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January 8, 2008

TO: Interested Parties

FROM: Anne Kim, Director of the Middle Class Program and Jim Kessler, Vice
President for Policy

RE: Getting the Economy Movinljl A Stimulus Package

AmericansO view of the economy is at its worst since 1888. although few
Americans believe the economy to be in recession, only 35% rated the national
economy as good, very good, or excellent in DecemNerersus 64% who rated it
as bad, very bad, or terribfeMoreover, a growing number of prominent
economists, imluding former Federal Reserve Chairman Alan Greenspan, think the
odds of a recession in the coming months to be increasing.

During past times of economic uncertainty, progressives have defaulted to a
highly pessimistic message aimed at convincing Amerisathat the economy is
bad and only getting worse or that peopleOs wedling is at stake. We believe this
to be a determination that people will make on their own. Instead, the central task
should be to convince Americans thatrogressives understand wiiatakes to get
America moving forward in a way that benefits average families.

This memo offers a menu of shetérm and longterm measures aimed at
restoring American confidence in the economy and in progressivesO handling of the
economy. This agenda tsathe following key pillars:

* A package oimmediate measurego get the economy moving and stave off
recession:

— Short-term middle-class tax cuts to boost consumer spending and restart
the housing market;

— Targeted help to families whoOve hit a rough phtthrough no fault of
their own; and

— Incentives for new investmentby businesses, including small businesses,
to keep the economy growing.

* Along-term compact with the middleclassthat puts American families back
on the path to longterm prosperity andsecures a solid future economy:

— Permanent middle-class tax cuts and new policiesto create middleclass
wealth and help families successfully navigate the new rules of todayOs
economy; and

— Long-term infrastructure investments in schools, highways, and
broadband technology, to spark innovation and create new jobs.

* Research assistance was provided by Policy Aahhsark Donnell and Senior Policy Advisor Scott
Winship.



The Message:

TodayOs economy is the result of seven years of failed Bush economic polici
on the béef that the wealthyl not the middle claBsare the engine of our economy.
believe the middle class are the engine of AmericaOs economy and when they p
have confidence in the nationOs future, America succeeds.

Bush and his allies still ththke economy is doing fine, and they are -geacgainst
any change. We recognize that our economy has changed and that even the bas
for middle class prosperity and security have changed with it. We have a plan to
economy moving and to rese middle class prosperity and confidence:

* Immediate, shorterm middleclass tax cuts to boost consumer spending;

* Permanent middkelass tax cuts to help families get ahead and meet their
challenges;

* Immediate, temporary help for families whdrd times through no fault of
their own;

* Permanent help for businesses to create new jobs; and

* New investments in roads, bridges, schools and technology to modernize
backbone of our economy and stoke future innovation.

In addition, this memo infuses a narrative that effectively speaks to the middle
class and critiques conservative economic policy and philosophy.

Short-term stimulus package

While traditionalmeasures for economic stimulus are important, the heart of a
short-term progressive economic stimulus package should be a middlass tax
cut agenda. Offering a package of tax cuts provides the following critical
advantages:

* An efficient and immediate rachanism for providing tangible benefits to
the middle class.

* A framework for delivering the message that progressives understand
middle-class aspirations and challenges.

* An opportunity to preempt conservatives on the question of taxes and
defeat the acusation of Otax and spend.O

* A chance to contrast a progressive tax cut plan for the middle class with the
conservative tax cut plan for the wealthy, and the potential to challenge
conservatives to oppose a middielass tax cut.

In the remainder of thissection, we provide a variety of options for a stimulus
package that includes both shofterm middle-class tax cuts as well as more
traditional forms of countercyclical response. We propose a total of $73 billion in
short-term tax cuts and other measurds provide immediate help for families; we
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recommend, however, a picknd-choose strategy and have structured many of the
proposals below to be easily scaleable in terms of size and cost.

1. Short-term middle-class tax cuts to boost consumer spending

Acwording to analyses by the Federal Reserve, equity from rising home values
helped finance as much as $310 billion per year in personal spending from 2004 to
20062 But since the fall of 2005, home prices have been dropping steadily, and the
latest numbers eleased show that in October 2007, home prices saw their steepest
decline since 1991 Homeowners lost $240 billion in home equity in just the last
nine months of 200?And with these losses, consumer confidence has been

sagging.

The following measures gahelp to put more money into the wallets of
consumers and get the economy moving again:

* One-year homeowner property tax rebate. Provide homeowners, including
non-itemizers, with a ondime $250 tax credit toward state property taxes.
Estimated cost: $H#llion per year if made available to itemizers only; $19 billion if
made available to all homeownérs.

* Seven-day sales tax holiday. Provide states with funding to finance a seven
day state sales tax holidaftstimated cost: $700 million per day or Bdlien’

* One-time payroll tax rebates. Provide a $250 ayroll tax rebate to all workers
earning less than $102,000 a year (the current income limit for FICA taxation).
Estimated cost$37.3 billion per year, paid from the general revenué fund.

* First-time homebuyer credit. Create a $1,500 firdstme homebuyer credit to
help restart the housing marke&stimated cost: $3.6 billion per year.

Total estimated ongear cost: $57.8 billion

2. Immediate help for families in need

While the national unempbyment rate remains low by historical standards,
some areas are struggling. Moreover, many lowecome families who have
sought a foothold in the middle class may be in dire straits due to the collapse of
the housing market, which has pushed default andréclosure rates to allime
highs, and the everising cost of oil.

Americans whoOve worked hard and played by the rules deserve a hand to pull
them through this temporary rough patch.

* Two-year refinancing credit. Help homeowners transition to lowecost
mortgages by providing a tweyear, onetime $2,000 credit toward closing
costs when they refinance into a fixedhte mortgage Estimated cos$2.5
billion over two years

* Foreclosure prevention loan fund. Create a federal loan fund to provide up
to $5,000 in interestfree, onetime emergency loans to families in danger of
foreclosure, with priority to families in states with high foreclosure rates or
high unemployment rates.Estimated cost: Minimum of $2 billion, which can
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partly be financed througlaemarking civil penalties levied on mortgage brokers,
lenders and other parties convicted of mortgage fraud or related crimes.

* Additional funding for non-profit housing counseling agencies. Increase
funding to HUDOs Housing Counseling Assistance Progsdmich provides
grants to nonprofit organizations working to help families avoid defaults
and foreclosureEstimated cost: $150 millign.

* Expanded LIHEAP funding. Increase current funding for the Low Income
Home Energy Assistance Program (LIHEAP) to $®bifor the coming fiscal
year. Estimated cost: $400 million.

* One-year expansion of the Earned Income Tax Credit (EITC). Provide a one
time, 20% acrosshe-board increase in the benefits provided to EITC
claimants (thereby increasing the maximum avail@bbenefit to $5,659 for a
family with two children).Estimated cost: $7.4 billin.

* Temporary extension of unemploymentinsurance (Ul) benefits. Provide a
13-week extension of Ul benefit&stimated cost: Approximately $5 billion in
federal spending fame year3

Total estimated cost1%.45billion

3. Incentives for new business investment

The housing crisis has rippled through the larger economy by drying up credit
and making new investment more expensive. The following measures can help to
ease thenpact ofthe credit crunch and incentivie new business investments that
will lead to job creation. In addition, increased federal investment in export
promotion can boost one of the bright spots in the American econofexportsN
which have risen by nearly2Ps in the past year alorté and comprised 11% of US
gross domestic product in 2006.

* Small business enterprise credit. Increase the allowable deduction for
small business stastip costs from $5,000 to $10,000.

* Expanded funding for export promotion efforts. Restore budget
authority for export promotion efforts, which has declined by more than
30% since 2002, to at least fiscal year 2006 levels. Spending for export
promotion in fiscal 2006 totaled approximately $1.5 billioH.Estimated
cost:$300 milliont®

The middle-class compact: Putting the economy and the
middle class on long-term solid footing

Asimportant as it is to get the economy moving in the short term, AmericaOs
long-term prosperity hinges on the prosperity of the middle class.

In our new ecommy, the rules for success have changed for people, families,
and business. Many of our tax policies and government programs areafudate
and often irrelevant to the way things work now. These gaps in public policy
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indicate where government has so faailed to adapt to the new rules and has left
the middle class on its own.

Among the new rules:

A college degree is a necessity, not a luxury.

People will need to upgrade their skills from time to time throughout their
lives.

Most mothers work, and théalance between work and family is difficuit
families must juggle work, raising children and caring for aging parents.

People switch jobs often but at the cost of health and retirement benefits.

TodayOs families need a new and modern set of policies tedap todayOs
economy if they are to get ahead.

1. Five promises to the middle class

The following package of longerm tax cuts and policy ideas will help middle
class families succeed under the changing rules and create wealth for mididiss
Americans.

These policies will help families reach the following goals:

Pay for college through a generous college tuition tax break. Simplify and
expand current tax law to create a single generous college tuition tax credit
equal to 50% ofcollege costs upto $10,000Estimated cos$8.8 billon per

year!®

Upgrade job skills.

— Expand the availability of federal student loans to ndraditional (adult)
students.Estimated cost: Marginal.

— Create a midcareer tuition scholarship fund to mvide grants to
working students.Estimated cost: $250 milliesn.

Balance work and family.

— Provide more money for child care costs by doubling the Dependent
Care CreditEstimated cost: $400illion per year.

— Create a Onew baby tax creditO to help youmgifies with the costs of
caring for a newbornEstimated cost: $6 billion a year for a $1,000 creelit add
on to the Child Tax Credit for each of the first three years of a childOs life.

— Provide paid family leave for new parents through a Family Leave
Bendit added to the unemployment insurance systeristimated cost:
None. Employers would be assessed $20 per worker per year (or a total of $2.5
billion per year) to provide a $250 flat benefit for four weeks to qualified #horkers.

Create and manage retirement wealth. Provide a 3% federal match for 401(k)
contributions for workers earning up to $100,00Bstimated cost: $3.5 billi&n.

See our reporfThe New Rules Econgragd our memotihe Middle Class Compéot,a full

treatment of what we believe the longeterm policy goals for the middle class should be.

Third Way Memo 5



* Carefor aging parents. Expand the Dependent Care Credit to include care
giving expenses paid on behalf of an elderly parekstimated cost: $1.4
billion per yeat®

Totd estimated ongear cost: $20.3%llion.

2. Creating new jobs through new infrastructure investment

In addition to providing individual families with the resources they need to
meet their aspirations, governgnt must invest in establishing a prgrowth
economic environment that continues to create highaid American jobs.

In the past, successful companies built; todayOs successful companies create. Our
nation leads the world in talent and new technologies, dnve should be doing
everything possible to keep it that way. But BDO5, the federal government spent 33
times more on maintaining interstate highways than on establishing the nationOs information
highways via broadbandhe following measures can helf create and keep jobs
here in America by helping our companies grow and thrive at doing what they do
best.

* Permanent expanded research and development (R&D) tax credit.
Estimated cost: $42 billion over five y&ars.

* Broadband infrastructure investment credit. Provide businesses with tax
credits to help finance broadband infrastructure upgrades to
accommodate nextgeneration information technologies and increased
demand for capacityEstimated cost: $20 billion over ten y&ars.

* Schoolmodernization fund. Create a federal grant fund to finance the
repair and upgrade of the nationOs scho&stimated cost: $5 billion over
five years.

* Increased federal funding for repair and replacement of aging bridges.
Estimated cost: $1 billion (equal to 2007 appropn)f

* Federal Green Fund to finance the retrofitting or new construction of
federal buildings with environmentally-conscious or energy-efficient
materials. Estimated cost: $10 billion over ten y&ars.

* Permanentincrease in small business expensing limits. Make permanent
the ability of small businesses to deduct up to $100,000 per year in costs
for new equipment and other investment€stimated cost: $20 billion over
ten yearg?

Total estimated orgear cost: $15.4 billigh.

Conclusion
In talking aboutthe economy over the months to come, progressives must

resist the temptation to portray the middle class as victims or at the precipice of
poverty. They are not either of these, and this is in fact one of the major
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disconnects between middle income peopland progressive leaders. While many

in the middle classare struggling, as progressives say, the true economic portrait of
the middle class shows that they astruggling to get ahead, not struggling to get by
The middle class is undoubtedly anxious, biltey are also unflinchingly and
reflexively optimistic.

It is a mistake for progressives to conflate middle class anxiety with middle class
pessimismAmericans are far more optimistic about their own circumstances than
they are about the overall economyhile 43% of Americans expect the national
economy to worsen over the next yedt,only 25% of Americans expect their
personal financial situation to worsen over the next year as well. Tkéirkypercent
say it will get better, and 37% donOt expect mwttange3! And even though a
majority of Americans see the overall economy as in bad shape, 66% rate their own
household financial situation as excellent, very good, or good, and only 33% rate it
bad, very bad, or terriblé&.

Progressives should also be mifud that AmericansBelief in the American
economic system is seldom shaken. Eighty percent of Americans believe itOs still
possible to start out poor in this country, work hard and get riéhAnd nine out of
ten Americans are generally happy with the opponities theyOve had to succe#d.

Most Americans are not antiusiness. Fiftyeight million Americans (or more
than half the workforce) work for large corporations. Four in five Americans say
they have strong loyalty to their companies, and two in thréenericans say they
believe their companies have strong loyalty to thetnPerhaps that is why opinion
polls consistently find that the public considers Obig governmentO to be a greater
threat to the country than Obig busines¥.0

We are not suggesting thaprogressives hesitate from pointing out excesses
and righting corporate wrongs, but a narrative based largely on corporate
malevolence is not robust enough for the middle class.

Progressives should remember that the principal rationale for offering an
economic agenda, including a stimulus package, is to create new opportunity for
the middle class and lead more Americans to prosperity. It is a message of hope
and optimism, not pessimism and negativitfhus, progressives should avoid a
message that relies havily on a litany of middleclass anxieties and struggle$o
some degree, American optimism is rooted in reality, and the progressive economic
message must reflect that reality to be effective.

Third Way Memo 7



Endnotes

! Gallup Pall, national survey of 1,027 adults, Decemb®@r 8007.
2 American Research Group.

3 Peter S. Goodman, OHomeowners Feel the Pinch of Lost BgentyYork TimeBlovember 8, 2007,
available at http:/Mww.nytimes.com/2007/11/08/business/08borrow.html

4 Standard & PoorOs, Press Release, QBroadbased, Record Declines in Home Prices in October According
to the S&P/Cas&hiller Home Price Indices,O December 26, 2007, available at
http://www2.standardandpoors.com/spf/pdf/index/CSHomePrice_Release_122622.pdf

®>Board of Governors of the Federal Reserve System, OFlow of Funds Accounts of the United States,
Flows and Outstandings, Third Quarter 2007,0 Table B.100. Figures for Q4 of 200ijeeredofrom
the Q1-Q3 change.

8 Third Way estimate. In 2006, 45 million taxpayers filed tax returns with itemized deductions. Our
estimate assumes thatll of these households will claim this credit. Likewise, our cost estimate for all
homeowners assumethat each of the 76 million households living in owneccupied housing will claim
this credit.

" Third Way estimate. In FY2006 (generally ending June 30, 2006), state sales taxes totaled $226.5
billion. Projecting the yeato-year increase in taxes tof2008 yields an estimate of $255.1 billion in
annual tax revenues, or $700M per day.

8 Third Way estimate and based on the assumption that every worker who earns less than $102,000
and pays at least $250 in payroll taxes receives the-tme $250 rebaterpughly 149.1 million workers).

° The National Association of Realtors estimates that about 40% of all homebNyar8.2 million
homebuyers annuallf{ are buying their first home. This cost estimate assumes that alkirs
homebuyers take full advantag of the credit. We also assume that the credit begins to phase out at
$75,000 in household income.

1©Third Way estimate based on the number of households estimated to benefit from the Bush
AdministrationOs rate freeze plan.

1 This proposal would doubleuinding for this program, which was appropriated $150 million for
fiscal 2008.

2 Third Way estimate based on EITC spending for FY08 from
http:/mww.whitehouse.gov/omb/budget/fy2008/pdf/apers/receipts.pdf Table 191 and maximum EITC
credit for tax year 2007.

B Third Way estimate. This estimate assumes a fulv&dk extension for all workers likely to exhaust
their benefits (based on 2006 figures for the number of unemployiedividuals who exhausted their
benefits).

14 |nternational Trade Commission, OALL MERCHANDI®ENtry Quarterly Update,O
http:/dataweb.usitc.gov/scriptsitrade_shifttrade_by_ctry_mv.asp

5 Trade Promotion Coordinating Committed&he 2007 National Eoqp Strategyavailable at
http://trade.gov/media/Publications/pdf/nes2007FINAL.pdf

16 See IRS Publication 535 for details on deduction of small businessigiagkpenses, availablat
http://mww.irs.gov/publications/p535/ch08.html#d0e5397Business stattp include expenses incurred
prior to the commencement of business operations, such as advertising, traueleys, and training.

" Trade Promotion Coordinating Committedhe 2007 National Export Stratexyailable at
http://trade.gov/media/Publications/pdf/nes2007FINAL.pdf

18 Total udget authority for export promotion activities in fiscal 2008 was approximately $1.2 billion.

Third Way Memo 8



¥ Third Way estimate based on 2004 National Postsecondary Student Aid Study and IRS data. This
credit would replace the Hope and Lifetime credits and the exigticollege tuition deduction. The credit
would be available to families with up to $150,000 in annual income.

20 This scholarship fund could be primarily targeted to providing tuition assistance for working
students enrolled in community college. Accordinig the American Association of Community Colleges,
there were approximately 6.6 million community college students nationwide in 2007, paying average
annual tuition and fees of $2,272. These funds could also be matched by state funding to increase the
number of students who benefit.

21 This assessment would be added to the taxes currently paid by employers under the Federal
Unemployment Tax Act. Because this benefit is being structured as anadtb Ul insurance, workers
must be eligible for Ul to be gible for this benefit.

22Third Way estimate based on 401(k) contribution data from the EBRI/ICI Retirement Plan Data
Collection Project, data on active participation in defined contribution plans from the Department of
Labor, and inflation adjustment figres from the Bureau of Labor Statistics.

22 Third Way estimate.

24 Office of Management and Budgehnalytical Perspectives: Budget of the United States Government,
Fiscal Yea 2008vailable at http:/mww.whitehouse.gov/omb/budget/fy2008/pdf/apers/crossctihg.pdf

25 According to industry research reports, the country needs to invest at least $55 billion in
infrastructure improvements to bridge the gap between current capacity and expected demand. See,
e.g., various research reports by Nemertes Reseavalw.nemertes.com

26 The U.S. Department of Transportation estimates that repairing or replacing all obsolete bridges
would cost $65 billionhttp://transportation.house.gov/News/PRArticle.aspx?NewsID=389

27 See HR 1768 for potential model legislation.

280ffice of Management and Budgefnalytical Perspectives: Budget ofuh#ed States Government,
Fiscal Yea 2008vailable athttp:/Awww.whitehouse.gov/omb/budget/fy2008/pdf/apers/receipts.pdf
The 2003 tax law increased the small businezpensing limit from $25,000 to $100,000 per year through
2009. When the provision expires in 2010, the limit will again be $25,000.

22 This figure excludes the accelerated amortization proposal for small businesses.

3°American Research Group, Inc, natiosatvey of 1,100 adults, December-18, 2007 (monthly
survey).

31 |bid.
%2 |bid.
33 New York Times Poll, Class Project, MardH4,3005, 1,764 respondents.
34 Kim, A. and Kessler,The Politics of Opportunififhird Way, May 4, 2006.
35Kim, A. and Kesslet.,The Politics of Opportunifyhird Way, May 4, 2006.
%6 Kim, A. and Kessler, Dhe Politics of Opportunifyhird Way, May 4, 2006.

Third Way Memo 9



