptions of subsidy when
specified thresholds of government
engagement are met and when there are
benefits that appear to be better than

obtainable on the open market.

Negotiate rules in new trade agreements
that ensure state-owned enterprise
operations are consistent with the prin-
ciples of “competitive neutrality.” That
is, public-sector business activities that
are in competition with those of private-
sector entities should not have competi-
tive advantages simply by virtue of their
government ownership or control. These
rules are immediately relevant for the
Trans-Pacific Partnership negotiations

currently underway.

Require in new trade agreements that
countries report their state-owned enter-
prises and the countries in which they
operate, and that the enterprises provide
basic data on operations and financials to

their trading partners on an annual basis.

Policies that address
intellectual-property
infringements

Innovation is critical to economic growth
and competitiveness. The exploitable value of

innovation resides in the form of intellectual

property, making intellectual property, like
all valuable things, a target for theft. Policing
intellectual-property theft is, however, much
harder than tracking down a stolen car. In
areas where technology is rapidly evolving, it
is often difficult to tell whether an evolution
is based on a stolen idea with a few enhance-
ments or constitutes something fresh and
new. Additionally, there are many compli-
cated relationships between individuals and
companies that make standards for owner-
ship and conditions for transfer of ownership

of intellectual property unclear.

Intellectual-property issues extend far
beyond the unlicensed production of phar-
maceuticals, software, and other media to
valuable industrial technologies and orga-
nizational practices. Intellectual-property
issues have as much to do with foreign direct
investment rules that require technology
transfer as they do with protecting informa-
tion technologies from outright theft.

The protection of intellectual property is
essential for an innovation-based economy
such as the United States. Based on its own
research and extensive consultation with
stakeholders, USTR compiles a “priority
watch list” of countries that have extensive
intellectual-property rights, or IPR, infringe-
ments.'* USTR identified 13 countries on
the priority watch list in 2012: Algeria,
Argentina, Canada, Chile, China, India,
Indonesia, Israel, Pakistan, Russia, Thailand,
Ukraine, and Venezuela.'” USTR focuses its
IPR-enforcement efforts on the countries
that are on the list. But as of now, USTR

relies heavily on bilateral dialogue as the best
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way to resolve IPR disputes. If that doesn’t
work, it goes through the World Trade
Organization’s dispute settlement proce-
dures. But this way of dealing with countries
that violate intellectual-property laws is

not a significant enough deterrent. The U.S.
International Trade Commission estimated
that “U.S. firms’ reported losses from IPR
infringement in China amounted to about
$48 billion in 2009.”*8 These are not just dol-
lars lost but in some cases are businesses and

jobs lost as well.

To protect U.S. intellectual properties, the
United States government should:

* Include obvious forms of intellectual-
property-rights rules in the National Trade
Compliance Database. An example of an
IPR requirement that could be put in the
database would be government use of only

licensed copies of protected software.

* Establish a 90-day time limit for negotia-
tions with WTO member countries that
are on the Special 301 Priority Watch
List. After that, cases would be referred to
the WTO’s dispute-settlement board and
the appellate body if needed. The board’s
authority to issue decisions that allow
the United States to impose trade sanc-
tions would put pressure on the infring-
ing country to not drag out negotiations.
If the United States and the infringing
country have signed other agreements that
have IPR protections, USTR would have
the option of using dispute-resolution
mechanisms or remedies specified in those

agreements instead of going to the WTO.
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* Use new trade agreements as opportunities
to define consequences of different forms
of IPR infringements. The Trans-Pacific
Partnership negotiations, for example, offer
an opportunity to write new agreements
that provide for consequences to kick in
automatically if an investigation confirms
that there is an IPR infringement, whether
those consequences involve domestic

redress or taking a case to the WTO.

* Put IPR reform on the agenda for the
WTO. The WTO’s agreement on the trade-
related aspects of intellectual-property
rights, or the TRIPS agreement, estab-
lishes minimum levels of intellectual-prop-
erty protections that WTO members have
to give one another. But these minimum
standards provide inadequate protection,
especially in today’s world where rapid
technological advances and global value
chains are making it easier to violate intel-
lectual-property rights. Current language
has failed hugely in this area, and greater

protections are needed.

Policies that show global
leadership to make more jobs
‘just jobs’

In order to rebalance the long-running U.S.
trade deficit, the U.S. economy will need to
start exporting more, and the government
can play a key role in achieving this goal.
Ninety-five percent of the world’s consum-
ers, accounting for 75 percent of the world’s
purchasing power, reside outside the United

States and are potential customers for the



goods and services produced by American

workers and businesses.®

Rising living standards through the creation
of “just jobs”—jobs that provide appropriate
remuneration, labor rights, and opportunities
for upward economic mobility—help create
new markets for U.S. products, thus improv-
ing opportunities to export and creating jobs
at home.?® Just jobs also help create a fairer,
competitive global economic playing field so
that countries cannot leverage poor labor

standards for economic gain.

The United States can play an important role
in creating this virtuous circle of broad-based
economic growth by making just jobs a prior-
ity in its foreign assistance, trade, and invest-

ment policies. Specifically, we recommend:

* Promoting greater coordination across U.S.
government international agencies and
consistency in their policies to ensure maxi-
mum impact in promoting just jobs interna-
tionally, especially in technical assistance to

help other countries spur job growth

* Requiring integration of just jobs into the
overall development objectives of the U.S.

Agency for International Development

* Promoting strong labor provisions in all
trade and investment agreements, starting
with the Trans-Pacific Partnership and the
Transatlantic Partnership, and working
with international partners to incorporate
a discussion of employment/jobs in multi-

lateral trade discussions

Ninety-five percent of
the world’s consumers,
accounting for 75 percent
of the world’s purchasing
power, reside outside the
United States and are
potential customers for
the goods and services
produced by American

workers and businesses.

* Updating the U.S. Foreign Assistance Act

of 1961 to ensure that countries receiving
foreign direct assistance comply with the
same basic labor criteria that we use before

granting a nation trade preferences

* Assuming leadership by U.S. representa-

tives in fleshing out a specific plan for just
jobs in the G20

Policies that promote exports

More exports mean more jobs created and

more business investment in the U.S. econ-
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Inthis Jul. 13,2012, photo, a container ship
from China is offloaded at Massport’s Conley
Terminal in the port of Boston.

AP PHOTO/STEPHAN SAVOIA

omy, which is why President Obama launched  Specifically we recommend:
the National Export Initiative in 2010 with a
goal of doubling exports by the end of 2014.% * Ensuring that partnerships between federal,

In fact, the International Trade Administration state, and local governments are assist-
estimates that every $1 billion in U.S. exports ing small and medium-sized businesses in
supports approximately 5,000 new jobs.?? increasing exports so that they are able to
Part of the key to boosting U.S. exports lies in tap into growing overseas consumer markets
previously outlined policies that build human

capital and invest in innovation—ensur- * Expanding, as necessary, the availability
ing we have high-quality goods and services of export financing via the Export-Import
to export—and another key component is Bank, to ensure that U.S. firms are competi-
encompassed in policies already outlined in tive vis a vis firms from other nations with
this trade section, which will ensure a fair play- export banks that operate at higher autho-
ing field for competitive U.S. workers and busi- rization levels as a percentage of their GDP

nesses in the global economy. But more can be

done to help businesses compete and expand Boosting high-tech exports by continuing

exports to the world market. to streamline the export-licensing process
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to further reforms that move appropri-
ate export categories from the stringent
and vague U.S. Munitions List to the more
specific and easier to navigate Commerce
Control List

Policies to increase foreign
direct investment

There is a strong relationship between higher
levels of foreign direct investment, or FDI, and
domestic economic growth.” Moreover, the
jobs created by foreign companies are a driver
of middle-class growth because their average
wages are 30 percent higher than average full-

time wages in the economy as a whole.?*

Although the United States continues to lead
the world in total FDI inflows, it has fallen from
a peak of 45 percent of global FDI inflows in
1984 to just 15 percent in 2011.% In recogni-
tion of the critical role of FDI in the American
economy, in 2011 the President’s Council on
Jobs and Competitiveness recommended a goal

of attracting $1 trillion in FDI over five years.?®

The key to attracting high-value FDI is making
the United States a better place to do busi-
ness through the broad range of proposals in
this report that improve areas such as educa-

tion and infrastructure. So, as with boosting

exports, many of the keys to growing FDI will
be found in investments in our broader plan
to boost the competitiveness of our workforce

and our economic environment.

There are three further steps that we should

take, though. We recommend:

* Increasing support for Select USA—the
inward investment arm of the Commerce
Department—as suggested by the presi-
dent in his 2014 budget”

* Restoring and expanding the collection
of foreign direct investment statistics,
which were eliminated from the Bureau
of Economic Analysis’s portfolio as a
result of a reduction in the Department of
Commerce’s FY 2008 budget, so that these
data can be used to analyze where the best

opportunities are for expanding FDI*®

Conducting more research at a federal
level to clarify when FDI is beneficial and
when it is not—keeping in mind that
there are instances where investment in
the United States may not be motivated
by normal commercial objectives but
instead by national objectives such as
gaining technological leadership and the
jobs that go with it.* m
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uality infrastructure is a foundational building block

that allows us to work together, get our goods to mar-

ket, get ourselves where we need to go, and get clean

water to our homes. One of the reasons for America’s 20th cen-

tury success was not just that we were the largest economic

power in the world but also that we were well connected.

From the vibrancy of the ports of Los Angeles
and New Orleans and the western states’
electrification made possible by the Hoover
Dam to the great digs that cleared 21 miles

of tunnels and 58 miles of tracks for the New
York subway system and the grand project of
connecting states and cities with more than
42,000 miles of roads in the national high-
way system, American infrastructure allowed
American workers and businesses to compete

and excel at home and abroad.

As our infrastructure has eroded, however, so
too has the economic advantage it once gave

us. In 2010 public spending on infrastructure

was about $132 billion a year for transporta-
tion, energy, and water improvement—far
short of the estimated $262 billion a year in
required spending over the next 10 years to
get our infrastructure up to par.'It’s not sur-
prising, then, that our infrastructure report-
card grade from the American Society of Civil

Engineers is a “D+.”

Having neglected our infrastructure for too
long, it is now time to invest—and to do so in
a strategic, cost-effective way. For this reason,

we propose policies to:

* Launch a National Infrastructure Council
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* Leverage private-sector investment via a

National Infrastructure Bank
* Substantially increase federal investment

Infrastructure investment also carries the
benefit of adding much-needed jobs to our
economy. Studies have indicated that for
every $1 billion of government infrastructure
spending, between 4,000 and 18,000 jobs are
created.® This is why President Obama’s Jobs
Council called infrastructure investment a
“two-fer,” meaning it results in job creation in
the short term and greater economic com-

petitiveness over the long term.*

Policies to launch a National
Infrastructure Council

The White House should create a National
Infrastructure Council made up of the
representatives of more than a dozen infra-
structure-oriented agencies to assist with

the integration of infrastructure planning
between private partners, federal agencies,
and state and local governments (see box

on page 196). The council would not shift
authority from the agencies that it represents
but would function as a centralized policy

planning and coordination entity.
Specifically, it would:

* Assure that improvements made to
infrastructure by one state, department,
or agency will be taken into account by all

other planning entities
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* Increase the economic and societal
returns of infrastructure funding by
developing a best-practices institute that
creates models for construction cost
reduction, accelerated project selection,

and preventative maintenance

Collect and assist states in developing pro-
spective projects that are good candidates for

collaboration with private-sector partners

Consolidate water quality and quantity
oversight in an accountable way by increas-
ing the communication and integration

of the five federal agencies and depart-
ments—the Army Corps of Engineers, the
Department of Transportation’s Maritime
Administration, the Environmental
Protection Agency, the Federal Emergency
Management Agency, or FEMA, and the
Department of Agriculture—that cur-

rently play a role in water infrastructure

Report to Congress and the public on
infrastructure issues of national importance
such as accounting for the impact of climate
change on infrastructure needs and devel-
oping need-based measures for distributing

federal funds for infrastructure

Federal investment in infrastructure is cur-
rently conducted in a fashion that does not
fully integrate infrastructure improvements
by each federal agency into one overarching
solution to each specific area of need. The
Department of Transportation, for example,
which manages freight-rail improvements
through the Federal Railroad Administration,

does not coordinate with the Army Corps



AT A GLANCE

Infrastructure

Problem: The highways, bridges, railways, water systems, and power systems that form the bed-
rock of an economy—our infrastructure, without which we cannot work or even get to work—cur-
rently gets a D+ grade from the American Society of Civil Engineers, at a huge cost to American
workers and businesses.

Solution: Develop a coherent infrastructure strategy, encouraging the private financing of public
projects, and increasing federal direct investment in infrastructure.

Key policy ideas:

®m Launch a National Infrastructure Council to m Add $58 billion in new annual federal infra-
help departments and agencies better align structure investments—almost $600 billion
scarce infrastructure resources with the coun- over the next decade—to build roads, bridges,
try’s most pressing needs. public-transit systems, ports, waterways,

dams, levees, and water systems.
m Create a National Infrastructure Bank to en-
courage private financing of public infrastruc- m Change formula funding for infrastructure so
ture projects that generate revenue through that all funds are allocated based on needs.
tolls and other user fees.

Other proposed infrastructure policies include reforming federal highway policy to remove the
bias against maintenance and repair, and ensuring future infrastructure investments account for
the impact of extreme weather, sea-level rise, and other climate-change impacts.

Outcomes: The United States will earn an “A” on infrastructure readiness from the American Soci-
ety of Civil Engineers and will eliminate the infrastructure-funding gap. m



Composition of a National Infrastructure Council

Critical to the success of this council is its leadership in acting as a trusted neutral party with deep expertise
in infrastructure. The council should include the directors and commissioners of the following federal agen-

cies and departments:

Department of Agriculture, Office Rural Development

Department of Agriculture, Natural Resources Conservation Service
Department of Commerce, National Oceanic and Atmospheric Administration
Department of Defense, Army Corps of Engineers

Department of Energy, Office of Electricity Delivery and Reliability
Department of Interior, Bureau of Reclamation

Department of Transportation, Federal Aviation Administration

Department of Transportation, Federal Highway Administration

Department of Transportation, Federal Railroad Administration

Department of Transportation, Federal Transit Administration

Department of Transportation, Maritime Administration

Environmental Protection Agency, Office of Ground Water and Drinking Water
Environmental Protection Agency, Office of Wastewater Management
Federal Communication Commission

Federal Emergency Management Agency

Federal Energy Regulatory Commission

of Engineers on freight improvement in the structure-investment programs.® Although
Mississippi River basin. As a result, the lim- Congress sets out the general rules for where

ited federal funds spent on infrastructure are  infrastructure funds are spent and, to some

not dispersed in a way that most efficiently degree, how they are spent, agencies have
utilizes the entire transportation system in some ability to increase the efficiency of
the United States. infrastructure spending. That is most likely to
occur if the key agencies work together and if
A national interagency infrastructure plan- White House leadership is applied to accel-
ning council can help to ensure that depart- erate efforts to better align infrastructure
ments and agencies make the best use of resources with the nation’s most pressing
scarce resources across all federal infra- infrastructure needs.
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A national infrastructure council could

also ensure that timely and appropriate
decisions are being made in regard to
infrastructure decisions around information
and communications technology, which is
an increasingly critical component of our

national economic competitiveness.

Policies that leverage private-
sector investment via a
National Infrastructure Bank

In October 2011 President Obama’s Jobs
Council recommended the creation of a “new
national infrastructure financing organiza-
tion that complements existing programs and
attracts private capital to infrastructure proj-
ects.”® Indeed, at a time of inadequate federal
funding for infrastructure and tightening
state budgets, policymakers should look to
encouraging the private sector to help finance

large-scale infrastructure projects.

That’s why we propose the creation of a
National Infrastructure Bank, a federal entity
that would provide partnerships between

state governments and their private inves-

tors with direct loans and loan assistance to
help large infrastructure projects get off the
ground. A National Infrastructure Bank would
be accountable to both Congress and the
executive branch and would closely coordinate
strategy with the National Infrastructure
Council. While encouraging private investment
in infrastructure will not make up the entire
funding shortfall our infrastructure is facing, it
can help scarce federal funding go to areas not

suitable for public-private partnerships.

Private-sector investors and companies

can be important players in the funding of
infrastructure projects by providing up-
front financing in exchange for a dedicated
stream of revenues from user fees or taxes. A
National Infrastructure Bank would support
these projects by providing direct loans, loan
guarantees, or credit assistance, which would
lower the costs faced by state and municipal
governments and their private partners. The
bank would create a more efficient environ-
ment for private investors to participate in

rebuilding public assets.

The National Infrastructure Bank should be
federally capitalized with at least $10 billion in
federal credit subsidies, and Congress should
provide it with at least $30 million annually to

support the banks’ administrative operation.

The idea of such a publicly chartered invest-
ment bank is not new. The European
Investment Bank makes substantial infra-
structure investments all over Europe.”
Meanwhile, the United States is missing an
opportunity. Large infrastructure investors
are putting their capital to work in other
countries, where publicly chartered invest-
ment banks are making the process of identi-
fying and investing in large-scale financially
viable projects routine, predictable, and
clear.® Some of that capital could instead be

put to use here in the United States.

There is ample evidence that once a ready and
financially viable pipeline of projects is cre-
ated, investors will pony up.’ A review by the
Organisation for Economic Co-operation and

Development found that one of the main bar-
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riers to investment in infrastructure in the
United States is that the “United States infra-
structure market is immature and has not
provided many opportunities to investors,”
in part because of a lack of transparency for

private-investment opportunities.'

In addition to providing direct loans and credit
enhancement, a National Infrastructure Bank
can also identify worthy multistate and inter-
modal projects and can assist states in adapting
to project finance in infrastructure. In this role,
the bank would review the merits and financial
feasibility of large-scale projects. This analytical
function is especially important where inte-
grated infrastructure projects are undertaken—
for example, where road projects are built in
tandem with rail, or where freight projects are
built in tandem with port expansions. Projects
of this sort have no federal “home,” and as such,
private financiers and state and local agen-

cies seeking support have to make redundant

pitches to different federal agencies.

An infrastructure bank can also help states
and municipalities adapt to project finance
in infrastructure. While the universe of
significant infrastructure projects in the
United States that can be debt financed is
immense, when it comes to the basic pro-
gram documents, sample contracts, and
financing worksheets that enable project
flow, many state and local governments are
unprepared. In addition, there are projects
that are financeable but so small (less than
$50 million) that going into the current debt

market is prohibitively expensive.'
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We estimate that there may be as much as $20
billion annually in financeable transportation
and water projects that could be readied for
market investment.'? The creation of public-
private partnership resources and the aggrega-
tion of debt issuance by a centralized federal
bank can help motivate the implementation of

project finance on the state and local levels.

Here’s an example: In spring 2012 the mayor
of Chicago, Rahm Emanuel, announced the
formation of the Chicago Infrastructure
Trust, or CIT.**The trust is a city effort to
match public infrastructure needs to private
investors on a case-by-case basis. The city
financed the administrative costs of the trust
with $200,000 in 2012 and issued grants
totaling $2.5 million to help finance proj-
ects.™In return, the trust is expected to over-
see $7 billion in infrastructure improvements
in the city.” As The Economist pointed out,
“several financial institutions have already
lined up to make investments totaling $1.7
billion, among them Macquarie Infrastructure
and Real Assets, Ullico, Citibank, and JP
Morgan.”*® Given that such a large amount of
private infrastructure funding can be encour-
aged just through connecting public projects
with private investors, an infrastructure bank
that combines this function with loans and
loan assistance will be able to provide signifi-
cant funding to help improve infrastructure
in the United States.

For more information, see the Center for
American Progress’s report, “Creating
a National Infrastructure Bank and

Infrastructure Planning Council.”™"’



“ln this Jan. 23 2013 photo, a contractor
WOrks at the Second Avenue Subway con-
struction project in New York.
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Policies to increase federal
investment in national
infrastructure

and local matching funds and leverage an
additional $60 billion in private invest-
ment for a total of $129 billion in new
infrastructure investment annually. These
Along with drawing in private investment funds would improve U.S roads, bridges,
to finance a larger share of the infrastruc- public transit, ports, airports, waterways,
ture improvement in the United States, the dams, levees, and public water and sew-
federal government should also increase its age systems. In addition, this sum would
own funding for infrastructure. To invest in support investments in improving the
America’s competitiveness and future eco- national energy grid.

nomic growth, we recommend:

* Converting all federal infrastructure-fund-

* Increasing annual federal funds spent ing formulas to need-based formulas. Not

across all infrastructure sectors by $48 bil-
lion, along with $10 billion in new federal
loan authority.* This amount would incen-

tivize an additional $11 billion in state

only are current investments inadequate,
existing federal investments do not always
flow where they’re most needed. A quarter

of the highway funds are distributed via
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archaic distribution formulas that drive
funds disproportionately to selected states
without regard to need.’ Every dollar inef-
ficiently doled out through the highway bill
is taken away from an important project
elsewhere. Instead of relying on outdated
formulas, all funds should be distributed
through need-based formulas or programs
that distribute funds based on objective
metrics of usage, ability to relieve conges-
tion, impact on greenhouse-gas emissions,

and cost effectiveness.

Require infrastructure funds to “fix it
first,” meaning pay for necessary ongo-
ing maintenance and repair costs where
those investments would be more cost
effective. Federal highway policy includes
a bias toward new construction and major

repairs over capital maintenance, caus-
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ing existing infrastructure to erode to the
point where the cost of repair ends up
being more expensive than the cost that
would have been incurred with routine
capital maintenance.”® When it comes to
water systems, federal funds cannot be
used for basic repairs unless those repairs
are needed to meet federal standards for
water quality.?! As a result, water systems
usually wait until a water-main breaks to
make needed repairs. By permitting federal
funds to pay for ongoing capital improve-
ments, the overall cost of maintaining our
infrastructure can be reduced and business

productivity can increase.

For more details on infrastructure pro-
posals from the Center for American
Progress, see our report titled “Meeting the

Infrastructure Imperative.”?* m



Adapting to climate change

The United States recently had a deadly and costly reminder of the effects of climate change when Hurricane
Sandy battered the East Coast in October 2012, claiming more than 100 lives and costing $60 billion in fed-

eral disaster relief and recovery.?® Yet despite its severity, Hurricane Sandy was only one of 25 climate-related
extreme weather events that each caused at least $1 billion in damages in 2011 and 2012, with the total for all

these events being $188 billion in damages.?*

According to estimates, we've seen nearly a fivefold increase in extreme-weather disasters in the past three
decades.? Scientific consensus holds that there is a strong relationship between extreme weather and
climate change, and analysts have concluded that the increasing frequency of disasters is driven by climate

change and is likely to continue into the future.2°
Other effects of climate change include:

m Sea-level rise of 2 to 6 feet by 2100, in addition to the 8-inch or more increase that some U.S. coastal

areas have already experienced in recent decades?’

m Increased frequency of extreme weather, including heavy-precipitation events and longer and more ex-
treme droughts and heat waves, with resulting challenges to livestock and crop production, migration of

diseases and pests, and loss of species and their natural habitats

While mitigating the effects of climate change is crucial, some climate change will continue to occur even if we
immediately cease emitting carbon dioxide.?® Mitigation must therefore be coupled with climate-change adap-
tation in which we prepare for the impacts of previous emissions. As a nation, we need to quickly and practically
assess our vulnerabilities to climate change and take measures that enable us to avoid or minimize possible
disruptions and damages to communities, local economies, and public health. Taking strong steps on adapta-

tion will also convert climate-change impacts into potential opportunities for our country and fellow citizens.

In order to adapt to climate change, we recommend that a lifecycle analysis that includes consideration of
the impact of climate change on a project is included in the criteria by which federal projects are assessed.
The Federal Emergency Management Administration, or FEMA, estimated that every $1 spent on resiliency
yields $4 in future benefits.?? As a result, direct federal funds through programs such as the Highway Trust
Fund and federal loans through the national infrastructure bank described above should be tied to projects

that help communities and their infrastructure become more resilient to climate-change-related impacts.
To further assist communities in reducing their vulnerability to extreme weather, we propose the creation of

a community resilience fund dedicated solely to providing financial and technical assistance to vulnerable

communities threatened by future extreme-weather events.2°
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cornerstone
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ousing represents one-fifth of the U.S. economy and

is critical to many other areas of the economy—from

finance to construction and manufacturing. Since the

sluggish housing market remains one of the biggest drains on

our economic recovery and a liquid, stable, and equitable market

is critical to a long-term growth plan, digging a way out of the

current crisis and charting a responsible path forward is a key

piece of our economic-growth strategy.

The historic crisis in the housing market
eviscerated $7 trillion in home equity® and
left more than one in four homeowners
owing more to the bank than their houses
were worth.* As families struggle through
the ongoing crisis, the U.S. mortgage market
remains on life support. The federal govern-
ment—through Fannie Mae, Freddie Mac,
and the Federal Housing Administration—
backs more than 85 percent of new home
loans made each year, as private capital has

withdrawn from most parts of the market.®

Homeownership plays a central role for many
in America’s middle class as they build wealth
and save for the future, capitalize small
businesses, seek to pay for college, and look
for economic security in challenging times,
particularly the elderly. According to a 2012
Pew Research Center study, homeownership
comes just behind job security and health
care when it comes to people’s perceptions

of what it takes to be in the middle class.®
Policies for a strong and stable housing
market are an important part of a long-term

economic strategy.

RESTORE THE HOUSING CORNERSTONE




Yet more than four years after Fannie and
Freddie were placed under government con-
servatorship, policymakers have made little
progress winding down the mortgage giants
and establishing a sustainable system of U.S.
housing finance. Meanwhile, lenders have sig-
nificantly tightened credit standards, leaving
many families ready to buy a home with no

clear path to doing so.

The historic crisis in

the housing market
eviscerated $7 trillion

in home equity and left
more than one in four
homeowners owing more
to the bank than their

houses were worth.

At the same time, more than 100 mil-

lion Americans live in rental housing,

and one in four renters pays more than
half their monthly income on rent.” High
rents depress demand for other goods and
services, which also hurts local communi-
ties. According to Harvard’s Joint Center
on Housing Studies, families in unafford-

able housing units spend 50 percent less on
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clothes and health care and 40 percent less

on food than families in affordable units.?
We therefore propose policies to:

* Provide access to sustainable homeowner-
ship or affordable rental housing for all
eligible borrowers by developing a more
responsible and sustainable housing-
finance system that serves all communities
and provides countercyclical capacity, along
with striking the right regulatory balance
and ensuring that high down payments are

not a bar to sustainable homeownership

* Help underwater homeowners deleverage
debt, avoid foreclosure, and lower their
monthly housing costs by offering better
solutions for delinquent homeowners and
establishing more refinancing opportuni-

ties for current borrowers

Policies to promote sustainable
homeownership and affordable
rental housing

Develop a more responsible and
sustainable housing-finance system

Just about everyone agrees that the current
level of government support to the housing
market is too high and that private investors
should assume more risk in the mortgage
market. The question is how best to move in
the right direction while still offering broad
and consistent access to safe, affordable

mortgage credit across all communities.



AT A GLANCE

Housing

Problem: The national housing-finance system that has supported a key area of the U.S. economy
since the Great Depression has broken down at huge personal cost to millions of Americans and to
the country’s broader economy. Private capital has fled the market, with the federal government
now backing 90 percent of all home loans.! One in four renters pays more than half their monthly
income on rent.?

Solution: Build a more responsible and sustainable housing-finance system that serves all com-
munities, offering homeownership opportunities, as well as encouraging development of affordable

rental housing.

Key policy ideas:

m Replace the Federal National Mortgage m Promote safe and sustainable lending by
Association and the Federal Home Loan preventing predatory practices and aligning
Mortgage Corporation, also known as incentives among borrowers, mortgage origi-
Fannie Mae and Freddie Mac, with nators, and securitizers, rather than by univer-
government-chartered, privately funded sally requiring a 20 percent down payment.
entities that guarantee qualifying mortgage-
backed securities and are backed by m Require lenders to forgive the underwater
government reinsurance. portion of mortgage balances when doing so

would return more value to investors than al-
lowing a home to go to foreclosure.

Other policies to strengthen the housing market and overall economy include refinancing under-
water homeowners, providing government support for the development of affordable rental hous-
ing, and homeownership and rental strategies that can stabilize and revitalize the communities
hardest hit by the financial crisis.

Outcomes: A stable and dynamic housing sector will allow access to safe, sustainable homeown-
ership or affordable rental housing for all families. m



The number of years it takes to save 10 percent of
down-payment and closing costs

Years to save to 10 percent down payment and closing costs
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Source: Center for Responsible Lending calculations based on 2010 American Community
Survey and Bureau of Labor Statistics Median Income data. Calculations based on a 2010
median priced house ($158,100), an annual savings rate dedicated for down payment of
2% of income, and closing costs totaling 5% of home purchase price.
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Two years ago, a group of housing-finance
experts, affordable-housing advocates, and
leading academics brought together by the
Center for American Progress released a
detailed plan for responsibly winding down
the mortgage giants Fannie Mae and Freddie
Mac and bringing private capital back into
mortgages.® Our plan calls for replacing
Fannie and Freddie with several government-
chartered, privately funded entities that guar-
antee qualifying mortgage-backed securities.
These entities will price accurately for risk,
enabling them to create a privately funded
loss reserve. If one of the entities fails, the
loss reserve will step in to back the securities
it has issued. Government funds would only
be tapped in the event of a catastrophic mar-
ket downturn that wiped out all loss reserves,

which is now significantly less likely given the

300 MILLION ENGINES OF GROWTH

banking and mortgage reforms in the Dodd-

Frank Act and related regulations.

Our plan also includes provisions to ensure
that mortgage lenders and investors serve
the entire mortgage market equally, and it
establishes special funds—fully funded by
market transactions—to responsibly expand
affordable housing and promote access to
mortgage credit for underserved popula-
tions. By maintaining an explicit and limited
government guarantee on certain types of
mortgage debt, our proposal preserves the
30-year fixed-rate mortgage, now a pillar of
the U.S. mortgage market, and ensures that
an appropriately broad range of families
have access to home ownership. The plan
also provides adequate liquidity for the mul-
tifamily market, which is crucial to enabling

the creation of affordable rental housing.

Strike the right regulatory balance

As regulatory agencies seek to protect con-
sumers and prevent future housing crises,
they face the difficult task of striking the right
balance among various considerations to
ensure that lenders originate mortgages that
are both safe and affordable. Agencies should
not water down anti-predatory regulations
aimed at ensuring proper underwriting, and
they should align market incentives so that
mortgage originators and securitizers succeed
only if homeowners succeed. At the same time,
regulators should not enshrine a requirement
of 20 percent down payments, which is out of
reach for the majority of American homeown-

ers and prospective homebuyers.



Brandon Joyner, 8, right, bounds ahead
of his.mother Monica Spann, 37%.at their
new home in Capitol Heights, Maryland,
Jan. 29,2008.
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Additionally, the Consumer Financial
Protection Bureau, or CFPB, and other regu-
lators should ensure high-quality mortgage
servicing and loss-mitigation options. One

of the key reasons that the foreclosure crisis
became so severe and has lasted so long was
the belated and bungled response by mortgage
servicers to the crisis. The CFPB has already
issued a first set of rules that will improve
servicing and provide homeowners with some
ability to enforce the rules privately, but addi-
tional safeguards are necessary to ensure that
safe, sustainable loan-modification options are

available to all homeowners from all servicers.

Ensure that high down payments are not
a bar to sustainable homeownership

Regardless of the outcome of the various
rulemakings, down-payment requirements
are likely to remain high for some time.
These requirements will be especially oner-
ous for lower-wealth families that may have
the income to support successful homeown-
ership but would have to save for many years
for the down payment. Lack of savings for a
down payment has long been recognized as

a key barrier to homeownership for lower-

wealth families.'®
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Amanda Hollander, left, and Katy McCorma
at their home in Portland, Maine
AP PHOTO/ELISE AMENDOLAWS

For this reason, we support efforts to
provide down-payment assistance to those
families, as long as the families are offered
safe mortgage products, prepurchase coun-
seling, and other supports ensuring success-

ful homeownership.
Examples of these efforts include:

* State housing-finance agency down-
payment assistance programs: These
programs assist borrowers with down-
payment and closing costs either through
grants or loans. One successful model

of such a program is Massachusetts’
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SecondSoft Program.' The Center for
American Progress has proposed a plan
for bonds that can help support state
housing-finance agencies so that they can

offer programs of this nature.”

Shared-equity products: In these pro-
grams, the government invests funds to
provide lower-income buyers with down-
payment assistance in exchange for a share
in the appreciation when the home gets sold.
Typically the homeowner still builds wealth
as home values rise but does not walk away
with a windfall. For details on how shared

equity programs work, see the 2010 Center



for American Progress report, “A Path to

Homeownership.”*?

* Matched-savings programs: These pro-
grams encourage potential homeowners
to save for a down payment by matching
their own savings with private funds,
government funding, or tax incentives.
In 2007 the Aspen Institute developed
a proposal for tax incentives in which
a cumulative investment of $28 billion
in matching funds over 10 years would
create 4 million new homeowners with
incomes below $50,000 for individuals
and $75,000 for households, and $457

billion in new mortgages.'*

Policies to help the housing-
market recovery

The steep decline in housing prices that both
triggered the financial crisis and were exac-
erbated by it have left more than one in four
homeowners owing more to the banks than
their homes are worth, which translates to
nearly $700 billion in “negative equity,” or
the total amount that these homeowners are
underwater.® Many of these homeowners
are already behind on their monthly pay-

ments or in foreclosure.

A housing recovery will eventually help some
of these homeowners, but barring an ill-
advised effort to reinflate a dangerous hous-
ing bubble, it is likely that we will need to

deal with the unique problems of underwater
mortgages for some time to reduce the result-

ing drag on the market.

Deploy a principal-reduction program

Principal reduction—which means lowering
the outstanding balance of an underwater loan
to reflect current market value as part of a loan
modification—can play a major role both in
ensuring long-term success of loan modifica-
tions and in stabilizing the fundamentals of the
nation’s hardest-hit housing markets. While
many investors are already forgiving principal
balances, Fannie Mae and Freddie Mac are still
not permitted to do so by their regulator, the
Federal Housing Finance Agency. That agency
rejected an offer from the Treasury Department
to pay a percentage of the principal forgive-
ness using Troubled Asset Relief Program, or
TARP, dollars already earmarked for foreclosure
prevention, although the agency’s own analyt-
ics demonstrate that permitting it would save

money for Fannie Mae and Freddie Mac.

Allowing Fannie Mae and Freddie Mac to do
principal forgiveness is sufficiently important
that, if necessary, the Treasury Department
should offer to pay the full cost using TARP
funds rather than just a percentage.’ In addi-
tion to forgiving principal outright, investors
could offer shared-appreciation loan modifi-
cations, where they write down some prin-
cipal in exchange for a portion of the future

appreciation on the home later."”
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Refinancing mortgages

into rates that are now at

historical lows is a great

way to enable families

to avoid default and put

more money into their

pockets that can be spent

elsewhere in the economy.
The Center for American Progress also suggests

that states follow the lead of the California,
Nevada, and Arizona Hardest Hit Fund pro-
grams, which use federal TARP dollars to pay

the full cost of principal-forgiveness reduction

for current and delinquent homeowners with
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Fannie and Freddie mortgages.’® For states
without Hardest Hit Funds, such forgiveness
could be paid for using funds from the National

Mortgage Settlement or related settlements.

Give current borrowers more refinancing
opportunities

Refinancing mortgages into rates that are
now at historical lows is a great way to
enable families to avoid default and put
more money into their pockets that can be

spent elsewhere in the economy.*

Families with little or no equity in their
homes due to the steep declines in the hous-
ing market are, however, often unable to
obtain refinancing. Additional steps should
be taken to improve the Home Affordable
Refinance Program, which helps homeowners
whose mortgages are owned by Fannie Mae
or Freddie Mac,? to help families with private
mortgages refinance,” and to use Hardest Hit

Funds to promote refinancing.”> m
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n a complex global economy, it is more important than

ever that our banking and financial system functions

efficiently and effectively. America’s 300 million engines

of growth need strong capital markets to grow businesses and

bring their ideas to fruition. Simply put, we all have an interest

in strong capital markets.

The U.S. financial sector is the largest in the
world, tripling in size relative to national
income in the post-World War II period.* The
2008 financial crash, however, laid bare weak-
nesses in the sector that had been building up
for years, and the consequences for American
workers and their families were severe. The
cost of the crisis has been seen in millions of
jobs lost and the destruction of $17 trillion
in household wealth.? The average net worth
for American households dropped from
$126,400 in 2007 to $77,300 in 20103—wip-
ing out almost two decades of gains and

dramatically weakening the middle class.

The biggest financial crash since the Great

Depression was followed by the most sweep-

ing reforms since the banking acts of the
1930s. The Dodd-Frank Wall Street Reform
and Consumer Protection Act of 2010
pledged to protect American taxpayers and

end the era of “too big to fail.”

In the wake of the crisis, many economists
look at the increased share of the economy
that the financial industry comprises as a
cause for concern and possibly the product of
rent seeking, where market power and the pro-
tections and supports of the government have
rendered the financial sector more profitable
than other sectors.’ The concern is that the
growth of the financial sector has the effect of
diverting investment from nonfinancial sec-

tors, which would make better use of that capi-
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The average net worth

for American households

dropped from $126,400
in 2007 to $77,300 in

2010 —wiping out almost
two decades of gains and

dramatically weakening

the middle class.

tal. The counterargument is that the growth
of the financial sector reflects a competitive
advantage for the United States in finance, and
the industry is a source of jobs and profits that

ultimately benefit the economy.

To whatever degree the points above on the
financial sector are true, one of the impetuses
of Dodd-Frank was to reduce the level of
support for the industry from government.
Ultimately, the government will always have
a role to play as lender of last resort and in
resolving failed financial institutions, but
Dodd-Frank, in essence, strengthens the
regulatory structure so that any government
support comes with strings attached, condi-
tions that would effectively lessen the value

to the industry of the supports it would get.

In 2012 the Center for American Progress
published an assessment of Dodd-Frank, titled
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“Dodd-Frank Financial Reform After Two
Years,”® noting what had been accomplished
already and the important work outstanding in
implementation. At this point it is premature to
predict whether the implementation of Dodd-
Frank will have its desired effect. But one thing
is certain: It is critical that the Dodd-Frank rule
writing be finished quickly so that the law can
be allowed to work—from addressing propri-
etary trading and moving derivatives onto open

exchanges to effective compensation reform.

With so much important work still to be

done to implement Dodd-Frank, the ques-
tion we wish to address is, what else can be
done to encourage productive investment and

improve economic growth?

We propose two ideas for policy solutions:

Implementing a financial transaction tax,
which would discourage high-frequency
trading and dampen excessive speculation

Supporting small-business lending, which

fuels a critical part of the economy

Policies to curb problematic
high-frequency trading

The majority of stock market trades are now
made by high-frequency traders.” All trades in
stock markets and other assets are by nature
speculative. Whereas some buying and selling
represents the investment decisions of those
betting on real growth prospects or people
needing financial services to hedge risks, sig-
nificant trading activity is increasingly turning

toward computerized high-volume trades with



AT A GLANCE

Capital

Problem: Key reforms passed as a result of the recent financial crisis have yet to be fully imple-
mented, creating direct and indirect risks for American families and future economic growth. Ad-
ditionally, popular trading strategies conducted without adequate supervision or regulation have
the potential to destabilize markets, and difficulty accessing capital serves as a barrier to growth
for some small businesses.

Solution: Ensure that the remaining elements of Dodd-Frank are implemented quickly and effec-
tively. Strengthen markets by addressing the problematic aspects of high-frequency trading and
supporting small-business lending.

Key policy ideas:

m Institute a small financial transactions tax. tions Program, or CDFI Fund, the State Small
Business Credit Initiative, the Small Business
m Support small-business lending via the Lending Fund and the New Markets Tax Credit.
Community Development Financial Institu-

Outcomes: The United States will have stronger, more vibrant capital markets as a result of
smartly enforced regulation and support for small business.



dubious social value. Such trading based on tiny
changes in prices have amplified the market’s
undulations and put retail investors at signifi-
cant disadvantage to financial insiders.® They
have also been associated with flash crashes,
where market prices fall dramatically in the
midst of a perfect storm of algorithmic trading.

A second problem with some high-frequency
trading occurs when some traders use tech-
nological and informational advantages to
trade directly in front of a large order. To
gain these advantages, some traders pay to
locate their computers at the trading venues
and pay to get information about orders
made by other parties that allows them to
trade before that information is available

to the broader public—a practice known as

front running.

In either case, these activities can divert capi-
tal from investment in the real economy and
can undermine investors’ confidence in our
markets. Because these traders rely on mak-
ing tiny margins on high volumes of trade,
even a very small transaction tax would rein

in the problematic aspects of the market.

More than 20 countries have some form of
financial transaction tax, including many
advanced economy countries and those with
leading international financial centers, such as
the United Kingdom, Switzerland, Hong Kong,
and Singapore.® There are also increasingly
strong calls for such a tax to raise more rev-

enues and promote more financial stability.*

As 11 countries in the European Union move

forward with a financial transaction tax, the
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United States should move forward with its
own plan. We propose a tax applied at a very
low rate—a 0.117 percent tax on stocks and
stock options trading, a 0.002 percent tax for
bonds, and a 0.005 for futures, swaps, and
other derivatives trading—which would raise
an estimated $50 billion a year in revenues
and, critically, would remove a source of insta-
bility in the market by eliminating front run-

ning that serves no useful economic function.

Policies that support small
businesses

Small businesses play a critical role in the U.S.
economy. According to the Small Business
Administration, or SBA, firms with fewer
than 500 employees employ half of all
private-sector employees and pay almost half

of total U.S. private payroll."®

Although weak consumer demand following
the Great Recession remains the most press-
ing issue for small-business growth, for small
businesses that do want to invest, lack of
access to capital can also serve as a barrier to
growth.'® According to a 2012 report by the
Small Business Administration, “small firms
have been losing ground in the competition
with other uses of capital held by depository
lending institutions.””’ This trend has been
even more acute for small-business loans of
$100,000 or less.'8

Until small businesses begin investing again
in expansion and inventories, a key driver of
economic growth will be missing from the U.S.

economy. In order to improve small-business



Support for a financial transaction tax
A financial transaction tax has support from leaders in business and in economics.

“The tax costs to traders are basically zero, and the commission costs are half a penny a share or something
like that. So we’ve taken the frictional costs out and that helps explain why we’ve had this orgy of specula-
tion. No question about that. So | like the idea of a transaction cost.”

— John Bogle, founder of Vanguard"

“These taxes will rebalance financial markets away from a short-term trading mentality that has contributed
to instability in our financial markets. They also have the potential to raise significant revenue.”

— Open letter to the G20 from 52 financial-market professionals'?

“The economic value of all this trading is dubious at best. In fact, there’s considerable evidence suggesting
that too much trading is going on .... But wouldn’t such a tax hurt economic growth? As | said, the evidence
suggests not—if anything, it suggests that to the extent that taxing financial transactions reduces the vol-
ume of wheeling and dealing, that would be a good thing.”

— Nobel Prize-winning economist Paul Krugman™

“The tax would fall most heavily on short-term holders of securities, such as high-frequency traders, hedge
funds, and bank proprietary trading desks. It would fall least on long-term holders such as pension funds, life-
insurance companies, and private equity firms. This would likely trigger a shift away from short-term trading
in favour of long-term holding that will reduce misalignments in markets and their subsequent abrupt adjust-
ments or crashes.”

— Stephany Griffith-Jones, Financial Markets Program Director at Columbia University, and Avinash Persaud,

Chair of Intelligence Capital and member of the U.N. Commission on Financial Reforms'#
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In this Aug. 4, 2012 photo, fashion desi;gner
and entrepreneur Lynette Tyner works.in her
home studio in New York. Tyner can c<;unt
herself among a growing group of minority
and immigrant entrepreneurs whae'are turning
to nonprofit micro-financing.

AP PHOTO/BEBETO MATTHEWS

220

access to capital, we propose bolstering and
reauthorizing a number of Treasury Department
and SBA programs aimed at freeing up capital

targeted to small and medium enterprises.

To support small-business lending, we

encourage the following:

* Extending the eligibility window for the

SBA 504 program’s low-interest refinancing

* Authorizing an additional $1 billion in
funding for the State Small Business Credit
Initiative, which supports states’ small-

business lending programs
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* Reauthorizing the Small Business Lending
Fund for two years with an additional $4
billion to provide capital to community
banks and community development loan

funds to spur small-business lending

Doubling the funding of the Community
Development Financial Institutions Fund
to provide investment, support, and train-
ing to CDFIs that provide financial services

to underserved communities

* Making the new markets tax credit perma-
nent, ensuring it works for entrepreneurs

and small-business growth |
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he federal budget has a huge impact on the

nation’s economic health. The federal government’s

consumption and investment is a direct component

of the country’s overall economic output. It delivers billions

of dollars in subsidies and grants to state governments,

which themselves contribute directly to total gross domestic

product.' A substantial portion of federal spending is simply

payments to individuals, who then use that income to

consume and invest, further contributing to the economy.

But beyond that, the federal government
makes the investments and directs the
resources that lay the foundations for the

broader economy.

Furthermore, the tax code, which raises the
revenue required to pay for government
spending, constantly influences economic
decision making, encouraging some activities
while discouraging others. When the fed-
eral government doesn’t raise enough in tax

revenue to cover all of its spending, it must
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borrow and accumulate debt, which affects
national savings, interest rates, and the fed-
eral government’s current and future capacity

to consume and invest.

Precisely because of the enormous influ-

ence of the federal budget on the broader
economy, it is critical that these elements all
be properly calibrated. Many of the policy
proposals within this report address the
direct investment and consumption elements

of the federal budget, while some others




It is time to hit the reset

improved substantially compared to what
it was just a few years ago, as Congress has
enacted more than $2.5 trillion in deficit
reduction, health care cost growth has
button and move beyond a slowed dramatically, and we have gained a
better understanding of what drives long-

single-minded focus on the

term debt projections.?
deﬁCit to aSk blgger queStionS We have also seen what happens when poli-
cymakers allow concerns about the deficit to
about What investments trump all other economic needs. European
experiments with austerity have deepened
we ShOU.].d be maklng in the the global economic crisis and increased
human suffering across the continent. In the

future and how we should pay

United States we have managed to avoid the

for these investments.

address features of the federal tax code. What
remains to be addressed is how to combine
the budget commitments we must make to
ensure prosperity for all with a tax system
that generates adequate revenues to produce
a responsible long-term federal budget that
reduces the gap between revenues and spend-

ing to a manageable level.

The federal budget has dominated the
policy and political debate in Washington
over the past three years, but the debate
has been entirely centered around deficit
reduction. It is time to hit the reset button
and move beyond a single-minded focus on
the deficit to ask bigger questions about
what investments we should be making in
the future and how we should pay for these
investments. The fiscal outlook for both

the medium term and the long term has
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scale of austerity implemented by Greece or
even the United Kingdom, but we have also
suffered from ill-timed and ill-targeted cut-

backs and fiscal contraction.

Putting the federal budget onto a perma-
nently sustainable path is still an important
goal—inadequate revenues and ever-increas-
ing debt will make it difficult for the federal
government to meet the challenges of the
21st century. But our fiscal debate should
not be dominated by discussions of debt and
deficit. It should be about ensuring that the
federal government is able to marshal its
resources effectively to promote future eco-

nomic growth and shared prosperity.

It is not always the case that a gap between
spending and revenue produces negative
economic outcomes. In fact, a budget deficit
can, in some instances, be a good thing for
the economy. A deficit can help smooth out
unforeseen fluctuations in the private econ-

omy, prop up demand when it is lacking, and



AT A GLANCE

Tax and budget policy

Problem: The federal budget is not serving our nation’s needs. We are not raising enough rev-
enue to pay the bills we’re incurring, let alone to make the investments we need for the long-term
economic well-being of the nation. The tax code has too many breaks that have outlived whatever
usefulness they once had, and it has become, in some ways, ill-suited to a 21st century economy.
On the spending side, we maintain programs that are not a good use of taxpayer dollars and ne-
glect efficiencies that could save money.

Solution: Reform the individual income tax code to raise more revenue, while simultaneously
simplifying and improving the fairness of the code. Focus on reducing the cost of health care by
stripping out inefficiencies in federal health care spending. Cut costs by improving government
efficiency and modernizing government operations. Reform the corporate income tax. Implement
the growth-enhancing recommendations contained in this report.

Key policy ideas:

m Implement comprehensive individual income increase transparency, improve health care
tax reform. delivery, and cut administrative expenses.

m Reduce federal health care costs by introduc- m Create a framework for the key components
ing reforms that will enhance competition, of corporate income tax reform.

Other policies include improving the government’s use of information technology to reduce fraud
and improper payments and to close the “tax gap,” updating federal excise taxes, and reducing
spending in selected other categories.

Outcomes: The federal government will be able to fund necessary investments and operations
without taking on an ever-increasing debt load, measured as a share of total economic activity. m



finance critical public investments even when
revenues run short. But a federal budget defi-
cit can also be a drag on the economy, driving
up interest rates, piling on debt that must
eventually be paid back, crowding out private
investments, and forcing painful cuts to pub-
lic services. In order for the federal budget

to lay the foundations for broad economic
growth, deficits must be used when they are
appropriate and reduced or even eliminated
when they are not. In other words, the trick
is to reserve the red ink for economic down-

turns and national emergencies.

Few would dispute that the past several

years since the start of the Great Recession
qualify as both an economic downturn and a
national emergency. That is why the histori-
cally large federal budget deficits that we have
experienced in recent years were inevitable,
necessary, and appropriate. As the economy
has improved, the budget deficit has declined
substantially.? In fact, this year’s budget
deficit is expected to be just less than half the
size of the budget deficit only four years ago,
and the deficit is projected to decline further

over the next few years.*

The trouble is that in later years, the bud-

get deficit is projected to creep back up.
Under ordinary economic conditions, large
sustained deficits carry with them several
specific economic hazards.” They can, under
some circumstances, adversely affect domes-
tic investment, result in higher interest rates,

and even spark higher inflation.

Even if deficits do not directly harm the
macroeconomy, they will incontrovertibly
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result in an ever-growing share of national
income being used to pay off old debt, rather
than going toward more productive invest-
ments. Deficits higher than a certain level
will make the accumulated publicly held debt
grow faster than overall economic growth.

In other words, the national debt, measured
as share of total economic output, will rise
every year. Consequently, the costs of paying
interest on that debt will rise as well. There
is an opportunity cost that goes with paying
interest on existing debt. Instead of using
scarce resources to improve infrastructure or
upgrade our stock of human capital, we will
be forced to use more and more of them to
simply pay back lenders. Since an increasing
share of those lenders are foreign, more and
more of future income will be sent over-
seas, further depriving the nation of critical

opportunities.

For these reasons, it’s important that the gov-
ernment brings in adequate revenue to make
necessary investments and to meet its obliga-
tions and the demand for public services.

At minimum, a “sustainable” federal budget
is one that does not result in an increasing
debt-to-GDP ratio. Note that this does not
require a fully balanced budget. So long as
deficits are small enough to prevent a rise in
debt measured as a share of the total econ-
omy, we will avoid the risks of growing debt

and dramatically improve the fiscal climate.
To that end, we present a plan to:
* Reform the individual income tax

* Reform federal health care programs



* Improve government efficiency to reduce

overhead costs

* Implement other policies to reduce the
federal budget deficit

* Reform the corporate income tax

Policies to reform the individual
income tax®

The federal tax code is failing at its most
important and basic task: raising adequate
revenues to fund the services and operations
of government. Over the past four years, the
effects of repeated tax cuts and a weak econ-
omy combined to produce the lowest levels of
federal revenue, measured as a share of the
national economy, in nearly six decades. If we
keep the tax code the way it is today, federal
revenues will stay far below federal spend-
ing levels for the next decade and beyond,
even with recent modest tax increases and
even assuming significant spending cuts. The
result will be unsustainable levels of debt and
increasing pressure on crucial government

investments in future growth.

The tax code needs to be reformed so that

it generates higher revenues. According to
Congressional Budget Office projections,
maintaining today’s tax code will result in
revenues averaging about 18.5 percent of
gross domestic product over the next decade.”
From 1998 to 2001—the most recent years
in which we had balanced budgets—revenues
averaged about 20 percent of GDP. In the

intervening years, our population has aged,
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Baby Boomers have started to retire, health
care costs have risen, and our national secu-
rity needs have changed dramatically. Clearly,
generating additional revenue is a necessary
component of any practical plan to address

our budget challenges.

In “Reforming Our Tax System, Reducing Our
Deficit,”® the Center for American Progress
proposed a plan to overhaul the federal
income tax code in a way that will raise
increased revenues progressively while mak-
ing the tax system more efficient, simple, fair,
and comprehensible. Under our plan, federal
revenues will match those revenue levels rec-
ommended by the bipartisan Simpson-Bowles
plan by the middle to the end of this decade.

The key features of our plan are:

* Maintaining the current top marginal

income tax rate

Increasing the top marginal tax rate on

capital gains to 28 percent

* Converting tax deductions to tax credits

Closing tax loopholes

Simplifying the tax system by reducing the
number of filers who itemize, rendering
the alternative minimum tax unnecessary,

and implementing other reforms

Our plan keeps the top individual income tax
rate at 39.6 percent, the same as it was under
President Bill Clinton from 1993 through
2000, but we also address the top tax rates
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for dividends and capital-gains income, which
both have been cut substantially in recent
years and were only partially addressed in
recent tax legislation. Lower tax rates on
capital gains and dividend income have not
produced their promised economic benefits
and have enabled many of the highest-income
Americans to pay extremely low overall tax
rates—lower than people far below them on
the income ladder. Furthermore, these tax
breaks for capital income have contributed to
the rapid rise in income and wealth inequal-
ity the United States has seen over the past
several decades. Our plan treats dividends

as ordinary income, as they were for the 90
years preceding 2003, and restores the top

capital-gains rate to 28 percent—the same
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rate that was in effect after President Ronald
Reagan signed the 1986 Tax Reform Act and
throughout much of the 1990s.

In addition to addressing the capital-income
rates, an important part of the new revenue
in our plan comes from reducing the value of
various tax expenditures. Under the exist-
ing tax system, many of these tax expendi-
tures, such as those for mortgage interest,
charitable giving, and retirement savings, are
upside-down—that is, they provide a bigger
benefit to those in higher tax brackets. That is
both unfair and inefficient.

Our proposal addresses the upside-down

problem, while achieving significant, pro-



gressive revenue increases, by transform-
ing itemized deductions into credits. Most
expenses that are currently claimed as
itemized deductions would be transformed
into nonrefundable tax credits equal to 18
percent of their value. This would provide
the same tax benefit to taxpayers in all tax
brackets—with middle-income taxpayers

benefiting from the change.

The exception in our plan to transform item-
ized deductions into an 18 percent credit is
for charitable contributions. Those contribu-
tions will generally be eligible for up to a 28
percent credit. The subsidy for charitable
giving will thus be decreased for those in
higher tax brackets but not decreased by

as much as the other forms of deductions.

It should also be noted that a credit higher
than 18 percent will be available initially

for mortgage-interest expenses for those
taxpayers for whom an 18 percent credit
represents a reduction in benefit relative to
the current mortgage interest deduction.
The mortgage interest credit will be gradu-
ally phased down to the 18 percent that is

available for other itemized expenses.

Our plan also replaces the standard deduc-
tion with a large standard credit of $5,000 for
couples and $2,500 for singles. The standard
credit largely serves the same purpose as the
existing standard deduction—relieving most
taxpayers of the need to track and itemize
their expenses for tax purposes. Currently,
only about one-third of taxpayers itemize
their expenses. Under our plan, about 80
percent would claim the standard credit and

only about one-fifth would itemize.
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Other tax expenditures are also streamlined
under our plan, including those for retire-
ment savings used by high-income taxpayers.
Our plan closes several difficult-to-justify
loopholes, including the carried-interest loop-
hole that allows investment-fund managers
to convert their income into low-taxed capital
gains, and the so-called S corporation loop-
hole through which high-income profession-

als can avoid Medicare taxes.

Our plan also simplifies the process of tax
filing by eliminating several complicating
features of today’s tax code. For one thing, by
cutting back on the tax advantages that the
alternative minimum tax is meant to address,
that complex part of the tax code is rendered
unnecessary. Our plan therefore entirely

eliminates the alternative minimum tax.

We also eliminate personal and dependent
exemptions and the standard deduction and
replace them with the larger standard credit
and an expanded child credit. This reduces
the number of steps required for tax filing
and consolidates several different calcula-
tions into one simpler mechanism. Our plan
also renders unnecessary the phase-out of
personal exemptions and the Pease limit on

itemized deductions.

Policies to reform federal health
care programs®

We also favor spending cuts where possible in
addition to revenue reform. But these must
be carefully targeted, as parts of the federal

budget are either already at record low levels
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or soon will be. These are levels that will
undermine our ability to make critical eco-
nomic investments such as education fund-
ing, transportation infrastructure, and basic

scientific research.

In fact, most spending in the federal bud-
get is projected to decline over the next 10
years. There is one major exception to this
rule: health care spending. Total federal
health care spending amounted to 4.7 per-
cent of GDP in 2012, and the Congressional
Budget Office projects that total will rise to
6.1 percent by 2022.'° By comparison, the
CBO expects all other programmatic spend-
ing to decline from 16.6 percent of GDP in
2012 to 13.8 percent in 2022.

In “A Systemic Approach to Containing
Health Care Spending,” we proposed a range
of policies to reform federal health care
spending that would generate hundreds of
billions of dollars in savings without slash-
ing benefits or merely shifting costs among
senior citizens, families, or states.!* Qur
approach is to lower the overall cost of health
care by improving efficiency, eliminating
wasteful subsidies, and heightening the
incentives for improving the quality of care
without increasing costs. Taken together, our
reforms will not only reduce federal spending
over the medium term but will also bend the

cost curve over the long term.

* Reform the way prices are determined
for health care products and some
services: Right now, the government sets
these prices for the most part. Instead,
Medicare and Medicaid should adopt
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market-based prices, allowing manufac-
turers and suppliers to compete to offer

the best prices.

Reform the way health care is paid for
and delivered: Right now, Medicare and
Medicaid pay a fee for each service for the
most part. This creates incentives for doc-
tors to order more and more profitable tests
and procedures. Instead, these programs
should pay a fixed amount for a bundle of

services or for all of a patient’s care.

Encourage states to become account-
able for controlling health care costs:
Accountable-care states that keep overall
health care spending below a global target

would be rewarded with bonus payments.

Reduce drug costs: When Medicaid cov-
ered drugs for seniors, drug companies
provided large discounts, but Medicare
does not get the same deal. Medicaid
rebates should be extended to brand-
name drugs purchased by low-income

Medicare beneficiaries.

Bring Medicare payments into line with
actual costs: The independent Medicare
Payment Advisory Commission, which
advises Congress on Medicare policy, has
identified numerous ways that health
care providers should be more efficient.
Targeting inefficiency is much better than
resorting to a series of blunt, across-the-
board cuts in provider payment rates.
Under our plan, for example, hospitals
would fare much better, with smaller and

better-targeted cuts.



* Increase premiums for high-income
Medicare beneficiaries: High-income
beneficiaries pay higher premiums under
current law. But the share of beneficia-
ries who pay higher premiums should be
expanded and the higher premium amounts

should be increased by 15 percent.

Policies that improve
government efficiency to
reduce overhead costs'’

With the pressing need for public investments,
rising health care costs, and an inadequate tax
system, the need to avoid compounding the
budget challenges with waste or inefficient use
of scarce public resources is obvious. Any dollar
in savings that we derive from improving the
way the government does business is a dollar
we do not need to raise in taxes or cut from a
productive program or investment. We believe
that we can save billions by improving the way
government performs routine tasks such as
benefit payments and contracting and by mak-

ing better use of information technologies.

Better use of information technology is a key
part of streamlining the federal government
and combating waste. The website Recovery.
gov, which provides the ability to track funds
disbursed under the American Recovery

and Reinvestment Act of 2009, shows this
potential. Fraud complaints have been filed
on less than 2 percent of recovery contracts
and grants; typically, complaints are filed on
5 percent to 7 percent of projects. Because of
this, costs have also been lower than expected,

allowing the administration to fund an addi-
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tional 3,000 projects. The Recovery.gov model
should be expanded for other purposes.

Information technology can also help close
the roughly $300 billion tax gap, or the
amount of federal taxes that go unpaid every
year due to noncompliance. The Internal
Revenue Service could incorporate nontax
databases to identify noncompliant taxpay-
ers, as recommended by the Government
Accountability Office and the Treasury

Department’s inspector general."?

Cloud computing provides another way to
break down barriers across federal agencies
and achieve savings. There are about 1,100
data centers across the federal government,
each comprising expensive server units that
consume large amounts of electricity. Cloud
computing allows separate servers such as
these to be networked together to form a
shared “cloud.” This networking would allow
government to reduce the total number

of data centers, the amount of electricity,
and the number of storage facilities it now
requires. The British government predicts it
could cut its information-technology, or IT,
budget by 20 percent by adopting cloud com-
puting and other related IT improvements.
The U.S. government would save $16 billion a

year if it could do the same.™

There are also opportunities to reduce over-
head costs associated with information col-
lection and service delivery. Online forms
and other information-gathering tools,
such as health care IT, environmental sen-
sors, and satellite technologies, can replace

paper reporting and reduce the need for




data entry and person-to-person service."

“There are more than 10,000 government
forms in 173 different agencies that could
be automated to allow citizens and busi-
nesses to conduct their business with
government online,” according to the IBM

Center for the Business of Government.*®

One other area that is ripe for savings is
federal procurement. Each year, the fed-
eral government spends about $500 billion
buying everything from office supplies to
weapons systems. The cost of procuring all
those goods and services has skyrocketed
since 2000: From 2001 to 2008 total fed-
eral procurement costs rose more than 142
percent. Fortunately, a comprehensive and
coordinated approach to reducing those costs
can yield enormous savings. The Center for
American Progress has previously estimated
that the government could save upward of
$400 billion from reforms to the way it buys

goods and services."”

Other policies to reduce the
federal budget deficit

The policies described above will take us

most of the way toward a sustainable federal
budget. We also propose several other smaller
changes that will help reduce the budget
deficit, including:

* Updating federal excise taxes: We
propose an increase in the cigarette tax in
order to both raise revenues and reduce
health care costs. We propose an increase

in alcohol taxes, to reverse decades of ero-
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sion in revenue from that source. Finally,
we propose regulating and imposing small

fees on internet gambling.

Reducing defense spending: Though
defense spending has already been

cut somewhat, we believe the Defense
Department can certainly be asked to fur-
ther streamline, reducing waste and ineffi-
ciency along the lines previously proposed

by the Center for American Progress.'®

Reforming other nondiscretionary
programs: Programs such as federal
agriculture subsidies are long overdue for
reform to bring them in line with current

economic and budget realities.™®

The federal budget is one of our most important
tools for building an economic environment
that allows all 300 million engines of growth

to run at full capacity. We need to invest wisely

and pay for those investments responsibly.

Right now, the current tax code does not
generate the revenue needed to support

the investments, protections, and other
activities in the budget. Though reducing
the federal budget deficit should not be an
immediate concern for economic policy-
makers, after we return to a more normal
economic footing, persistent large deficits
do present a challenge for sustained and
shared growth. Decades of tax cuts have left
us with an inadequate and inefficient tax
system, even after accounting for recent tax
increases, and rising health care costs have
been pushing spending up. Our proposals

would address these two twin underlying
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causes of projected structural deficits. If
implemented in full, these policies would
combine to reduce the federal debt and put
the budget on a sustainable path.

Policies that reform the
corporate income tax

Corporate tax reform is an important issue
for the federal budget and the economy.
We do not offer a comprehensive proposal
here, but we do offer some guidance on
elements that should be included in tax
reform — ideas that are refined further in a
Center for American Progress white paper

on corporate tax reform.
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First, we start with revenue. In our view, cor-
porations should not be exempt from contrib-
uting to meet the budget challenges we face.
That is, corporate tax reform should produce

additional revenue.

Second is the question of the tax rate.
Effective U.S. corporate tax rates are about
the same as those of other major econo-
mies.?’ While the nominal U.S. corporate
income tax rate is among the highest in the
world, American corporations, on average,
pay a much lower effective rate than nominal
rate because many provisions in the tax code
reduce liability. A significant part of what we
outline here is designed to scale back those

liability-reducing provisions. If significant




base-broadening is achieved, then some rate
reduction could be appropriate once the need
for additional revenue has been met. In addi-
tion, while U.S. corporate taxes are not out of
line with our global competitors, some com-
panies that are less well positioned to take
advantage of the tax preferences in the code
do pay relatively higher taxes, and this raises
concerns regarding their competitive posture.
The combination of relatively high rates and
numerous tax preferences means that the tax
code is creating distortions, often unintended

and harmful, in the economy.

With these two conditions as a base, we move
on to address three areas of the corporate tax
system that are in particular need of attention:
reducing the tax code’s bias toward debt financ-
ing over equity financing, leveling the playing
field among competing businesses and indus-
tries by eliminating inefficient tax breaks, and

reforming the taxation of international income.

Reducing the tax bias toward
corporate debt

Under the U.S. corporate income tax interest
on debt is deductible but dividend payments to
shareholders are not. This creates a bias toward

debt that can cause a number of problems.

Two polices that could address the problem of

the tax system favoring debt over equity are:

* The President’s Economic Recovery
Advisory Board’s August 2010 report
on tax-reform options offered a modest

illustrative proposal to limit the deduct-
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ibility of net interest expense to 90 percent
of expense in excess of $5 million per year.
So, for example, if a corporation has $15
million of net interest expense, it could
deduct all of the first $5 million and then
$9 million of the next $10 million, for a

total deduction of $14 million.*

* An innovative approach was recently
enacted in Germany.” Under Germany’s
rule, interest is deductible only up to 30
percent of annual earnings before interest,
taxes, depreciation, and amortization.”
The rule applies only when net interest
(interest expense minus interest income) is
higher than €3 million (about $4 million),
thereby exempting smaller businesses.

Either a stronger form of the advisory board
proposal, a provision along the lines of

the German approach, or their equivalent,
should be adopted.

Leveling the playing field and
eliminating tax breaks

There is a wide range of tax provisions that
serve little or no continuing purpose and
should be eliminated. The Center for American
Progress has outlined these in detail in a
number of publications, including “Good News
on Deficit Reduction.”” Among the provisions

that deserve particular scrutiny are:
* Oil and gas tax expenditures

* Timber and agriculture tax subsidies



* Last in, first out, or LIFO, and lower of
cost or market rule, or LCM, inventory and

accounting rules
* Offshore reinsurance loopholes

* Deferral of capital gains taxes via like-kind

exchanges

* Write-offs of “business” meals and

entertainment®

Moreover, there is a clear need to re-examine
the line between corporate C-corp businesses
subject to the corporate income tax and
S-corps, partnerships, and other businesses
that are not despite many of them being on
the same scale as C-corps (Bechtel, for exam-
ple). Certainly businesses larger than a certain
size that are mostly competing against publicly
traded corporations that are subject to the cor-
porate income tax should also be subject to the

same tax regime as their direct competitors.

Reforming the taxation of
international income

The big issues in international taxation are
how to encourage job creation in the United
States and how to stem the rampant tax

avoidance that our current system permits.

The current system creates huge opportuni-
ties for tax avoidance by multinational cor-
porations. Moving to a “territorial” system,
as many multinationals advocate, would

make it worse.
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There are two basic features of the U.S. tax
code enabling corporations to avoid taxes
through international transactions. The first
is the ability, on paper, to shift profits to other
countries where taxes are lower. This is a big
problem. Here’s one example of how it can
work: A U.S. company transfers a patent or
trademark to a foreign subsidiary, and then
the U.S. parent company pays that subsidiary
high royalties, which are deductible for the
U.S. parent on its U.S. income taxes. Those
royalty payments are made out of U.S. income
that would otherwise have been subject to U.S.
corporate income taxes. Income has thus been
shifted and paying U.S. tax on that income has
been avoided. In practice, the foreign subsid-
iary is usually based in a tax-haven country,
which applies little or no tax on the incoming
royalty income—so total taxes are reduced.
There are technically rules against this sort of
behavior, but those rules can be successfully
circumvented. Consider that American com-
panies reported 43 percent of their overseas
profits in the tax-haven countries of Bermuda,
Ireland, Luxembourg, the Netherlands, and
Switzerland in 2008, even though those coun-
tries employed only 4 percent of the compa-
nies’ foreign workforces, and the companies
made only 7 percent of their foreign invest-

ments in those jurisdictions.?

The second underlying feature of the tax

code enabling international transactions

to reduce tax liability is known as deferral.
Deferral allows U.S. corporations to not pay
U.S. tax on the income that is earned overseas
until it is formally brought into the United
States. A great deal of the income shifted

to other countries is therefore either taxed
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later, which companies prefer, or never taxed

because it isn’t ever technically “repatriated.”

There is a simple solution to this problem:
End deferral and simply tax the income as
soon as it’s earned. Then there would be no
incentive to shift income to other countries
because doing so wouldn’t reduce taxes.

This solution, however, would result in the
U.S. tax code being far out of line with other
countries, with possible ramifications for
competitiveness and long-term job creation,
discussed below. Alternatives short of com-
pletely eliminating deferral are also possible
such as rules to clamp down on income-shift-
ing or render income ineligibile for deferral if

itis in a tax-haven country, for example.
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The other issue we address here is whether the
corporate income tax encourages jobs to move
overseas. The current system has that effect,
and, again, the culprit is deferral. A company
that moves jobs to a country with lower taxes
than the United States can benefit from doing
so. Technically the U.S. tax—minus a credit for
the foreign tax a company has paid—applies,

but it is deferred pending repatriation.

There is, however, another side to this story.
U.S. multinational corporations argue that the
U.S. system of taxing their income wherever it
is earned, even with deferral allowing them to
delay (sometimes indefinitely) the payment of
taxes, puts them at a disadvantage compared

to companies from countries with territorial



tax systems that tax only income earned in the
home country. They argue, for example, that

if a U.S. company is bidding against a Dutch
company to buy a South Korean company, the
Dutch company will often end up winning
because the South Korean company is worth
more to the Dutch company: The Dutch com-
pany’s after-tax rate of return will be higher
because the Netherlands does not impose a
tax on income earned by Dutch companies
overseas. The Dutch company will pay only the
South Korean tax on the subsidiaries earnings,
whereas the U.S. company will have to pay

the higher U.S. tax. The U.S. companies argue
that this means fewer home office jobs in the
United States and fewer profits being earned
by shareholders in the U.S. company—to the

nation’s detriment.

So, while ending deferral would solve the
problem of companies favoring investment
in low-tax jurisdictions, U.S. multinational
corporations would still be concerned about
their competitiveness in foreign countries.
Going to a territorial system for the United
States would satisfy that concern, but it
would exacerbate the incentive to site opera-
tions in other countries and make the tax-

avoidance problem worse.

The bottom line for corporate income
tax reform

Corporate tax reform is complicated and
involves many interacting pieces. Clearly there
are tax preferences that should be eliminated.
Limiting deductions for interest payments on

debt is also a needed reform. Doing those things
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could allow for some rate reduction once rev-
enue targets have been met. With respect to the
way international income is treated, the objec-
tives are to deal with the rampant tax avoidance
that the current system allows and encourage
job creation in the United States, while address-
ing those concerns of multinational corpora-

tions that are legitimate.

Moving to a territorial system is unacceptable
and would exacerbate many of the current
problems with the tax system. Eliminating
deferral is attractive but in the long run it
could have adverse unintended consequences,
and it is unrealistic. A more likely and helpful
approach would be to put in place a hybrid sys-
tem that includes a robust minimum tax that
would be immediately applied to all income
(i.e., no deferral), so that there would be less
of an advantage to shifting income to low-tax
countries to reduce U.S. tax or to moving jobs
overseas. Most countries that ostensibly have
territorial systems actually do something simi-
lar to this, unlike the United States—although
any such measures in a revised U.S. tax system
should be more aggressive than what most

of these other countries do. The concerns
expressed by multinational corporations could
be addressed by adjusting the tax rate either
overall or with a modestly differentiated rate
for repatriated earnings—consistent with an

overall increase in revenues.

Finally, the United States should work with our
trading partners to address these issues coop-
eratively. In the end, international cooperation
is necessary to truly address all the challenges
described here in a fair way that benefits both
U.S. and global economic growth. B
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‘ We cannot stand idly by and expect our
dreams to come true under their own

power. The future is not a gift: it is an achievement.

Robert F. Kennedly, Seattle World’s Fair, 1962

N

ver the past 100 years, the United States

became the world’s largest economy

and its people the world’s richest. While
it may be tempting to think this success was
inevitable, we sell ourselves short when we do not
acknowledge that it is the result of the energetic,
entrepreneurial, and back-breaking achievements
of capable men and women who have worked
across a vast democratic expanse.

The next American century will also have to be

a series of achievements—not gifts—and our
achievements will need to overcome emerging
challenges such as increased globalization, climate
change, and demographic shifts. But we can still
achieve the future that we want if we foster and

employ the talents of our capable people.




242

Growing America’s economy means strength-
ening and growing America’s middle class.
Economic mobility must be a reality, not just
an aspiration, and human capital needs to be
cultivated so that we can benefit from the tal-
ents and ingenuity of all of our people. That is
why we start with the realization that to reach
our economic potential, we must activate the

300 million engines of growth in our economy.

But activating the engines alone is not
enough. Even cars with superior engines need
good roads on which to move forward, free of
potholes and with useful and efficient rules

that let them run at top speed.

Simply put, for America to lead innova-

tion in the 21st century—as it did in the
20th—we have to make sure that our people
are skilled and educated, operating in an
economic environment that is conducive to
their success and that allows them to com-

pete at home and abroad.

This report lays out policies that can be
advanced now. For all of the gridlock in
policymaking, many of the policies we should

pursue are disarmingly straightforward—
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from investing in early childhood to boosting
retirement security to repairing our crum-

bling infrastructure.

Now is the time to talk about these issues,

chart a path forward, and act.

Every day, week, and month that we delay rep-
resents another lost opportunity to invest for

a future return, and each delay exacerbates the
inequality that is already proving to be a drain

on the middle class and, in turn, on growth.

As progressives, we are optimists. We
believe in the spirit of Americans to rise to
the challenges we face and to help create a
future in which more of our people have a
chance to use their talents, and fewer and

fewer live in poverty.

Every investment we make as a society must
be made with a clear vision of the type of
dynamic economy we seek: an innovative and
growing economy where, if you work hard,
you have a fair shot at attaining the American
Dream. That is the challenge—and the enor-
mous opportunity—of activating our 300

million engines of growth.



Endnotes

1 Robert F. Kennedy, “Address at the Seattle World'’s Fair”
(August 7,1962), available at http://www.justice.gov/ag/rfk-
speeches/1962/08-07-1962.pdf (last accessed May 2013).
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