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Introduction

The jobs bill President Barack Obama delivered this week to Congress will create nearly
2 million new U.S. jobs by doing what presidents and legislatures across the political
spectrum have routinely done in times of labor market weakness: Enact short-term,

temporary spending programs that have bipartisan support and are proven to work.'

Roosevelt did it. Eisenhower did it. So did Kennedy, Johnson, and George W. Bush. And
each time, these short-term fiscal expansions worked as intended, generating more eco-

nomic activity than they cost, putting people to work, and making the country stronger.

That’s why a sweeping consensus of economists and forecasters across the political

divide now call for the government to forcefully intervene in precisely this way, to create

demand for goods and services, which will in turn boost hiring and business growth.
And that’s exactly what the American Jobs Act will do, experts say:

* The bill will add 1.9 million jobs next year, shaving a full percentage point from the

unemployment rate, according to Mark Zandi, chief economist at Moody’s Analytics.”

* It will boost U.S. gross domestic product by 1.3 percent in 2012, giving “a significant
boost to GDP and employment over the near term,” according to Macroeconomic

Advisers, LLC, among the most closely followed forecasters in the country.?

* Goldman Sachs said the positive effect would be even higher than that, increasing
GDP by 1.5 percent in 2012.*

The American Jobs Act, a $447 billion job-creation plan, attacks unemployment in three
primary ways. It prevents layoffs and puts people to work building roads, bridges, and
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schools. It cuts taxes to spur consumer spending and small business hiring. And it main-

tains a safety net for Americans most hurt by the economic downturn.

Let’s take these three strategies in turn and examine the evidence that each will work to

create jobs and grow the economy.

Preventing layoffs and putting people to work repairing bridges, roads,
and schools

What the bill does

The American Jobs Act will invest $140 billion in infrastructure and layoft-prevention,
which should raise U.S. economic output by $220 billion, according to Zandi.’ Among
these investments are $50 billion in immediate spending for highway, highway safety,
transit, passenger rail, and aviation activities. The bill would also invest $30 billion in
modernizing and upgrading school and community college infrastructure.* And $35
billion would go to prevent up to 280,000 layoffs of teachers, who are—along with cops

and firefighters—particularly vulnerable to local government budget shortfalls.

Evidence it will create jobs

We know from experience that infrastructure investments create private-sector jobs.
The Recovery and Reinvestment Act of 2009, for example, saved or created 1.1 million
construction jobs and 400,000 manufacturing jobs by March 2011—almost all of them
in the private sector.” And more than 400,000 teachers got to keep their jobs thanks to
a direct state aid infusion in the Recovery Act known as the State Fiscal Stabilization

Fund, according to the Education Department.®

Academic, private-sector, and nonpartisan government studies alike confirm the posi-

tive effects of infrastructure and transportation investments on private-sector employ-

ment. With $21.5 billion in highway funding alone, the Recovery Act put Americans
to work on our nation’s roadways for 51 million hours—time they may have other-

wise spent idle and unpaid.

Why is infrastructure investment such an effective job creator? Because upgrading
roads, bridges, and other basic infrastructure lowers the cost of doing business—such
as transporting goods. That makes U.S. companies more competitive. And these
investments put people to work earning good, middle-class incomes, which expands

the consumer base for businesses.
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Evidence of bipartisan support

Infrastructure investments have historically had bipartisan support because they boost
productivity for all American businesses, while creating jobs. That’s why both AFL-
CIO President Richard Trumka and U.S. Chamber of Commerce President Thomas
Donohue this year joined hands to say: “[W]e hope that Democrats and Republicans in
Congress will also join together to build America’s infrastructure.”

Cutting payroll taxes to stimulate hiring and consumer spending

What the bill does

The American Jobs Act halves payroll taxes that businesses pay on their first $5 million
in wages, and entirely eliminates payroll taxes on new workers or raised salaries. This tax
cut helps every business, but targets the 98 percent of American firms with payrolls of
less than $5 million. The bill also puts more money into the pockets of every one of the
160 million American workers by cutting their own payroll taxes by half—providing an
extra $1,500 to the typical American household.

Evidence it will create jobs

Well-designed tax cuts can boost the economy when demand is low.' The $175 billion
tax break going to American workers under the bill would generate about $222 bil-
lion in economic activity, according to Zandi, the Moody’s chief economist.'' And the
employer-side payroll tax holiday will also have a strong stimulative effect. Based on
recent experience, a $50 billion in payroll tax holidays for employers would generate

$52.5 billion in additional economic activity."

Evidence of bipartisan support

In 2010, fifty House Republicans—including Michelle Bachmann (R-MN) and Select
Committee on Deficit Reduction member Jeb Hensarling (R-TX)—co-sponsored
legislation to halve employer and employee-side payroll tax rates, along the lines of
the president’s plan.’* Sen. Orrin Hatch (R-UT), the top Republican on the Senate
Finance Committee, said he would “probably be for” an employer-side payroll tax
cut."*And the right-leaning National Federation of Independent Businesses has voiced

support for payroll tax holidays."
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Maintaining a safety net for Americans most hurt by the economic
downturn

What the bill does

The American Jobs Act extends unemployment insurance to the long-term unemployed
and helps out-of-work people find jobs through training, provides subsidies for older
workers who take pay cuts, summer jobs for low-income youths, and prohibitions on
discriminating against the unemployed. The bill also targets employment and job-train-
ing programs to returning veterans, minorities, and economically disadvantaged people

who have been disproportionately hurt by the recession.

Evidence it will create jobs

Unemployment benefits keep people out of poverty and they stabilize the economy
by increasing the demand for goods and services. These benefits kept 3.2 mil-

lion people, including 900,000 children, out of poverty in 2010, according to the
Census Bureau. Unemployment benefits have kept an average of 1.6 million American
workers in jobs every quarter during the last recession, according to Urban Institute

economist Wayne Vroman.'¢

Evidence of bipartisan support

Republican- and Democratic-led Congresses have both provided emergency unemploy-
ment benefits when unemployment was high, and extending them has not historically
been a partisan issue. Congress has not once in the last 40 years allowed benefits for

long-term unemployed to expire when the unemployment rate was above 7.2 percent.

"You've got to create a demand for labor”

The bottom line: The American Jobs Act is a thoughtful jobs-creation package that
assembles tried-and-true strategies to immediately create jobs at a time of persistently
high unemployment. It’s been vetted and approved by independent economic forecast-
ers, and it’s made up of policies that have been endorsed by both political parties. And it
will be popular with the public.

It’s time for Washington lawmakers to come together and take the steps only they can to

put the economy on sounder footing—and put millions of Americans back to work. As
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Bill Gross, founder of the world’s largest bond fund, recently admonished the govern-
ment in the New York Times: “You've got to create a demand for labor. The private

sector is not going to do it

Heather Boushey is an Economist at the Center for American Progress. Gadi Dechter is

Associate Director of Government Reform at the Center.
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