
WebMemo22

 Published by The Heritage Foundation

Obama’s Desperate Search for Effective Stimulus
J. D. Foster, Ph.D.

An economy floundering and an election loom-
ing have President Obama thrashing about for a
viable jobs policy. Obama has spent the nation into
unsustainable deficits, leaving little room for addi-
tional policy. And as Senator Michael Bennett (D–
CO) correctly pointed out, “We have nothing to
show for it.”1 The economy remains nearly stagnant.

With two months to go before an election,
Obama’s congressional allies are deeply worried that
the weak economy will cost them badly at the polls,
and so Obama needs to appear active. In response,
he is rolling out yet another set of stimulus propos-
als. Some of these proposals are already known,
such as yet another $50 billion infrastructure pack-
age. Fifty billion spread over six years in a $15 tril-
lion economy. Not that a larger package would do
any better, but as economic stimulus it leaves little
wonder his proposal was not taken seriously except
by the construction unions.

Another reason Obama’s proposals are not taken
seriously is because it will be difficult for Congress
to pass major, new legislation in the few weeks
remaining before they bolt to campaign back home.
Congress should not leave to campaign without
having passed an effective stimulus policy that pre-
vents tax hikes—starting with extending the 2001
and 2003 tax relief for all taxpayers—makes a good
effort to rein in spending, and cuts taxes judiciously.

What to Do, What to Do. While nothing
Obama and Congress can do will improve the econ-
omy in the very near term—economies simply do
not turn on a dime—they can act quickly to give the
economy a needed boost in 2011. The first, most
obvious step is to abstain from raising taxes. 

Normally, abstaining from inflicting injury
would not be regarded as stimulus, but in today’s
environment the most important missing ingredient
in the economic mix is confidence. Families and
businesses are anticipating a huge tax hike come
January 1, 2011, when the 2001 and 2003 tax cuts
expire. The tax hike is bad enough, but given the
state of the economy, what this tax hike says about
Washington’s priorities is draining America’s confi-
dence in its government. There is no argument for
raising taxes on a weak economy, and Americans
know it. 

The obvious policy, and one which Obama con-
tinues to resist, is to keep taxes from going up in
2011 as scheduled. Even Peter Orszag, Obama’s
first Director at the Office of Management and Bud-
get, has called for extending the tax cuts for two
years.2 A permanent extension would be much bet-
ter, but two years is a good start not only at deflect-
ing the tax hike but restoring some confidence in
Obama’s willingness to ignore ideology for the good
of the country.3

Another tax hike rumored to be under consider-
ation is to raise tax rates on America’s manufactur-
ers.4 This tax hike is apparently intended to help
offset the cost of the President’s new infrastructure
program. It is a wonder the President complains
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about being labeled a “tax-and-spend liberal” when
he repeatedly proposes tax hikes to pay for new
spending. It is an even greater wonder that he
would propose a tax hike on manufacturers coming
out of a recession.1234 

Positive Steps. An obvious positive step Con-
gress and the President could take immediately
would be to pare back the spending recently put in
place. The original Obama stimulus failed, yet
much remains unspent. Don’t spend it. 

Spending in general has soared in recent years.
Congress should freeze total spending at 2010 lev-
els. Shutting off the stimulus funds and freezing
spending would not correct America’s fiscal prob-
lems, but they would be a start.

There are other positive steps the President could
propose to provide some useful pop to the economy
in the near term. According to one report, the Pres-
ident is preparing a major proposal to allow all busi-
nesses to deduct their investment costs immediately
(called “expensing”) rather than deduct these costs
over time.5 This proposal—long a centerpiece of
the flat tax—would improve investment incentives,
encouraging more investment sooner. 

With the economy operating at significant excess
capacity and with interest rates already incredibly
low, the effectiveness of expensing today would
surely be blunted. Nevertheless, some businesses
would increase investment levels if given a reason,
either from improved business prospects or lower
investment costs. 

The details of the policy matter, however, and
these are as yet unavailable. If, as reported, expens-
ing is allowed for a short period, such as through
2011, then it would provide a modest stimulus for

2011. But the proposal would then create a double
downward push in 2012, first as traditional depre-
ciation disincentives reappeared and also through
the added uncertainty the on–off policy would cre-
ate about the real strength of the economy. 

What the proposal lacks, however, is its compan-
ion element: rate reduction. Expensing would be
especially useful for businesses like semiconductor
manufacturers that invest heavily in new machin-
ery; it would do very little for the increasingly
important labor-intensive service providers like
professional businesses and retailers; therefore,
expensing needs to be coupled with a lower corpo-
rate income tax rate.

Another useful proposal rumored to be in the
offing is to press again to make the Research and
Development (R&D) tax credit permanent. Gener-
ally, tax credits are poor tax policy aimed at eco-
nomic or social engineering. In this case, however,
the credit is intended to help the company making
the R&D investment capture more of the economic
benefits that result, thus encouraging a more appro-
priate level of investment. 

The R&D tax credit has existed for many years,
but it has always been enacted on a temporary basis,
thus greatly diminishing its effectiveness. Making
the credit permanent has long enjoyed bipartisan
support. The flaw in the ointment, according to
reports, is that Obama intends to offset the cost of
keeping current policy by raising taxes. 

One could argue, given current budget deficits,
that permanent tax cuts should be paid for, prefera-
bly by spending reductions. But it is nonsensical to
argue for offsetting the costs of keeping current pol-
icy. Again, it is this kind of confidence-draining
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political game-playing that contributes to a weak
economy.

What Not to Do. A powerful lesson of recent
months is that gimmickry makes good bumper
stickers but lousy economic stimulus. This was true
of the “cash for clunkers” program, and it was true
of the first-time homebuyers’ tax credit. 

It would also be true of proposals like a tempo-
rary payroll tax holiday rumored to be under con-
sideration by the Obama Administration and still
popular in certain quarters in Congress. Worse than

ineffectual, yet another foray into tax gimmickry in
the name of economic stimulus would serve only to
re-affirm the sense Washington is desperate for any
stimulus policy that might fill the airwaves. This
would add to the growing unease of American fam-
ilies and businesses, and as their confidence wanes,
so too would prospects of a stronger economy.
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