iNhERiTiNG A LEGACy Of
MiSPLACEd PRiORiTiES
Over the decades, the United States has grown
and prospered when all Americans have shared
in the opportunities created by our economy�
Bottom-up growth that empowers hardworking
families to climb the ladder of success and raise
their children with security, opportunity, and
hope for the future lies at the heart of the American dream� It is the responsibility of our elected
leaders to create the conditions for our people to
aim high, work hard, and realize the full promise
of American life�

record profits and paid themselves millions of
dollars in compensation and bonuses� There’s
nothing wrong with making money, but there
is something wrong when we allow the playing
field to be tilted so far in the favor of so few�
This is the legacy that we inherit—a legacy
of mismanagement and misplaced priorities,
of missed opportunities and of deep, structural
problems ignored for too long� It’s a legacy of
irresponsibility, and it is our duty to change it�

yet for far too long, the resilience, optimism,
and industriousness of the American people have
been frustrated by irresponsible policy choices
in Washington� Prudent investments in education, clean energy, health care, and infrastructure were sacrificed for huge tax cuts for the
wealthy and well-connected� In the face of these
trade-offs, Washington has ignored the squeeze
on middle-class families that is making it harder for them to get ahead� Our Government has
spent taxpayer money without making sure the
numbers add up and without making it clear and
understandable to the American people where
their money was being spent� Tough choices have
been avoided, and we have failed to make the
wise investments we need to compete in a global,
information-age economy�

A Deep AnD Destructive recession
No one reading this report needs to be told
that our economy is in crisis� We have lost jobs
for 13 consecutive months for a total of 3�6 million jobs lost� According to the Bureau of Labor
Statistics, more jobs were lost last year than in
any year since data collection of this kind began
in 1939 (see Figure 1, Annual Change in Payroll
Employment, 1940-2008)� In percentage terms,
the job loss in the current recession is the worst
since the early 1980s (see Figure 2, Job Losses in
Five recessions)�
Many newly unemployed workers will be facing long odds when they try to find another good
job� Since the start of the recession, the number
of those unemployed for 27 weeks or more has
risen by 1�3 million including a 440,000-person
increase in December 2008 and January 2009�
Increasingly, workers are giving up looking for
work or involuntarily settling for part-time work;
in fact, the underemployment rate, which measures all those out of work or underemployed for
economic reasons, rose to 13�9 percent in January 2009 (see Figure 3, The Underemployment
rate)�

While middle-class families have been playing
by the rules, living up to their responsibilities as
neighbors and citizens, those at the commanding
heights of our economy have not� They have taken risks and piled on debts that while seemingly
profitable in the short-term, have now proven to
be dangerous not only for their individual firms
but for the economy as a whole� With loosened
oversight and weak enforcement from Washington, too many cut corners as they racked up
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Figure 1

Annual Change in Payroll Employment
1940-2008
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ing Employment)� Housing starts
and permits continue to fall; in
fact, the U�S� Census reported that
housing starts were at the lowest
levels since monthly recording
of these data began in 1959 (see
Figure 5, Housing Starts)� At the
same time, mortgages in the foreclosure process increased 204 percent between October 2006 and
October 2008, and over 1 million
properties went into foreclosure
in 2008�

Unsurprisingly,
consumer
confidence too is at an all time
Source: Bureau of Labor Statistics.
low (see Figure 6, Consumer
Note: Values reflect December to December changes in seasonally-adjusted payroll employment.
Confidence)� Some Americans
are unable to keep up with the
mounting bills and dwindling
Every sector of our economy has been affect- prospects: last fiscal year, personal bankrupted by this recession� The automobile industry, cy filings topped 1 million, an increase of alwhich required a Government rescue this past most 30 percent from 2007� The overall picture
winter, has shed 204,000 jobs since the start of is bleak: GDP fell at a 3�8 percent annualized
this recession� Over the last year, the Big Three rate in the last quarter of 2008, the biggest
automakers have seen sales plunge anywhere economic contraction in more than a quarter
between 39 and 55 percent� Manufacturing as a of a century�
whole has been hard hit with employment falling to a 60-year low (see Figure 4, ManufacturA central cause of this sudden downturn has
been a meltdown in our capital
and credit markets� The subprime
Figure 2
mortgage crisis is the result of a
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the world� Once the real estate
market began to cool, loans defaulted at alarming numbers, these
complex financial products started
to lose their value, and the credit
boom unraveled, erasing enormous
wealth for both families and business as well as the jobs fueled by
consumer spending�
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successfully provided for their
golden years� Uncertainty about
how far and wide the contagion
has spread has brought our financial system An Anemic recovery AlreADy HAs Hurt
to a near standstill� Loans to consumers, small AmericAn FAmilies
businesses, and other borrowers are hard to
Adding insult to injury, American families have
come by, and likewise, the mortgage squeeze
acts as a brake on the return of housing de- entered this recession weakened by the anemic
mand� The injection of unprecedented amounts recovery from the last downturn at the beginning
of funds by the Federal reserve and through of this decade� For millions of Americans, the rethe Troubled Asset relief Program (TArP) at- covery from 2001 through 2007 was hardly one at
tempted to restore confidence in the financial all� Measured by job gains, the economic recovery
markets to get capital flowing
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for their kids; and our economy
Source: Bureau of Labor Statistics.
suffers�
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Figure 5

Figure 7, 2000s Economic recovery Brought Weakest Job Gains)�
real wages also showed very little
improvement in the latest expansion, rising on average at an annualized rate of just 0�1 percent each
month, compared with 0�7 percent
during the 1990s expansion�
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in the 2000s was the weakest one in a generation�
From 2001 to 2007, the period in which the economy was expanding as measured by the growth in
output, only 99,000 jobs were created each month
on average� The period began with an outright
decline in employment that did not end until
2003� Average job gains were more than twice as
large during the expansions of the 1980s (228,000
a month) and the 1990s (200,000 a month) (see

On top of that, this was the first
economic recovery since World
War II where real median household income did not rise above its
previous peak (see Figure 8, real
Median Household Incomes)� Between 2000 and 2007, median in2002
2008
come among households headed
by those under 65 fell by $1,951�
To keep up, more and more Americans have turned to credit and
debt: by 2007, household debt as a percentage
of disposable personal income was 133�7 percent� And some Americans have not been able
to keep up, falling out of the middle class and
into poverty� From 2000 to 2007, the number of
Americans living in poverty increased by nearly 5�7 million, and 1�7 more children lived in
poverty in 2007 than in 2000� In fact, 18 percent of children, about 13 million in total, lived
in poverty in 2007�

Figure 6
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ignoring our long-term
cHAllenges
As the typical family saw its
income decline and the underpinnings of our economic growth
become increasingly unsustainable, nothing was done to address these mounting problems�
These problems then were made
worse by policies that benefited
those at the top at the expense
of almost all Americans and by
a failure to tackle some of the
most significant, structural impediments to long-term economic
growth�
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Growing Imbalance: Accumulating
Wealth and Closing Doors to the Middle
Class
For the better part of three decades, a disproportionate share of the Nation’s wealth has been
accumulated by the very wealthy� Technological
advances and growing global competition, while
transforming whole industries—and birthing
new ones—has accentuated the trend toward rising inequality� yet, instead of using the tax code to
lessen these increasing wage disparities, changes
in the tax code over the past eight years exacerbated them�
According to the Internal revenue Service, the
Nation’s top 400 taxpayers made more than $263
million on average in 2006, but paid income taxes
at the lowest rate in the 15 years in which these
data have been reported� In constant dollars, the
average income of the top 400 taxpayers nearly
quadrupled since 1992�
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beyond has become harder and harder to climb�
The American dream has slowly slipped beyond
the grasp of millions as we have deliberately ignored the very investments in our people that
strengthen the middle class and neglected the
drivers of economic growth that will sustain our
economy for the long run�

Education
We know that the key to success in the 21st
Century lies in investing in our people—in giving the chance to get a world-class education
from cradle to career� Economists from across the
spectrum agree that in this digital age, a highlyeducated and skilled workforce is critical not only
to individual opportunity, but also to the overall
success of our economy� The more people we educate to the highest standards possible, the better off all of us will be� yet too many children are
not getting the world-class education that they
deserve and that they need to thrive in this information-age economy�

It’s no surprise, then, that wealth began to be
research has shown that there is a high return
ever more concentrated at the top� By 2004, the
wealthiest 10 percent of households held 70 per- for investments made in high-quality, comprecent of total wealth, and the combined net worth hensive programs supporting disadvantaged chilof the top 1 percent of families was larger than dren, and their families, from birth� Some studies
that of the bottom 90 percent� In fact, the top 1 show that for every dollar invested, there is a $4
percent took home more than 22
Figure 7
percent of total national income,
2000s Economic Recovery Brought
up from 10 percent in 1980 (see
Weakest Job Gains in a Generation
Figure 9, Top One Percent of EarnAverage Net Jobs Per Month, 1974-2008
ers)� And these disparities are felt
Thousand jobs per month
far beyond one’s bank statement
500
Average of 228,000
Average of 200,000
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as several studies have found a
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direct correlation between health
300
outcomes and personal income�
There is nothing wrong with
people succeeding and making
money� But there is something
wrong when the opportunity for
all Americans to get ahead, to enter the middle class, and to create
a better life for their children becomes more and more elusive� That
is what has been happening: The
ladder into the middle class and
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Source: Bureau of Labor Statistics, Establishment Survey, dates for expansions from National Bureau of
Economic Research.
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Figure 8

Real Median Household Incomes Have Not
Returned to the Levels Reached in the 1990s
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to $9 return to society in higher earnings, higher
graduation and employment rates, less crime,
decreased need for special education services,
less use of the public welfare system, and better
health� However, we have yet to make a serious
commitment to our youngest learners�
From kindergarten through high school, too
many of our students are falling behind� According to the National Assessment of Educational
Progress, the Nation’s report Card, in 2007 only
one-third of fourth-graders was able to demonstrate solid academic performance in reading�
Similarly, only 31 percent of eighth-graders demonstrated solid academic performance, a percentage that has remained stagnant since 1992�
Achievement levels are similarly disappointing
in mathematics�
We have not yet created a credible system of
accountability for strong outcomes and a way to
provide teachers and principals with the tools
they need to get results� The problem is exacerbated by our failure to invest in the physical
structures of our schools� A 2004 report by the
National Center for Education Statistics found
that 8�5 percent of public schools have exceeded
their capacity; in almost one out of five schools,
teachers have to teach in common areas such as

gyms and cafeterias; and one in
four schools report that teachers
do not have their own classrooms
in which to teach�

Another part of the problem is
that when these students graduate from high school and look toward continuing their education,
they face high costs of college
attendance� The average tuition
and fees at public, four-year institutions between the 2000-2001
school year and 2008-2009 year
increased by more than 26 percent, after adjusting for inflation
2003 2007
and increases in tax credits and
financial aid (see Figure 10, Average Annual Undergraduate Tuition)� It’s no surprise, then, that
60 percent of college students graduate with
debt, and the typical debt load is over $20,000�
Facing numbers like these, many students will
simply decide that they cannot afford college,
and many more already in college will decide
that they cannot afford to stay� While 94 percent of high school students in the top quintile
of socioeconomic status continue on to post-secondary education, only 54 percent of those in the
bottom quintile do so�
If all our young children are not able to go to
a high-quality school with modern facilities and
great teachers and if older students are unable
to afford to go to college and stay there until
graduation, there is no way that our economy will
be able to expand opportunity, strengthen the
middle class, and compete in a global economy�

Health Care
One of the other big drains on family budgets and on the performance of the economy as
a whole has been the increasing costs of health
care� yet the evidence suggests that substantial
reductions in costs could be achieved without sacrificing the quality of health care delivered� And
in part because of the high costs of the current
system, too many Americans remain uninsured
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or underinsured—causing them to
forgo needed care and to bear unnecessary financial risks�
Since 2000, health insurance premiums have increased faster than
worker’s earnings� After adjusting
for inflation, family health insurance premiums have increased by
58 percent while workers’ wages
have increased only 3 percent (see
Figure 11, Family Health Insurance
Premiums)� In 2007, 17 million insured Americans spent more than
10 percent of their salary on health
care, and 25 million Americans are
underinsured, without enough coverage to keep costs in check�

11
Figure 9

Top One Percent of Earners Have Been
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Over the past eight years, the
number of uninsured in America has jumped by
6�9 million and now totals 45�7 million Americans� Moreover, the number of people who have
gone without health insurance for at least some
portion of the previous 12 months tops 60 million� Many of those are people whom insurers
will not cover because they have existing medical problems� Millions more have insurance, but
could lose access as soon as they develop a serious medical problem� These Americans suffer, but
their lack of health care options impacts all of us:
every time an uninsured person walks into an
emergency room because there is nowhere else to
turn, a hidden tax is imposed on other citizens as
premiums go up�
At the same time, health care costs are imposing large burdens on families—often in unexpected ways� Workers’ take-home pay is constrained
by health insurance costs to a degree that is
both underappreciated and unnecessarily large�
For instance, as mentioned earlier, at the state
government level, evidence suggests that rising health care costs have crowded out support
for higher education—raising tuition levels and
impairing the quality of public higher education� Overall, health care is consuming an everincreasing amount of our Nation’s resources: in
1970, health care expenditures were 7 percent of

GDP; now, it’s 16 percent; and at this rate will hit
nearly 20 percent by 2017�
We have a substantial opportunity to improve
the efficiency of our health sector� Costs vary widely across areas of the United States, but evidence
suggests that the high-cost areas do not generate
better health outcomes than the lower-cost ones�
Costs are twice as high at some of our Nation’s
leading medical centers than at others—and
again the high-cost centers do not generate better
outcomes than the lower-cost ones� Academic researchers suggest that costs could be reduced by
as much as 30 percent—or roughly $700 billion a
year—while protecting the quality of health care
delivered if the high-cost areas and hospitals adopted the practices of the low-cost ones� According to Institute of Medicine estimates, as many as
100,000 Americans die each year due to preventable medical errors� Only four cents of every dollar spent on health care goes to preventive care�
And while the United States leads the world in
health care expenditures by a wide margin, our
health outcomes often fall short of those achieved
by other developed countries�
The bottom line is that the current path of rising health care costs is unsustainable, not only

12

A NEW ErA OF rESPONSIBILITy
Figure 10

Average Annual Undergraduate Tuition, Room and Board
for Public Four-Year Institutions (List and Net Prices)
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Investing in the future has been
critical to long-term economic
growth and creating high-paying
jobs for our people throughout our
history� yet, over the past several
years, we’ve been delinquent in
making these down payments on
future growth�
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Infrastructure

As our society becomes more
mobile and interconnected, the
4
need for 21st Century transpor2
tation networks has never been
greater� As our economy slows,
0
1994-95 1996-97 1998-99 2000-01 2002-03 2004-05 2006-07 2008-09
repairing and upgrading our inSource: College Board.
frastructure is an effective way
to revive it and create new jobs�
In the longer term, infrastrucfor the Federal Budget but also for family bud- ture investment will enable the United States
gets�
to compete with the rest of the world and keep
good jobs here at home� After all, in this day
and age, businesses can now locate almost anyFAilure to invest in tHe Future
where in the world and bring the jobs they create with them—and a modern infrastructure is
America’s prosperity has always risen from critical if those jobs are to come to and stay in
the ground up, seeded by the hard work and America�
ingenuity of our workers, inventors, and entrepreneurs� But germs of a good idea or a
yet too many of our Nation’s railways, highnew way of doing business cannot take root ways, bridges, airports, and neighborhood streets
and flourish without the Nation preparing the are not keeping up with the needs of our Nation
conditions for growth� That takes sound man- due to lack of investment and strategic longagement of the economy; access to capital; and term planning� The American Society of Civil
investments in science, technology, and infra- Engineers gives our country’s infrastructure the
structure� That’s why we built the great land- grade of a “D�” The unsatisfactory condition and
grant universities as our Nation expanded operational performance of our roads and bridges
west, sent the Greatest Generation to college carries real costs from billions of dollars in car
on the G�I� Bill, and invested in science and repairs to wasted fuel and time� The Texas Transtechnology at the height of the Cold War� It’s portation Institute 2007 Urban Mobility report
why previous generations built the Erie Canal estimates that drivers experienced over 4�2 bilat the start of the 19th Century, the transcon- lion hours of delay and wasted approximately 2�9
tinental railroad after the Civil War, and the billion gallons of fuel in 2005�
interstate highway system in the 1950’s� It’s
why we electrified rural America during the
Looking forward, we are behind in building
depths of the Great Depression and laid fiber the infrastructure that we need to compete in
optic cables in our own time�
the global, information-age economy and are at
risk of losing our Nation’s scientific dominance�
Over the last three decades, Federal funding
6
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Figure 11
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Source: Kaiser Family Foundation / Bureau of Labor Statistics.
Americans at least $80 billion
each year� Finally, because of
an insistence on putting dogma
ahead of science, the United States has fallen why they are racing to dominate these industries
behind in some of the most important, cutting- and to transform their economies�
edge research such as stem-cell research�
yet, the last Administration approached our
Clean Energy
energy needs by focusing on finding more of the
fossil fuels we use now� As a result, we are still
This lack of investment in the future is most addicted to fossil fuels and more dependent on
glaring in the area of clean energy� For decades, foreign oil than ever before� We have yet to make
we have talked about the security imperative we important policy changes and critical investments
have to wean our Nation off foreign oil, which is in the clean energy infrastructure that we’ll need
often controlled by those whose interests are in- to transform our economy� Beyond clean energy,
imical to ours� And in recent years, a consensus we have not kept up with investing in the basic
has developed over the need to limit greenhouse science and research that will power this sector
gas emissions, which produce global warming and and the entire economy in decades to come� In fact,
increase the risk of severe storms and weather as a share of GDP, American Federal investment
conditions that might ruin crops, devastate cities, in the physical sciences and engineering research
and destabilize whole regions� All of these facts has dropped by half since 1970�
are reason enough to invest in clean energy technologies� But there is an economic imperative to
eroDing trust AnD AccountAbility
embrace these investments as well�

The clean energy sector presents us with immense promise—to develop and dominate a new
industry sector and to create high-paying jobs
here at home� From new, highly fuel-efficient cars
to renewable sources of power, there are a host of
emerging technologies that can spur the growth
of new business while creating millions of new
jobs� Our economic competitors know that� That’s

Government is able to work on behalf of the
people and attend to their immediate needs and
long-range problems when it truly is a government of, by, and for the people� Part of what ails
our economy is a profound disconnect between
our leaders in Washington and the rest of the Nation�
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Over the past eight years, policy was made behind closed doors� In many cases, unprecedented
levels of secrecy have been invoked to block public scrutiny� In such an environment, the well connected and those who are able to hire high-priced
lobbyists were able to carve out huge loopholes in
our tax code, win massive subsidies that shifted
the tax burden to small businesses and the middle class, and obtain exemptions from the basic
rules of the road for themselves and their clients�
And they did this all without paying for it or being held to account� This must change�

Fiscal Irresponsibility
Another manifestation of irresponsibility is
the large budget deficits we are inheriting� These
deficits, over time, will harm economic growth
and impose burdens on our children and grandchildren� For the past eight years, in a time of economic growth, the Government spent recklessly
on tax cuts for the few and hand-outs for the welloff and well-connected, mismanaged billions of
dollars in taxpayer money, and failed to honor the
responsibilities we have to future generations�
Massive new programs have routinely been omitted from the Budget to mask their true cost, while
a new entitlement program and massive tax cuts
were proposed and signed into law without any
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attempt to pay for them� Between 2000 and 2008,
real Government outlays increased at a 3�6 percent annual average rate, three times the 1�2 percent annual average rate between 1992 and 2000�
This has helped turn a surplus of $236 billion at
the end of the Clinton Administration, that was
projected to grow still larger over time, into a deficit of more than $1 trillion in 2009� (see Figure
12, Surpluses Have Turned to Deficits)� Furthermore, the amount of debt held by the public has
nearly doubled to $6�4 trillion from 2001 to 2008�
We are now living with the fallout of this deep fiscal irresponsibility�
Unfortunately, we are also inheriting the worst
economic crisis since the Great Depression—
which will force us to increase deficit spending
temporarily as we try to jumpstart economic
growth� This is an extraordinary response to an
extraordinary crisis, and as we come out of this
recession, we must return to the path of fiscal responsibility� It will mean tough choices—choices
that are tougher because of the legacy of fiscal
irresponsibility left to us�

Erosion of Market Oversight

Our Nation depends on private initiative and
on free markets� But the financial crisis has reminded us that without a watchful
eye, the markets can spin out of
Figure 12
control� In recent years, a dogmatic
deregulatory approach to our capiSurpluses Have Turned to Deficits
tal markets, driven by ideology
Surpluses (Deficits) as share of GDP
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rather than pragmatism, has now
put those very markets—the envy
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of the world—in their most serious
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firms were taking; large pools of
capital were left unregulated while
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more and more investors were exposed to them;
and conflicts of interest compromised the credit
rating agencies upon which investors relied� Investors and consumers ended up participating
in complex transactions without full disclosure
of the relevant risks, and eventually these mortgages, credit card debts, and other loans ended up
costing many Americans dearly�
Because our regulatory system atrophied and
its patchwork quilt of different regulators and
standard-setters was left untouched, it failed to
keep pace with financial innovation� As a result,
investors were led into investments that they
neither understood nor were appropriate to their
risk profile, and many people took on debts that
they never could have hoped to pay� Corners were
cut, and rules were bent� At every level, some of
the most important market actors failed to live up
to their responsibilities and failed to do what investors need of them to invest their hard-earned
money wisely�

An Unresponsive Government
It is no coincidence that the policy failures of the
past eight years have been accompanied by unprecedented Governmental secrecy and unprecedented access by lobbyists and the well-connected
to policymakers in Washington� Consequently,
the needs of those in the room trump those of
their fellow citizens� We saw this with the Energy
Task Force convened in 2002� When a Supreme
Court order finally opened up its proceedings to
review, it became apparent that regulatory decisions were made that reflected specific requests
by industry representatives with the Government’s ear�
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The growth of Federal contracting is another
instance where special interests benefited from
special access� Federal spending on contracts
more than doubled from about $208 billion in
2000 to more than $423 billion in 2006—and yet
the number of contract officers overseeing these
contracts remained flat� The value of contracts
not subject to full and open competition grew
from $48�6 billion to $112�5 billion during the
same period� Cost-type contracts that are particularly vulnerable to waste since they provide no
incentive to control costs increased more than 75
percent under the previous Administration�
This special-interest driven use of taxpayer
dollars shows up in the billions of dollars in improper overpayments for Medicare and Medicaid, the billions that Federal taxpayers pay out
to fund corporate loopholes; and in the $4 billion
in Iraq-related spending auditors estimate is lost
to waste and ineffective programs� Most egregiously, we see this irresponsibility in the tens of
thousands of Federal contractors and Medicare
service providers who make money off of the Government, but fail to pay all their taxes—costing
us billions�
For the Nation to move out of this economic
crisis, and to put our country on the path to
productivity and growth, the American people
need its leaders to live up to their responsibilities�
That means opening the doors to citizen input;
holding those entrusted with taxpayer dollars
accountable for their use; and setting strong,
enforceable rules of the road to keep our
markets free and fair� With a government that is
accountable to the people, we can jumpstart our
economy in a way that is both quick and wise,
and begin to make the long-term investments in
areas long neglected�

