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s talk of a possible recession grows, so too does consider-

ation of a second economic fiscal stimulus package. Rather

than craft a conventional spending-oriented stimulus pack-

age focused solely on tax cuts for individuals and spending increases,

Congtress should craft a stimulus package of which at least a portion

not only gives a quick shot in the arm to the economy but at the same

time also boosts investments that spur productivity growth and in-

novation, especially in information and communication technology,

which has been the engine of U.S. economic growth for the past de-

cade.

In the past, the standard approach to
heading off recessions through fiscal pol-
icy was Keynesian pump-priming — stim-
ulating consumption through a range of
temporary government spending increas-
es and/or tax cuts and rebates. Whether
such pump-priming did anything more
than spur consumer spending — such as
boost productivity or innovation — was
beside the point. The sole focus was to
get a lagging economy moving again.

But in an economy which also faces key
challenges going forward in the mod-
erate to long term in areas such as the
need to increase international competi-
tiveness, raise productivity, and reduce
greenhouse gas emissions, any stimulus

package should also at least in part help
address these challenges. Indeed, in an
era of increased international economic
competition, we can no longer afford a
“consumption-based”  stimulus pack-
age that leaves the nation with little to
show after consumers spend the money
and the economy gets back on track. It’s
not enough to just consider the amount
of short-term “bang for the buck” that
any stimulus will create, policymakers
need to also consider what kind of long-
term “bang for the buck” it creates. For
if two measures create equal stimulus in
the short run, but one also leads to in-
vestments that boost productivity, in-
novation or energy savings for years into
the future, the latter is clearly superior.




Federal Reserve Chairman Bernanke acknowledged as
much when in recent House testimony on the stimulus
package he stated that investments in human capital,
education, research and development, new technolo-
gies, energy, and infrastructure were important for
long-term growth.!

Yet, to date, virtually all discussion of a second stimu-
lus package has been focused on questions of ensut-
ing that the provisions are timely (e.g., take effect over
the next year or so), targeted (focused on activities that
have relatively high economic multipliers), and tem-
porary (expite when the slowdown is over).” While
these three considerations are critical, it is equally im-
portant to ask whether some measures cannot also be
“transformative;” that is, whether measures boost in-
vestments that in turn will spur growth and innova-
tion long after the initial spending has done its work
of creating economic demand and jobs. There are in
fact a number of areas that meet these criteria of be-
ing timely, targeted, and temporary, while also being
transformative in their impact on innovation and pro-
ductivity. As a result, Congress should include in the
stimulus package the following measures:

1. Allow IT Investments to Be Completely Expensed
in 2009

2. Provide a Tax Credit for Investments in Health IT
Made in 2009

3. Provide $2 Billion to Colleges and Universities That
Invest in Needed Research Infrastructure in 2009

4. Provide a Tax Credit of 50 Percent for Investments
in Energy Efficient Equipment in 2009

5. Provide $735 Million for Computers and Broadband
for Low-Income Families with Children at Home

6. Provide an $8 Billion One-Time Infusion into the
Highway Trust Fund to Spur Ready-to-Go Surface
Transportation Infrastructure Investments

7. Allow U.S. Companies to Bring Back Foreign Earn-
ings at a Lower Corporate Tax Rate in 2009

8. Provide Forgivable Loans to States to Shore Up
Budget Shortfalls, Provided That States Expand
“Rainy Day” Funds in Later Years

1. ALLOW INFORMATION TECHNOLOGY INVESTMENTS
TO BE COMPLETELY EXPENSED IN 2009

IT investments produce outsized productivity gains,
spurring higher company productivity and higher real
wages.” Companies in the United States invest around
$400 billion per year in IT equipment and software,
but these investments must be depreciated over a num-
ber of years. Allowing companies to write off all the
costs for tax purposes in 2009 would raise the rate of
return of new equipment and software, spurring com-
panies to invest more and more rapidly turn over older,
less productive equipment and software. As a result,
companies would not only boost their productivity and
international competitiveness, they would be installing
equipment that would be both safer for workers using
it and more energy efficient.

While some will argue that investment tax incentives
will have little or no effect until consumer demand
starts to grow and companies ramp up production to
meet this demand, this mischaracterizes the impact of
expensing. For while it is true that companies may
not expand overall capital equipment levels until sales
of goods or services start to expand, companies will
replace old equipment with new, even if they do not
see sales rising, as long as they believe that the new
equipment will perform better than old and that the
rate of return on the investment is adequate. Allowing
companies to expense I'T investments will make more
investments turn the corner on profitability, leading
them to expand investments.

2. PROVIDE A TAX CREDIT FOR INVESTMENTS IN
HEALTH INFORMATION TECHNOLOGY MADE IN 2009
Information technology promises to revolutionize
health care by improving the quality and containing
the costs of care. For the American health care sys-
tem to benefit from advances in I'T, it must adopt elec-
tronic health records (EHRs), electronic prescribing,
telemedicine and other technology applications.*

But compared to other nations, the United States lags
significantly behind in the adoption of health IT. Es-
timates show that less than 10 percent of doctors use a
“tully operational” system that “collects patient infor-
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mation, displays test results, allows providers to enter
medical orders and prescriptions, and helps doctors
make treatment decisions” and perhaps only five per-
cent of hospitals have fully implemented a computer-
ized physician order entry system, a key tool used to
improve patient safety.’

One major barrier to adoption is that many of the ben-
efits of EHR adoption go to parties other than the
implementers - doctors and hospitals. Rather, many
of the benefits inure to patients and insurers. To help
overcome this market failure, Congress should provide
a special one-time tax credit during the first half of
2009 to incentivize health care providers to invest in
this technology. First, Congress should provide a tax
credit of 40 percent of the costs of investments made
by hospitals or doctors in “fully functional” EHR sys-
tems that meet the four requirements of the Office
of the National Coordinator for Health Information
Technology in the Department of Health and Human
Services.® In addition, Congtess should provide a tax
credit of 25 percent of the costs of other qualified health
IT investments, including e-prescribing systems, tele-
medicine equipment, and other basic EHR systems.
Doing so could jump-start investment in health IT
and get us closer to the needed “tipping point” where
health IT is widespread and standard.

3. PROVIDE $2 BILLION TO COLLEGES AND UNIVERSI-
TIES THAT INVEST IN NEEDED RESEARCH INFRASTRUC-
TURE IN 2009

Research universities are a key component of the in-
novation economy.” But to play that role effectively,
they need state-of-the-art research equipment, such as
DNA analysis equipment for cancer research, nano-
engineering research facilities for new materials and
systems, and supercomputers to create virtual reality
environments. Unfortunately, the National Science
Board reports, “Over the past decade, the funding
for academic research infrastructure has not kept pace
with rapidly changing technology, expanding research
opportunities, and increasing numbers of users.””® As
a result, they recommend that Congress appropriate
an additional $2 billion per year to provide scientists
and engineers with advanced tools, facilities, and cy-
berinfrastructure. As part of the stimulus package
Congress should appropriate $2 billion to the National

Science Foundation (NSF) for grants to cover 90 per-
cent of the costs of purchases made by universities in
2009 of research equipment. To implement this, NSF
would be required to issue an RFP within one month
of the signing of any stimulus measure and universities
and colleges would have one month after that to sub-
mit applications for funding. Awards would be made
within one month of that, and colleges and universities
would have to place an order for the equipment within
two months of receiving the award (which they must
match with at least 10 percent of funding from other
sources).

4. PROVIDE A TAX CREDIT OF 50 PERCENT FOR INVEST-
MENTS IN ENERGY EFFICIENT EQUIPMENT

Current law provides modest tax incentives to busi-
nesses and homeowners to install energy saving equip-
ment.” However more generous, one-time incentives
could spur significant investments in 2009, saving
energy and creating jobs. Toward that end, Congress
should double the energy efficient home improvement
tax credits extended by the Emergency Economic Sta-
bilization Act for investments made in 2009." Like-
wise, they should provide businesses with tax credits
for purchases of energy efficient equipment, such as
low energy consuming servers and computers. In ad-
dition, Congress should provide a tax credit of 50 per-
cent for companies that reduce their data center power
consumption by 15 percent for qualified expenses in-
cluding virtualization and consolidation, energy-effi-
cient CPUs, energy-efficient computer power supplies,
and server racks with improved airflow."

5. ALLOCATE $735 MILLION TO FUND COMPUTERS AND
BROADBAND FOR EDUCATIONAL OPPORTUNITY

There is increasing evidence that having an Internet-
connected computer at home increases education pet-
formance.”” Yet, as of 2007 approximately one quarter
of American households with children under the age
of 18 did not have an Internet-connected computer
at home. And for children living in hoseholds with
incomes less than $30,000, 49 percent did not own a
computer in their homes.”” Moreover, not having a
computer at home is one of the major factors limiting
broadband take up in the United States and is a reason
why the United States ranks just 15th in broadband
adoption of the 30 OECD nations."
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To spur broadband deployment and computer adop-
tion among families with children, Congress should
allocate $735 million to help 1.5 million low income
households afford to purchase a computer and get
subsidized broadband service for one year."” This pro-
gram could be administered by the Universal Service
Administrative Company (USAC), which currently is
charged with administrating the subsidy program to
help low income individuals and families afford the
price of telephone installation and monthly charges."
Currently, it provides a subsidy of 50 percent of the cost
of installing a phone and about the same rate of subsidy
for basic monthly telephone service. To qualify for the
broadband program, individuals would have to qualify
for the Lifeline/Linkup program and have at least one
child under the age of 18 living at home. As with the
Lifeline/Linkup program, broadband service provid-
ers would be the ones to directly relate to consumers,
and would submit reimbursements to the USAC for
half the costs of the computers they sell to customers
and monthly broadband services for one year. In this
case, the money would be first-come, first-serve. In
addition, groups such as ConnectedNation and One
Economy that work to bring digital opportunity to dis-
advantaged communities and individuals could market
the program to individuals that they work with.

6. PROVIDE A ONE-TIME $8 BILLION INFUSION INTO
THE HIGHWAY TRUST FUND TO SPUR READY-TO-GO
SURFACE TRANSPORTATION INFRASTRUCTURE INVEST-
MENTS

Our nation’s surface transportation infrastructure
(roads, bridges and transit) is in disrepair and has not
kept up with increased demand by consumers and
businesses. Increased funding for transportation in-
frastructure would boost economic growth by raising
productivity among businesses and mobility among
consumers. While some infrastructure projects would
take a relatively long time to build, according to the
American Association of State Highway and Trans-
portation Officials, there are approximately $17 billion
in projects that could be initiated within 6 months of
funding. Given that the trust fund is “owed” approxi-
mately $8 billion for past trust fund diversions to the
general fund, it makes sense to use this opportunity to
allocate $8 billion to spur needed infrastructure invest-
ments.

7. ALLOW U.S. COMPANIES TO BRING BACK FOREIGN
EARNINGS AT A LOWER CORPORATE TAX RATE IN 2009

Under current tax law, U.S. companies can earn profits
overseas that are taxed at lower rates in the countries
in which they are earned. Because the U.S. corporate
rate is higher than in many other nations, U.S. multina-
tional firms have built up considerable profits that they
have not repatriated to the United States since doing
so would mean that they would be taxed at the higher
U.S. rate. As a result, capital has accumulated in other
nations leading to economic benefits accruing there.
Allowing companies to bring this money back into the
U.S. economy through a temporary, reduced tax rate
would lead to an additional stimulus.

|
Allowing companies to excpense I'T investyments will matke more
investyments turn the corner on profitabiltiy, leading them to in-

crease their I'T investments.

Bringing back this capital, regardless of how it is in-
vested, creates a short term economic stimulus as the
funds are infused into the economy. In fact, evidence
suggests that encouraging domestic investment regard-
less of how the funds are used is associated with domes-
tic job creation while investment in foreign affiliates
reduces domestic employment, at least in manufactur-
ing” But a not insignificant portion of any repatri-
ated funds are also likely to be invested in innovation-
based activities that also spur longer term growth. An
analysis of the uses of the profits repatriated after the
passage of the 2004 American Job Creation Act found
that 25 percent of the $360 billion in repatriated funds
went to domestic capital investment, while 14 percent
went to research and development, both areas that not
only spur economic expansion in the short run, but
growth and innovation in the long run."

8. PROVIDE FORGIVABLE LOANS TO STATES TO SHORE
UP BUDGET SHORTFALLS, PROVIDED THAT STATES EX-
PAND “RAINY DAY” FUNDS IN LATER YEARS

State budgets make up a larger share of national GDP
today than they did 25 years ago."” And because every
state but Vermont is required constitutionally to run
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balanced budgets, a large number of states are now
planning to cut expenditures, a step that will only ex-
acerbate the current downward economic trend. States
would not have to do this if they instead drew down
robust “rainy day” funds that they have built up during
good times. Unfortunately, few states have sufficient
rainy day funds, in large part because there is little po-
litical advantage for elected officials, especially gover-
nors, to expand government savings, especially if these
savings will be drawn down in the next governor’s
term. This is why in the recession of 2001 state budget
shortfalls were six times greater than rainy day fund
reserves.”’ And the situation has only gotten worse.
In 20006 state rainy day reserves were half what they
were going into the last recession. States simply are
not politically capable of running the kinds of budget
reserves that are needed so that their budgetary reac-
tions do not make national economic downturns even
deeper and longer.

As a result states need help in being fiscally respon-
sible. To do this, any stimulus package should provide
general aid to state governments, but in the form of
forgivable loans. In order to not have to pay back the
loan, a state would have to increase its rainy day fund
to at least 5 percent of its budget within five years of
the recession officially ending. States that fail to do
this or that drew down their rainy day funds after this
without Treasury approval would be required to pay
back the loan to the federal government.

Such a proposal would give states real incentives to
build up rainy day funds and to spend them when the
nation is at risk of a recession. While adding this pro-
vision to any state aid grants made as part of the stimu-
lus package would not have an economic impact now,
it would have a positive impact in limiting any future
slowdowns.

QUESTIONS REGARDING AN INNOVATION-BASED
STIMULUS PACKAGE

1) Will these investments be timely? Any stimu-
lus measure should ideally spur new economic activ-
ity while the economy is underperforming. This is one
reason why many policymakers have favored measures
like tax rebates mailed to consumers. They can be is-

sued fairly quickly and consumers can spend them ex-
peditiously. However, all the measures proposed here
can be structured to provide incentives for additional
investments to occur in 2009, and if desired, even in
the first half of 2009.

2) Will these investments be targeted? Any stimu-
lus measure should ideally spur new economic activity
that leads to investment or spending that in turn cre-
ates jobs. If most of a stimulus measure, for example,
goes to savings, its benefit on jobs will be less than one
where most goes to spending or investment. But all of
the measures proposed here would be directly related
to investments (purchases of goods or services) that
would directly create jobs. But unlike measures such
as tax rebates mailed to consumers, these measures
would create a more productive and innovative econ-
omy, producing benefits long after the initial monies
are invested.

A related concern is that some of these investments
would leak out of the U.S. economy by spurring im-
ports, thereby reducing the multiplier effect and weak-
ening the direct stimulus to the U.S. economy. In a
global economy where a much larger share of the U.S.
economy is traded, this is a challenge for most stimu-
lus measures. Broad-based stimulus measures such as
consumer tax rebates are just as likely, if not more like-
ly, to be spent on imports than the kinds of targeted
measures proposed above. For example, in 2007, 14.2
percent of GDP was spent on imports. It can be as-
sumed a similiar amount of any general stimulus would
leak out of the nation.

3) Will these investments be temporary? Any stim-
ulus measure should ideally be in effect for only the
period of economic downturn and not continue past
that. Some measures such as one-time consumer re-
bate checks are clearly temporary. Others, including
the proposals listed above, can easily be crafted to be
temporary.

CONCLUSION

This kind of “transformative” stimulus package mar-
ries some of the best insights of neo-Keynesian eco-
nomics with prescriptions from an emerging field of
economic growth theory — innovation economics —
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that argues that technology, entrepreneurship, and in-
novation are central components of driving economic
growth.”’ Keynes’ insight that governments can en-
courage economic rebounds by stimulating aggregate
demand through government spending or tax cuts has
merit as a short term economic strategy, but it can and
must be paired with a strategy to return the United
States to long-term economic strength.

Within this crisis lies the opportunity to apply con-
structive insights from neo-Keynesian theory and
then transition to a new economic understanding that
both incorporates the best lessons of its forbearers and
charts a path forward in an increasingly global, knowl-
edge- and technology-based economy. And indeed,
given the likely limits on the federal budget going for-
ward, the reality is that this may not only be a good
opportunity to enact an innovation-based economic
agenda, it might be our only opportunity, at least for
the foreseeable future.
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