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End-of-term report
The Economist, Sep 1st 2012 

NOT since 1933 had an American president taken the oath of office in an economic climate as grim as it was when Barack Obama put his left hand on the Bible in January 2009. The banking system was near collapse, two big car manufacturers were sliding towards bankruptcy; and employment, the housing market and output were spiralling down.
Did Mr Obama blow it? Nearly four years later, voters seem to think so: approval of his economic management is near rock-bottom, the single-biggest obstacle to his re-election. This, however, is not a fair judgment on Mr Obama’s record, which must consider not just the results but the decisions he took, the alternatives on offer and the obstacles in his way. Seen in that light, the report card is better. His handling of the crisis and recession were impressive. Unfortunately, his efforts to reshape the economy have often misfired. And America’s public finances are in a dire state.
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Seven weeks before Mr Obama defeated John McCain in November 2008, Lehman Brothers collapsed. AIG was bailed out shortly afterwards. The rescues of Bank of America and Citigroup lay ahead. In the final quarter of 2008, GDP shrank at an annualised rate of 9%, the worst in nearly 50 years.
Even before Mr Obama took office, therefore, there was a risk that investor confidence would vanish in the face of a messy transition to an untested president. The political vacuum between FDR’s victory in 1932 and his inauguration the next year made those months among the worst of the Depression.
Resolving a systemic financial crisis requires recapitalising weak financial institutions and moving their bad loans from the private to the public sector. Mr Obama faced calls to nationalise the weakened banks and force them to lend, or to let them fail. Mr Summers and Mr Geithner reckoned either step would shatter confidence in the financial system, and instead hit upon a series of “stress tests” to determine which banks had enough capital. Those that failed could either raise more capital privately or get it from TARP.
The first reaction was one of dismay—stocks tanked. Pundits predicted Mr Geithner would soon be gone. But the tests proved tough and transparent enough to persuade investors that the banking system had nothing nasty left to hide. Banks were forced to raise hundreds of billions of dollars of equity. Bank-capital ratios now exceed pre-crisis levels and most of their TARP money has been repaid at a profit to the government. Europe’s stress tests were laxer, and some banks that passed have subsequently had to be bailed out.
Textbook economics dictates that when conventional monetary policy is impotent, only fiscal policy can pull the economy out of a slump. For the first time since the 1930s, America was facing just those circumstances in December 2008. The Federal Reserve cut short-term interest rates to zero that month and experimented with the unconventional, buying bonds with newly printed money. The case for fiscal stimulus was therefore good.
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Sluggish growth since 2009 has fed opposing assessments of the $800 billion American Recovery and Reinvestment Act. Conservatives say stimulus does not work, or that Mr Obama’s was badly designed. Most impartial work suggests they are wrong. Daniel Wilson of the Federal Reserve Bank of San Francisco inferred the stimulus’s effect through an analysis of state-level employment data. He concluded that stimulus spending created or saved 3.4m jobs, close to the CBO’s estimate (see chart 1).
Charges that the plan was made up of ineffective pork are also unfair. Roughly a third of the money went on tax cuts or credits. Most of the spending took the form of direct transfers to individuals, such as for food stamps and unemployment insurance, or to states and local governments, for things like Medicaid.
Liberals make the opposite case: the stimulus was too small. Ms Romer originally proposed a package of $1.8 trillion, according to an account by Noam Scheiber in his book, “The Escape Artists”. Told that was impractical, she revised it down to $1.2 trillion. Mr Obama eventually asked for, and got, around $800 billion. Some critics note that this was too small relative to a projected $2 trillion shortfall in economic activity in 2009 and 2010. But it was far more than Congress had ever approved before. Despite the Republican takeover of the House of Representatives in 2010, Mr Obama eventually got nearly $600 billion of further stimulus, including a two-year payroll-tax cut.
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If stimulus worked, why has the recovery remained so sluggish? GDP has grown by just 2.2%, on average, since the recession ended in mid-2009, one of the slowest recoveries on record. For one thing, the economy hit air-pockets in the form of higher oil prices, caused partly by the Arab spring, and the European debt crisis. Moreover, from the fourth quarter of 2009, state and local belt-tightening more than neutralised the federal stimulus, according to Goldman Sachs (see chart 2).
Perhaps the simplest explanation is that recoveries from financial crises are normally weak. Mr Obama was guilty of hubris in thinking this one would be different. He also created expectations that, once his team gave up radical intervention in the mortgage market, he could not meet.
An economy in his own image
From his earliest days on the campaign trail, Mr Obama made it clear he wanted to do more than just restore growth: he dreamed of remaking the American economy. Its best and brightest would devote themselves to clean energy, not financial speculation. Reinvigorated public investment in education and infrastructure would revitalise manufacturing, boost middle-class incomes and meet the competitive challenge from China.
Once in office, Mr Obama devoted himself to that agenda, in the process displaying a fondness for industrial policy. “When we first started talking about the Recovery Act in December of 2008, the earliest discussions were about clean energy: smart grid, wind, solar, advanced batteries,” says Jared Bernstein, then an economic adviser to Joe Biden, the vice-president-elect. Some advisers, like Mr Summers, were uneasy with industrial policy. Others, like Mr Bernstein, argued that orthodox economics allowed for government intervention in early-stage technology.
Mr Obama’s personal priorities carried the day. The stimulus allocated some $90 billion to green projects, including $8 billion for high-speed rail. Some of this has clearly been wasted, but perhaps not as much as critics think. Less than 2% of the Department of Energy’s controversial green-energy loans, such as those to Solyndra, a now-bankrupt solar-panel maker, have gone bad.
Mr Obama has always portrayed himself as a pragmatist, not an ideologue. “The question we ask today is not whether our government is too big or too small, but whether it works,” he said in his inaugural address. In practice, though, he usually chooses bigger government over small.
Sometimes this is a matter of necessity. The complexity of Mr Obama’s health-care law was a result of delivering the Democratic dream of universal health care within the existing private market. The financial crisis made it necessary to deal with failing financial firms that are not banks, to rationalise supervisory structures and to regulate derivatives, all of which the Dodd-Frank Act does.
Unfortunately Dodd-Frank does much more than that. In other areas, too, Mr Obama’s appointees have proposed or implemented more costly and intrusive rules than their predecessors on everything from fuel-economy standards for cars to power plants’ mercury emissions. The administration says the benefits of these rules far outweigh the costs, but that case often rests on doubtful assumptions.
If the sheer volume of new rules has alienated business, Mr Obama’s rhetoric has also given the impression that he comes from a hostile tribe. This has been self-defeating, more so because his actions in the past year have suggested a change in direction. The White House has forced the Environmental Protection Agency to delay a costly and controversial new ozone standard. Mr Obama is now a cheerleader for shale gas. His administration has written new rules in favour of the industry, for example giving well-drillers an extra two years to meet emissions guidelines.
After initial indifference, Mr Obama has also warmed to trade. He struck a deal with Republicans to ratify three bilateral trade agreements, and is pushing the Trans-Pacific Partnership. An early round of tariffs on tyres proved an isolated provocation in an otherwise well-managed economic relationship with China.
This pragmatic turn may have come too late for Mr Obama to woo corporate America. Instead, free-market types worry that without the restraining influence of officials such as Mr Summers, Cass Sunstein and Mr Geithner (who is likely to depart at the end of this term), Mr Obama’s more interventionist disciples will have the run of a second-term government.
The elephant in the second term
In fact, Mr Obama is likely to move closer to the centre if he wins a second term. His principal legislative goals—health care and financial reform—are achieved. The Republicans are almost certain to control at least one chamber of Congress, precluding big new spending plans, regardless of the state of the recovery.
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That leaves the public finances. There is little to commend in Mr Obama on that front. True, he inherited the largest budget deficit in peacetime history, at 10% of GDP. But in 2009 he thought it would fall to 3% by the coming fiscal year. Instead, it will be 6%, if he gets his way. Back in 2009, he thought debt would peak at 70% of GDP in 2011. Now it is projected to reach 79% in 2014 (see chart 3), assuming his optimistic growth forecast is correct.
This is not quite the indictment it seems: normal standards of fiscal rectitude have not applied in the past four years. When households, firms and state and local governments are cutting their debts, the federal government would have made the recession worse by doing the same.
Less defensible are the plans for reducing the deficit in the future. Chained to a silly vow not to raise taxes on 95% of families, Mr Obama’s plans have relied almost exclusively on taxing rich people and companies. Efforts to cut spending have fallen mostly on defence and other discretionary items (meaning those re-authorised each year). He has yet formally to propose credible plans for reducing growth in entitlements. His health-care reform did not worsen the deficit. But it did little about the growth in Medicare, the single-biggest source of long-run spending.
Mr Obama assumed entitlement reform would be part of a grand bargain in which Republicans also agreed to raise taxes. He miscalculated: Republicans have not yielded on taxes. But there is a deal to be done if Mr Obama wins a second term. Given the canyon dividing the two parties, it might seem more likely that they will both relapse into their usual mode of mutual recriminations. But both the president and the Republicans want an alternative to the alarming year-end combination of expiring tax cuts and sweeping discretionary and defence-spending cuts known as the “fiscal cliff”.
Last summer Mr Obama and John Boehner, the Speaker of the House of Representatives, briefly had a deal to raise taxes and cut entitlements. The bargain failed largely because of political miscalculations by both men. Mr Obama’s re-election might allow the two to pick up near where they left off. He still has a chance to improve the worst score on his report card. Mr Obama should go out and make that case between now and November 6th.
Romney Tax Plan on Table.  Debt Collapses Table.
Ezra Klein								   Bloomberg, Aug 2, 2012
I can describe Mitt Romney’s tax policy promises in two words: mathematically impossible. 
Those aren’t my words. They’re the words of the nonpartisanTax Policy Center, which has conducted the most comprehensiveanalysis to date of Romney’s tax plan and which bent over backward to make his promises add up. They’re perhaps the two most important words that have been written during this U.S. presidential election. 
If you were to distill the presumptive Republican nominee’s campaign to a few sentences, you could hardly do better than this statement of purpose from the speech Romney delivered inDetroit, outlining his plan for the economy: “I believe the American people are ready for real leadership. I believe they deserve a bold, conservative plan for reform and economic growth. Unlike President Obama, I actually have one -- and I’m not afraid to put it on the table.” 
The truth is that Romney is afraid to put his plan on the table. He has promised to reduce the deficit, but refused to identify the spending he would cut. He has promised to reform the tax code, but refused to identify the deductions and loopholes he would eliminate. The only thing he has put on the table is dessert: a promise to cut marginal tax rates by 20 percent across the board and to do so without raising the deficit or reducing the taxes paid by the top 1 percent. 
The Tax Policy Center took Romney at his word. They also did what he hasn’t done: They put his plan on the table. 
To help Romney, the center did so under the most favorable conditions, which also happen to be wildly unrealistic. The analysts assumed that any cuts to deductions or loopholes would begin with top earners, and that no one earning less than $200,000 would have their deductions reduced until all those earning more than $200,000 had lost all of their deductions and tax preferences first. They assumed, as Romney has promised, that the reforms would spare the portions of the tax code that privilege saving and investment. They even ran a simulation in which they used a model developed, in part, by Greg Mankiw, one of Romney’s economic advisers, that posits “implausibly large growth effects” from tax cuts. 
The numbers never worked out. No matter how hard the Tax Policy Center labored to make Romney’s promises add up, every simulation ended the same way: with a tax increase on the middle class. The tax cuts Romney is offering to the rich are simply larger than the size of the (non-investment) deductions and loopholes that exist for the rich. That’s why it’s“mathematically impossible” for Romney’s plan to produce anything but a tax increase on the middle class. 
The Romney campaign offered two responses to the Tax Policy Center’s analysis, one more misleading than the other. 
First, the campaign called the analysis “just another biased study from a former Obama staffer.” That jab refers to Adam Looney, one of the study’s three co-authors, who served in a staff role on the White House Council of Economic Advisersunder President Barack Obama. But the Tax Policy Center is directed by Donald Marron, who was one of the principals onGeorge W. Bush’s Council of Economic Advisers. Calling the Tax Policy Center biased simply isn’t credible -- a point underscored by the fact that the Romney campaign referred to the group’s work as “objective, third-party analysis” during the primary campaign. 
Then the Romney campaign said, “The study ignores the positive benefits to economic growth from both the corporate tax plan and the deficit reduction called for in the Romney plan.”  There’s a reason the study ignores those “positive benefits”:Romney has called for a revenue-neutral corporate tax plan that brings the rate down from 35 percent to 25 percent while also promising to balance the budget.  He has not said how he will achieve either goal.   Until he does, those positive benefits --if they exist -- are impossible to calculate. 
If Romney tries to pay for his tax cuts by reducing spending, the results, as the Tax Policy Center notes, would be even more regressive. Romney has promised to increase defense spending and hold benefits steady for the current generation of seniors. The only remaining big spending programs are those that help the poor; that’s where Romney’s cuts would have to be concentrated. Paying for tax cuts for the rich by curtailing programs for the poor is even more of a reverse-Robin Hood act than paying for tax cuts for the rich by cutting the tax expenditures (deductions and the like) of the middle class. 
The Center on Budget and Policy Priorities produced its own analysis of Romney’s plan, based on an assumption that Romney pays for half of his tax cuts through spending cuts. The conclusion: By 2022, Romney would need to cut all non-defense, non-Social Security programs by 49 percent.   That is not plausible, to say the least. 
The Romney campaign has not provided good answers to the questions raised by its own math.   But we already knew the Romney campaign didn’t have good answers. If Romney had good answers, he would have made good on his rhetoric and put his plans on the table. 
It would be great if Romney could fulfill his promise to cut taxes by trillions of dollars, increase defense spending, keep entitlement spending on pretty much its current path for the next decade, and balance the budget. But as Tyler Cowen, the George Mason University economist, put it in a pithy tweet(though perhaps “pithy tweet” is a tautology), “The proposed Romney fiscal policy just doesn’t make any sense.” 
[bookmark: _GoBack]This is not a surprise. Even some Republican policy experts admit in private that Romney’s promises simply don’t add up. To twist Abraham Lincoln’s famous formulation, the Romney campaign has decided it’s better to remain silent and be thought evasive than to reveal your plan and remove all doubt that you’re cutting taxes on the rich while increasing the deficit, raising taxes on the middle class and cutting programs for the poor. 
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