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(1) 

NOMINATION OF JACOB J. LEW, 
TO BE SECRETARY, 

DEPARTMENT OF THE TREASURY 

WEDNESDAY, FEBRUARY 13, 2013 

U.S. SENATE, 
COMMITTEE ON FINANCE, 

Washington, DC. 
The hearing was convened, pursuant to notice, at 10:10 a.m., in 

room SD–215, Dirksen Senate Office Building, Hon. Max Baucus 
(chairman of the committee) presiding. 

Present: Senators Rockefeller, Wyden, Schumer, Stabenow, Cant-
well, Nelson, Menendez, Cardin, Brown, Bennet, Casey, Hatch, 
Grassley, Crapo, Roberts, Enzi, Cornyn, Thune, Burr, Isakson, 
Portman, and Toomey. 

Also present: Democratic Staff: Amber Cottle, Staff Director; Lily 
Batchelder, Chief Tax Counsel; Tiffany Smith, Tax Counsel; and 
Jeff VanderWolk, International Trade Counsel. Republican Staff: 
Chris Campbell, Staff Director; Mark Prater, Deputy Chief of Staff 
and Chief Tax Counsel; Nicholas Wyatt, Tax and Nomination Pro-
fessional Staff Member; and Aaron Taylor, Professional Staff Mem-
ber. 

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR 
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE 

The CHAIRMAN. The hearing will come to order. 
Before we begin this morning, I want to recognize 6 new mem-

bers to the Senate Finance Committee: Senator Sherrod Brown; 
Senator Michael Bennet; Senator Pat Toomey; Senator Robert 
Portman; Senator John Isakson; and Senator Bob Casey. Welcome, 
all. 

We are honored to have you. I think you will find the tradition 
of this committee is one that is very proud. We have worked to-
gether. I am just very happy that you are here with us to help 
move that tradition forward at an even deeper, faster, greater rate. 
You are all very talented members of this committee, and we deep-
ly appreciate your attendance. 

Less than 2 miles from where we sit today at the entrance of the 
U.S. Treasury building stands a large bronze statue. One would as-
sume the figure cloaked in colonial garb is Alexander Hamilton, 
America’s first Treasury Secretary. Look again. This 12-foot tall 
statue is of Albert Gallatin, the longest-serving U.S. Treasury Sec-
retary. 

In 1801, Thomas Jefferson asked Gallatin to serve. Gallatin did 
not shy away from the role’s challenges, but he did recognize the 
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enormity, and he said, ‘‘The place of the Secretary of Treasury is 
more laborious and responsible than any other.’’ As Treasury Sec-
retary, Gallatin laid the policy framework for the rise of the United 
States as an economic engine. That is Albert Gallatin. 

What did he do? He established fiscal discipline that was nec-
essary to transform a young country into a great world power. Gal-
latin also helped orchestrate the Louisiana Purchase, doubling the 
size of the United States and bringing my home State of Montana 
into the young Nation. 

His work is commemorated in Gallatin County, MT and the 
beautiful Gallatin National Forest in Montana’s northern Rockies, 
as well as the Gallatin River, one of the tributaries of the Missouri. 

When Gallatin accepted the position, it was noted at the time 
that he was placed in a situation of trust. Today we are here to 
consider the nomination of Jack Lew to be the Nation’s next Sec-
retary of Treasury. We are here to determine if he is worthy of this 
situation of trust. 

Jack Lew has a long and distinguished career focused on public 
service, with experience in both academia and on Wall Street. Dur-
ing one of his stints as OMB Director, he helped guide our Nation 
through one of the greatest periods of economic growth in Amer-
ica’s history. We will learn more about his record from Senators 
Schumer and Domenici in a moment, but there is no doubt that he 
is experienced. 

As Gallatin said, there is no more laborious or responsible posi-
tion than Treasury Secretary. Mr. Lew will have his work cut out 
for him. Our economy today is on the road to recovery, but it is a 
road with many twists and turns. Last week, CBO released a re-
port showing the deficit, as a percent of GDP for 2012 to 2015, will 
be cut in half, and the debt-to-GDP ratio will be stable for the next 
5 years. 

The Budget Control Act of 2011 and the end-of-the-year fiscal 
cliff arrangement, both bipartisan, have made a difference. Nearly 
$2.4 trillion of deficit reduction has been locked in for the next 10 
years. 

But, while progress has been made, the job is certainly not over. 
We have many tough decisions ahead of us. The first challenge is 
the sequester, the across-the-board cuts to programs starting in 
just over 2 weeks. Then we quickly face the threat of a government 
shutdown. 

The sequester will cut critical programs, including Medicare, 
rural development, and early education. We need to work together, 
Republicans and Democrats, House and Senate, with the adminis-
tration, to prevent indiscriminate cuts and lasting economic dam-
age. 

The state of the economy is still fragile. The unemployment rate 
rose slightly in January and is projected to remain stubbornly high: 
8 percent in 2013, 7.6 percent in 2014. These numbers are trou-
bling. Combined with the more favorable deficit numbers, the un-
employment figures show that we cannot take our eye off the ball, 
that is, the economy and job creation. 

Mr. Lew, you need to concentrate on three areas to provide great-
er economic growth and certainty for the Nation. First, focus like 
a laser on job creation. Do not get distracted. As a leader of the 
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President’s economic team, you must put in place policies that cre-
ate more jobs and spark economic growth. Unemployment near 8 
percent for the next 2 years is unacceptable. Use your office to de-
velop new ideas to produce job creation and to relieve small busi-
nesses of needless regulatory burdens. 

Second, you must help return predictability and stability to our 
Nation’s capital. We have to get off this roller coaster of crisis after 
crisis. These crises are frustrating the American people and harm-
ing the economy. You need to help us achieve stability in fiscal pol-
icy as the economy continues to repair itself after the financial 
meltdown in 2008. That will help give businesses and families cer-
tainty and confidence. 

Finally, we must simplify our tax code for individuals, for busi-
nesses. We need to make the system fairer and help make U.S. 
businesses more competitive in the global marketplace. As Treas-
ury Secretary, you will be in a position to help make tax reform 
a reality. We will need not only your leadership, but your solid 
ideas and technical help. We are serious about this. 

We will be counting on your deep experience to help us achieve 
comprehensive tax reform. Over the past 2 years, this committee 
has been moving steadily forward on tax reform. America’s tax code 
has become too complex for both individuals and businesses, and 
the rules have not kept pace with today’s transactions. The last tax 
code overhaul was in 1986. 

Our world economy has changed drastically in the past few dec-
ades. Our tax code has not caught up and is now acting as a drag 
on America’s economy. This is not some academic exercise. Tax re-
form is a real opportunity to spark the economy and create more 
jobs. As Secretary, I expect you to be a partner as we tackle tax 
reform. 

Members of this committee are going to probably, Mr. Lew, ask 
you some tough questions. That is our right, and that is our re-
sponsibility. That is our role. In fact, I will ask you to address my 
concerns that the administration is being distracted from what 
should be the main focus, that is, job creation. We will get to that 
in a minute. 

I am confident that, in the tradition of this committee, the ques-
tions of course will be respectful, and these questions will focus on 
how we can best move our country forward, representing the people 
whom we serve. 

Mr. Lew, welcome. As you follow in Secretary Gallatin’s foot-
steps, I encourage you to embrace this challenge as you chart your 
own path forward at Treasury, pending your confirmation. Recog-
nize the great responsibility you have to ensure our government 
and finances are sound and help us remain the great world power 
in this competitive economy. 

[The prepared statement of Chairman Baucus appears in the ap-
pendix.] 

The CHAIRMAN. Senator Hatch? 

OPENING STATEMENT OF HON. ORRIN G. HATCH, 
A U.S. SENATOR FROM UTAH 

Senator HATCH. Well, thank you, Mr. Chairman. Welcome, Mr. 
Lew, and our old colleague Senator Domenici. We are so happy to 
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see you here, and remember all the great work that you did here 
the whole time you were here. And of course, Senator Schumer is 
one of our great leaders in the U.S. Senate. 

I also want to welcome the new members of our committee on 
both sides. I think you are going to enjoy this committee. It is a 
very, very important one, and we look forward to working with all 
of you. 

Thank you, Mr. Chairman. I want to thank Mr. Lew for joining 
us here today, and I look forward to hearing Mr. Lew’s testimony 
today and finding out more about his knowledge, his background, 
and his qualifications for this important position in the President’s 
Cabinet. I agree with you: it is an extremely important position. As 
we all know, the U.S. Treasury Secretary is charged with a variety 
of responsibilities. 

Mr. Lew, I know that you are well-versed in budget matters, but 
those are not the main responsibilities of the Treasury Secretary. 
I believe that I already have a good understanding of your budget 
views, including your opinion that we need higher taxes and much 
more revenue to address our Nation’s fiscal problems. 

I also know about the Obama administration’s reluctance, which 
I assume you share, to engage in structural reforms to our entitle-
ment programs, even though they are main drivers of our debts 
and deficits, although I was pleased with some of the President’s 
remarks in this area last evening. 

I do not share your views on some of these matters and neither, 
in my opinion, do the American people. And, as a Social Security 
and Medicare trustee, the Treasury Secretary cannot simply hope 
these problems will go away. 

But the Treasury Secretary has responsibilities that extend far 
beyond the budget. These responsibilities include: implementation 
of financial regulations; oversight of financial stability; debt man-
agement; tax collection; oversight of economic sanctions; defense of 
the value of the U.S. dollar; disbursement of payments; implemen-
tation of certain housing policies; assisting Congress with its over-
sight responsibilities; and, to finish with this one, an oversight of 
entitlement trust funds. 

So, while I admire your budget prowess and understand your 
views on fiscal policy, I know far less about your knowledge and 
experience in many of these other areas. I hope to learn more 
today. There remains a large amount of uncertainty in financial 
markets from the as yet unknown aspects of Dodd-Frank. 

Hundreds of Dodd-Frank rulemaking requirements are either 
still in the works or have not even been proposed yet. Meanwhile, 
lobbying continues, with hundreds of meetings having occurred be-
tween banks and their lobbyists on the one hand and Treasury and 
other regulators on the other. Whoever becomes the next Treasury 
Secretary ought to have a firm grasp of financial markets and risks 
to stability to our financial system. 

Dodd-Frank assigns responsibility for assessments of, and warn-
ings about, threats to financial stability to the recently created and 
largely non-transparent Financial Stability Oversight Council, or 
the FSOC, which is chaired by the Treasury Secretary. 

In addition, the Secretary of the Treasury plays a key role in the 
international financial sphere. This is an area where we have seen 
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a real lack of leadership, in my opinion, from our administration. 
With no real U.S. economic leadership, the world is left with a pol-
icy vacuum. If the United States does not lead, other nations will. 
Recent analysis shows that China has now surpassed the United 
States as the world’s largest trading nation. 

Furthermore, the risk of international currency wars—at least it 
appears to me—is rising, which could push the U.S. back into a re-
cession, or worse. Statements by U.S. political leaders at inter-
national conferences about currency policy are not enough. Without 
a clear policy and a coherent strategy to advance that policy, the 
international monetary system will continue to be adrift. Our fu-
ture economic competitiveness depends upon the United States 
leading efforts to establish a fair, stable, and transparent global fi-
nancial and currency system based on market principles. 

Now, I look forward to hearing your views about these important 
matters before the Treasury and your plan of action if you are to 
be confirmed. In addition, I understand you worked as managing 
director and chief operating officer of two units of Citigroup, but it 
is unclear what your exact roles and responsibilities were there. 

So far, you have indicated that you coordinated operations, tech-
nology, human resources, and maybe legal and financial activities, 
but we know very little about your knowledge of the activities and 
practices of the units for which you were the chief operating officer. 

Some of the units’ activities include proprietary trading, along 
with sales and marketing of risky investments. If you knew about 
the marketing and sales of these investments it would be instruc-
tive for us to know, or to find out what you knew. 

If you did not know much about them, then it would be instruc-
tive for us to find out why and to determine exactly what your re-
sponsibilities were during your years at Citi when you were well- 
compensated, including times when Citigroup was being propped 
up by American taxpayers. 

Now, these are important questions because, if you are confirmed 
as Treasury Secretary, you will be responsible for overseeing the 
implementation of regulations directed at some of the very prac-
tices undertaken by the Citi units that you once operated. For ex-
ample, as Treasury Secretary you will be responsible for coordi-
nating implementation of the so-called Volcker rule, which is in-
tended to separate proprietary trading from federally insured fi-
nancial activities. 

You have stated that you support the Volcker rule, yet you were 
the chief operating officer over two units that engaged in the sort 
of activities that the Volcker rule is meant to prevent. Therefore, 
if you were to be confirmed, it could lead to an awkward situation 
in which, in your role as chair of the FSOC, you would be effec-
tively saying to financial firms, do as I say, not as I did. 

Now, these are not trivial matters. Indeed, they bear directly on 
your qualifications to serve as the next Treasury Secretary. If the 
committee was given time to examine your record more thoroughly 
before today’s hearing, I am sure many of these questions would 
have already been answered. As it is, we will have to explore some 
of these matters here today. 

Finally, I just wanted to mention that, when we met to discuss 
your nomination, I told you that I was very dissatisfied with the 
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Treasury Department’s level of responsiveness to our letters here, 
both the chairman’s and mine, as well as letters from my col-
leagues. You pledged to me to ‘‘maintain frequent consultation with 
members of this committee.’’ I do appreciate that promise and want 
you, if confirmed, to be responsive in a timely manner. 

Once again, welcome to the committee. We are pleased to have 
you here. I want to thank you for your willingness to serve. I want 
to thank you for your past service. There is no question in my mind 
you are a very bright and able person. 

Mr. Chairman, I look forward to what I hope will be an inform-
ative hearing. Thank you. 

[The prepared statement of Senator Hatch appears in the appen-
dix.] 

The CHAIRMAN. Thank you, Senator. Thank you very much. 
Senator Schumer and Senator Domenici have asked to introduce 

the witness, but before they do, Mr. Lew, I would like to give you 
the opportunity to introduce your family. 

Mr. LEW. Thank you very much, Mr. Chairman. I would like to 
introduce my wife and my daughter, who are with me here today. 
My wife Ruth, my daughter Shoshana. My son Danny and his wife 
Zahava and my grandchildren could not be here today, but I am 
very happy to have my wife and my daughter with me. 

The CHAIRMAN. Well, stand up so we can all recognize you and 
show our appreciation. [Applause.] 

These jobs are a huge sacrifice. It takes a lot of understanding 
and tolerance from the whole family, because they are so time- 
consuming. 

Senator Schumer? 

OPENING STATEMENT OF HON. CHARLES E. SCHUMER, 
A U.S. SENATOR FROM NEW YORK 

Senator SCHUMER. Thank you, Mr. Chairman. Thank you and 
Ranking Member Hatch, members of the committee, for the oppor-
tunity to introduce Jack Lew and for moving this nomination in a 
timely manner. 

I am delighted and proud to introduce to this committee my 
friend and a great New Yorker, Jack Lew. No matter how many 
years he spends in Washington, Jack, who grew up in Queens, the 
neighboring borough from the one in which I live, and Ruth, his 
wife, who grew up in my congressional district, will always have 
New York in their bones. 

I am delighted to endorse Jack’s nomination to serve as the next 
Secretary of Treasury. I do so wholeheartedly and without any res-
ervation. Jack is an accomplished public servant, renowned for his 
economic acumen, managerial prowess, and his common-sense ap-
proach to solving tough problems. He is uniquely qualified to take 
the helm of Treasury in these precarious economic times, as you so 
well outlined, Mr. Chairman. 

Jack is no stranger to many of us in this room. He and I first 
met 3 decades ago when I was a wide-eyed freshman Congressman 
and Jack was a top aide to House Speaker Tip O’Neill. We became 
friends. He and his colleague Ari Weiss took me and our little 
group under their wings and taught us a whole lot. 
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I know that Tip had a tremendous influence on Jack, and it is 
clear that Jack shares the late Speaker’s indefatigable work ethic 
and sense of duty. He shares another thing with Tip O’Neill: bipar-
tisanship. Speaker O’Neill was renowned for sitting down at 5 
o’clock with President Reagan and trying to work problems out, 
and Jack was heavily involved in that, and continues to be a bipar-
tisan person who wants to, and is successful at, working with both 
parties. 

You mentioned the issue of trust, Mr. Chairman. There is no 
straighter shooter than Jack Lew. He is one of the most honorable, 
honest, and decent men in Washington. When he gives you facts, 
they are backed up with research; when he gives you numbers, just 
the same. 

From the time I knew Jack when he started in Tip O’Neill’s of-
fice, he would always outline both sides of the argument and give 
each without bias. He would then tell you where he came down, 
but he always let you make your own judgment. That has propelled 
him to an extremely successful career that so well qualifies him to 
be Treasury Secretary. 

He joined the Clinton OMB in 1994 and distinguished himself, 
not only as a knowledgeable policy wonk adept at navigating the 
intricacies of the tax code and the Federal budget, but also at the 
same time as an agile leader with a knack for operations. He rose 
to become OMB’s Chief Operating Officer and then, in 1998, was 
named Director. 

When Jack left OMB at the end of the Clinton administration, 
it was the last time the Federal Government had a surplus, an un-
precedented surplus, of $236 billion. It would not have happened 
without Jack Lew’s leadership, knowledge, and expertise. 

In 2009, Jack once again answered the call to public service and 
returned to DC to become Deputy Secretary of State for Manage-
ment and Resources, helping Secretary of State Clinton transform 
the State Department and honing his skills in the international 
arena, skills which I am confident will prove useful as he works to 
address the myriad global economic challenges he will be con-
fronted with in his new role as Treasury Secretary. 

And, as we all know, Jack spent the last 2 years serving the ad-
ministration in a second stint as Director of OMB and as White 
House Chief of Staff. During his tenure in these positions, he has 
ably guided negotiations on a range of fiscal issues. 

Passage of the bipartisan Budget Control Act while he ran OMB 
brought annual non-security spending to its lowest level as a share 
of the economy since Dwight Eisenhower sat in the Oval Office. 
The recent end-of-year agreement on the fiscal cliff has kept taxes 
low on the middle class and at the same time decreased our Na-
tion’s deficit by more than $700 billion. 

Now, there are many, many subjects a Treasury Secretary must 
cover, and not any Treasury nominee can have expertise imme-
diately in all of them. But Jack has an uncanny ability to delve 
into a subject, learn it, study it, and master it in a factual and non- 
ideological way. So I look forward to working with Jack and the 
rest of the President’s economic team as we continue to focus on 
protecting the middle class and combating our Nation’s long-term 
economic challenges. 
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Mr. Chairman, in conclusion, I am confident this nominee pos-
sesses the expertise and work ethic necessary to excel as the Sec-
retary of Treasury. He will not be an ordinary or just workmanlike 
Treasury Secretary, he will be a great one, in the mold of Albert 
Gallatin and of Alexander Hamilton, another New Yorker, one 
whom I never knew unlike, hopefully, this one. 

I fully support this nomination and urge that we move as quickly 
as possible so that the Senate can confirm this nominee and Jack 
can get on with the important tasks necessary to continue moving 
this country forward economically. 

Jack, I congratulate you on your nomination. 
The CHAIRMAN. Thank you, Senator. 
Senator Domenici? 

STATEMENT OF HON. PETE DOMENICI, 
FORMER U.S. SENATOR FROM NEW MEXICO 

Senator DOMENICI. Thank you very much, Mr. Chairman. I am, 
likewise, very pleased to be here. I think most of you know I left 
the Senate because I was told I should by an eminent doctor, and 
I have outlived the doctor. [Laughter.] 

In any event, it is very nice to be here and to feel good enough 
to come and talk to you. Senator Schumer, it is nice to be with you. 

Senator SCHUMER. Thank you. 
Senator DOMENICI. And it is also nice that you left me enough 

time to express my views, and I thank you for that. 
In any event, I want you to know that I was sitting up in a little 

restaurant in Santa Fe, NM with some of the members of the State 
House, and I got a telephone call from somebody whom I could not 
understand; there was lots of noise. If he was not such a wonderful 
guy, he probably would have dumped me overboard, because I kept 
insisting, who are you? I can’t get it. What are you doing? 

And finally, after three or four times and exerting himself, he got 
it out that he was trying to tell me that he would like me to come 
here today and introduce him. When it finally came out, I said, 
why didn’t we do this a long time ago? I did not understand, I 
apologized, and he is still my friend. 

I want to say to all of you, Senator Hatch: Mr. Chairman, first, 
that was an eloquent statement. I happen to be a fan of Hamilton. 
The next gentleman after him probably did more in the broad 
sense. He probably had problems. The second one that you alluded 
to had problems like the ones our friend Jack is going to handle. 
But I am honored. I am very honored to endorse his nomination to 
serve as the next Secretary at this critical moment in our Nation’s 
history. 

Currently, I am a senior fellow at the Bipartisan Policy Center, 
established a few years ago by former Leaders Senators Dole, 
Baker, Mitchell, and Daschle. It is bipartisan, not nonpartisan. I 
am a proud Republican. I am also a former chairman of the Senate 
Budget Committee, which many of you also serve on. I completed 
my career here as chairman of the Senate Energy and Natural Re-
sources Committee. 

I will say, moving away from my prepared remarks, and saying 
to Senator Bennet, you may not think you are getting old, but 
clearly I am. I remember that we had a Bennet who was Chief of 
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Staff of the Budget Committee, and I was very young and on the 
bottom, bottom chair. Guess who that Chief of Staff was? He had 
the same name you do. He happened to be your father. What a ter-
rific thing, to come here and see you today after that experience. 
It is great to be with you. 

This committee, as Senators know full well, has jurisdiction over 
50 percent of the Federal budget. If we are to put the country on 
a sustainable fiscal path for the future, this committee will play a 
critical role in achieving that goal, working with the President and 
particularly with the Secretary of Treasury. 

So, as you confront the fiscal challenges ahead, I cannot think of 
anyone more qualified or more ready for this job than Jack Lew. 
He not only understands the challenges our country faces, he has 
the experience and judgment to confront them. As many here 
know, Jack has been a dedicated servant for many years, a servant 
of the people. 

But what many here may not know is where the dedication that 
he has originates. I think it originated from Jack’s father, who was 
born in Poland and came to America at the end of World War I. 
His mother’s family made this journey from Europe to America just 
a few years later. You would say that Jack’s parents were among 
the fortunate ones: they left Europe before it was too late. With 
that good luck came a deep love for the United States, a country 
that was for them synonymous with freedom, hope, and oppor-
tunity. 

The bulk of Jack’s career has been spent in public service, begin-
ning here on Capitol Hill in 1973. I first encountered Jack briefly 
when he was Speaker O’Neill’s liaison to the Greenspan Commis-
sion, which negotiated a bipartisan solution to reform Social Secu-
rity in 1983. Anyone who does not think that was a major, major 
reform, just go back and read it, and go back and look at the facts. 

From that dedication, of which he was part of, a giant step was 
taken to make Social Security solvent for 20, 30, 40 years. That is 
something real, not something just to talk about. He has earned 
the trust of two presidents. He has overseen the budget of the en-
tire executive branch in two administrations. 

I know this firsthand. During long and difficult budget negotia-
tions in the 1990s, we worked together to reach an honorable com-
promise and balance the budget. I can say without equivocation 
that Jack was always willing to listen, to work with members of 
both parties, to seek and find common ground. 

As my friend and colleague in the Bipartisan Policy Center, Alice 
Rivlin, has said, ‘‘Jack is a very fair person.’’ Former Secretary of 
the Treasury Bob Rubin wrote me to say that Jack has the ability 
to understand complex matters quickly and well, very good judg-
ment, and the ability to work effectively with the administration, 
colleagues, and members of Congress. 

That was told to me by Bob Rubin, qualities all that our next 
Secretary of the Treasury is going to have to have if we are going 
to pull our country out of the fiscal mess we are in. We talk about 
job creation. It is clear to me that we will get real job creation 
when we get real deficit reduction, but I am not here for that. I 
am here on a personal note. I have found Jack to be a man of in-
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tegrity. He works hard and can be tough. As a negotiator, he is aw-
fully tough. 

But when the time comes to settle, things are settled. He be-
lieves in playing it straight. We have had differences of opinion 
over policies, but we have always been able to work through them. 
Again, quoting Alice Rivlin, ‘‘The press keeps asking me for funny 
anecdotes about Jack, knowing that I had worked with him over 
many years.’’ Alice continues, saying this: ‘‘The truth is,’’ she says, 
‘‘Jack isn’t a funny anecdote guy.’’ [Laughter.] ‘‘He’s just an able, 
dedicated, straight shooter. I guess you can’t be both.’’ He defi-
nitely, of the two, chose the right one. Congratulations on being a 
straight shooter. 

From my current position at the Bipartisan Policy Center, we 
look forward to working with Jack in the months ahead and share 
views on reigning in the health care costs in a fair way and reform-
ing our tax code to make it a growth-oriented taxation. 

Mr. Chairman and members of the committee, I know that Jack 
is a decent man, a serious policymaker who has all the right mixes 
of qualifications, knowledge, and vision to serve as the next Sec-
retary of the Treasury. It is my hope that you will approve his 
nomination swiftly. It is a pleasure to be with you all and with 
him. Congratulations. Thank you. 

The CHAIRMAN. Well, thank you, Senator. Thank you, Senator 
Schumer, thank you, Senator Domenici, very, very much for those 
glowing statements. We all appreciate them. I am sure Mr. Lew es-
pecially appreciates it. Thank you very, very much. 

Mr. Lew, as you know, our usual practice here is for statements 
to be submitted into the record but for persons to summarize— 
briefly summarize—their statements for about 5 minutes or so. But 
if you want to speak a little longer than 5 minutes, take your time. 
This is a very important position. Why don’t you proceed? 

STATEMENT OF HON. JACOB J. LEW, NOMINATED TO BE SEC-
RETARY, DEPARTMENT OF THE TREASURY, WASHINGTON, 
DC 

Mr. LEW. Thank you. Thank you very much, Mr. Chairman, 
Ranking Member Hatch, and members of the committee. It is a 
real privilege to be considered by this committee as the President’s 
nominee to be Secretary of Treasury. 

I would like to thank Senator Schumer and Senator Domenici for 
their very gracious and kind introductions. It has been my great 
fortune to work with both of them over many years, and I am hon-
ored that they were here this morning. 

I am especially thankful to my family: my wife Ruth and my 
daughter Shoshi, who are here today; my son Danny, my daughter- 
in-law Zahava, and my grandchildren. As you noted, public life de-
mands much from our families, and I deeply appreciate the support 
and sacrifice over many years of long days and missed family time. 

While my parents are only with me in spirit today, I know I sit 
here because they nurtured me in lasting values and an enduring 
commitment to serve our country. I am grateful to President 
Obama for asking me to lead the Treasury Department. It has been 
my honor to serve in his Cabinet and as his chief of staff, and I 
am humbled by his continued faith in me. 
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Finally, I want to thank the members of this committee for meet-
ing with me over the last weeks and for sharing your insights. This 
committee plays a singular role in defining our tax, trade, health 
care, and Social Security policies. With a long history of collabora-
tion, this committee is a clear example that bipartisanship can 
thrive and produce real results for all Americans. I pledge that, if 
confirmed, I will maintain frequent consultation with you in ac-
cordance with that spirit of respect. 

Forging bipartisan consensus is not an abstract idea for me. It 
is the fundamental thread that spans my professional life. Early in 
my career when I worked for the great Speaker Thomas P. O’Neill, 
Jr., I took part in negotiations that led to the historic agreement 
with President Reagan to save Social Security. Under President 
Clinton, I helped negotiate the groundbreaking agreement with 
Congress to balance the Federal budget. As Budget Director, I 
oversaw three budget surpluses in a row. 

My experience in senior leadership positions outside government 
at New York University—where, I might add, the highest honor 
the university has is the Gallatin Award, after Albert Gallatin who 
also founded NYU, which is the largest private university in the 
United States and its city—has proven to me that working collabo-
ratively to solve problems and drive change is a universal chal-
lenge. 

In my return to public service in this administration, I worked 
alongside Secretary Clinton to promote our national security and 
international economic policies around the globe and to reinvigo-
rate America’s leadership abroad. 

At the Office of Management and Budget, I pursued sound fiscal 
policy by working with Democrats and Republicans to pass the 
Budget Control Act, which has reduced Federal discretionary 
spending to historically low levels. 

Finally, as the White House Chief of Staff, I adhere to the prin-
ciple that we best serve the American people when we find common 
ground to move the country forward. We saw that principle in ac-
tion most recently when the administration and Congress acted to-
gether to protect the middle class from sweeping tax increases that 
could have thrown our economy back into recession. 

Because of my experience, I approach the challenges that lie 
ahead with a clear understanding of their complexity and signifi-
cance. That has also given me a profound respect for Secretary 
Geithner and for the women and men of the Treasury Department 
whose remarkable record of accomplishment I would like to ac-
knowledge today. 

When President Obama came into office, economic conditions 
were the worst our Nation had seen since the Great Depression. 
The President moved quickly to break the back of the financial cri-
sis, to reignite growth, and because he, along with Congress, re-
sponded with great speed and force, our economy is in better shape 
today. 

Over the past 4 years, the private sector has created more than 
6 million new jobs. Taxpayer money that saved the financial sys-
tem has been mostly repaid. Rules are in place so that the financial 
system is safer and taxpayers are not responsible if a big firm fails 
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again. The housing market is recovering, and home values are sta-
bilizing. 

We have isolated Iran from the global financial system and es-
tablished the toughest sanction regime in history. We have signed 
a series of trade agreements to open the markets for American 
goods and level the playing field for American workers and busi-
nesses. Our auto companies are once again growing, innovating, 
and creating jobs, and we have made substantial progress reducing 
our deficit in a balanced way. 

So we are in a better position today, but the work to create a 
sounder economy and a safer world remains unfinished. Our top 
priority is to strengthen the recovery by fostering private-sector job 
creation and economic growth while we make sure our economy re-
mains resilient to the headwinds from beyond our shores. 

That means making it easier to sell American-made goods abroad 
and expanding manufacturing in the United States. It means work-
ing with our partners around the globe and through the G–20 to 
bolster the international financial system and promote global eco-
nomic stability. It means moving forward on financial reforms so 
that the system is less vulnerable to crisis, with greater protections 
for investors and consumers, and it means reforming the tax sys-
tem so American businesses can thrive and compete. 

At the same time, we must put our Nation back on a path of fis-
cal sustainability. Over the past 2 years, we have locked in $2.5 
trillion in deficit reduction through spending cuts and revenue in-
creases, and we can do even more to shrink the deficit over the 
next decade through a balanced mix of spending reductions and tax 
reforms and sensible reforms to Medicare that will help the pro-
gram stay sound in the future. 

But even as we move forward with deficit reduction, we need to 
make certain there is room for critical investments in education, re-
search, and infrastructure, things that we need to grow and com-
pete globally. We also have to avoid doing anything to degrade our 
national security or derail the economic recovery through abrupt 
moves in the short term. That is why we cannot allow the series 
of harmful automatic spending cuts known as the sequester to go 
into effect. These cuts would impose self-inflicted wounds to the re-
covery and would put far too many jobs and businesses at risk. 

In closing, I would like to make one final observation. In recent 
years, some have argued that Washington is broken, that our gov-
ernment cannot tackle the Nation’s most serious problems, and 
that bipartisanship is a thing of the past. I disagree. I have 
reached across the aisle to forge honorable compromises my entire 
professional life. 

I have been involved in almost every major bipartisan budget 
agreement over the last 30 years, and I can honestly say that the 
things that divide Washington right now are not as insurmountable 
as they might look. We all share the same goals: we want an econ-
omy that is expanding; we want a private sector that is robust; we 
want a vibrant job market that gives anyone who works hard the 
chance to get ahead; we want a financial system that helps families 
save and channels investment to support innovation and entre-
preneurs; we want a strong housing market; we want a global econ-
omy that is prosperous, inclusive, and secure; we want a vigorous 
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manufacturing base and a level playing field for American compa-
nies; and we want a government that lives within its means. It is 
going to take a lot of hard work to achieve these goals. We have 
plenty of obstacles, but I have no doubt that we will work together 
to find solutions to today’s challenges. 

Mr. Chairman and members of the committee, I am grateful to 
you for considering my nomination, and I look forward to answer-
ing any questions you may have. Thank you. 

The CHAIRMAN. Thank you, Mr. Lew. 
[The prepared statement of Mr. Lew appears in the appendix.] 
The CHAIRMAN. I have several questions here that are obligatory 

questions we ask of all nominees. First, is there anything that you 
are aware of in your background that might present a conflict of 
interest with the duties of the office to which you have been nomi-
nated? 

Mr. LEW. No, Mr. Chairman. 
The CHAIRMAN. Do you know of any reason, personal or other-

wise, that would in any way prevent you from fully and honorably 
discharging the responsibilities of the office to which you have been 
nominated? 

Mr. LEW. No, there are none. 
The CHAIRMAN. Do you agree, without reservation, to respond to 

any reasonable summons to appear and testify before any duly con-
stituted committee of the Congress, if confirmed? 

Mr. LEW. Yes, I do. 
The CHAIRMAN. And finally, do you commit to provide a prompt 

response in writing to any questions addressed to you by any Sen-
ator of this committee? 

Mr. LEW. Yes, I do. 
The CHAIRMAN. Thank you. 
I would like your thoughts on tax reform. As I mentioned in my 

statement, everyone knows the country, the world, has changed 
dramatically since 1986. I believe that we must, and this com-
mittee is going to, engage in substantive, comprehensive tax re-
form. It is our duty, it is our obligation; it is also our opportunity. 

I would like your thoughts on the visions we should focus on, ac-
tions we should take. I would like you also to tell us how you are 
going to be working with this committee as we reform the code. 
What would you focus on first and second? Your thoughts on tax 
reform. 

Mr. LEW. Mr. Chairman, I think tax reform is an extremely im-
portant priority, and, if confirmed, I would look forward to working 
with this committee on a bipartisan basis to help make it happen. 
I was involved in 1986 tax reform; I know how hard it is. I also 
know how important it is. 

When one leaves Washington, you do not have to talk to very 
many people to learn that the American people want tax reform. 
They want a simpler tax code; they want it to be easier for them 
to comply with the taxes on an individual basis and know that it 
is fair and that everyone is treated in a similar way in a similar 
position. As businesses, they want to be able to go about the busi-
ness of business without having to worry about complicated tax ac-
countant and lawyer consultations. 
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Now, it is hard, because the way to do tax reform is to broaden 
the base and lower the rates. But broadening the base means tak-
ing on a lot of very entrenched interests, and lowering rates is a 
benefit to everyone but not concentrated with anyone individually. 

I think we can do it. I think it is important that we do it. It is 
important for competitiveness; it is important for manufacturing 
and job creation. It is important in terms of our international com-
petitiveness. I think it is something that there is a bipartisan con-
sensus that we need to do, but there is an understanding of how 
hard it is. I would pledge to work with this committee to try to get 
that job done. 

The CHAIRMAN. Could you speak a little more about base broad-
ening? What areas do you think are areas that we should focus on? 
Then you also mentioned that the base broadening should be used 
to lower rates. If you could talk a little about that, I would appre-
ciate that—a little more detail. 

Mr. LEW. Senator, I think that, on the individual side, it is a 
very hard thing to do, to broaden the base, because it is taking a 
look at things that are very much part of the fabric of how people 
live right now. But, as in 1986, that is the way you can go about 
tax reform. It is a little harder than in 1986 because we have not 
completed the work on the fiscal plan. 

We need to have some more revenue as part of a fiscal plan, so 
tax reform is going to have to be done in an environment where, 
as we broaden the base, we both contribute to deficit reduction and 
hopefully are able to lower rates. 

On the business side, we have a contradiction in our business tax 
system. Our statutory rate is very high. Our effective rate is not 
as high. So, when you look at the United States competitively 
against other countries, statutory rates make it unattractive to 
look at the United States versus other places, on some occasions. 

For individuals, individual firms, their average tax rate is much 
lower because of all the complicated provisions—deductions, cred-
its—that are part of the code now. It will be a challenge to take 
on those individual deductions and credits, but there is no other 
way to bring the rate down, which is something that I think we 
need to do to maintain our competitiveness abroad. 

The CHAIRMAN. So, even though our effective rate might be dif-
ferent than the statutory, you still believe it is good to proceed, go 
down the road of corporate reform, reduce a lot of those tax ex-
penditures in order to get the rate down? 

Mr. LEW. I do, Senator. I think that, when one looks at a table 
of international tax rates, it stands out that the U.S. statutory rate 
is very high. It is a much more complicated story to tell that the 
average rate is lower. It does not affect all businesses equally. In 
order to get that lower average rate, one has to take advantage of 
complicated special tax provisions. We can have a simpler tax code. 

The CHAIRMAN. I do not have a lot of time here. But if you could 
just briefly comment on something that has been in the press, and 
that is your investment in the Cayman Islands. What was it, how 
did that happen? Why did you choose that investment? What bene-
fits did you receive? 

Mr. LEW. Senator, while I was an employee at Citigroup, I had 
the opportunity to make an investment in a venture capital fund, 
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a private equity fund, that was designed to invest in emerging 
economies around the world. It was an opportunity that looked to 
me to be a bit riskier than other investments I had made in the 
past. I have had a very conservative personal investment philos-
ophy. I thought it was an appropriate risk to take, given the possi-
bility of a higher return. 

I invested in the fund as an employee, and I divested from the 
fund when I was confirmed for a position in the Office of Govern-
ment Ethics and they recommended or directed the divestment. My 
benefit was really very small, in the sense that I took a loss when 
I sold the investment. I always reported all income. I always paid 
any taxes that were due. 

The CHAIRMAN. Why was the investment in the Cayman Islands? 
Mr. LEW. Senator, I actually do not know how it was organized. 

I was not involved in setting up the fund. 
The CHAIRMAN. Did you know at the time it was the Caymans? 
Mr. LEW. You know, at the time I invested, I was aware that it 

was an international fund investing in emerging markets. I knew 
that much of the personnel for the fund was based in London. I ac-
tually did not know at the time what the address of the partner-
ship was. 

The CHAIRMAN. And when did you divest? 
Mr. LEW. I divested in 2010, when I became OMB Director. The 

fund was disclosed in all of my prior confirmations and all of my 
SF 278s. I am not aware of any tax benefits that I got from partici-
pating in it. It was an investment. 

The CHAIRMAN. But did you pay taxes on that investment? 
Mr. LEW. I reported all income related to the investment on my 

tax forms. I have paid all my taxes. 
The CHAIRMAN. But did you earn taxes on that? 
Mr. LEW. I lost money on the investment. In fact, I lost money, 

so I did not have a great deal of income. 
The CHAIRMAN. All right. Thank you. 
Senator Hatch? 
Senator HATCH. Well, thank you, Mr. Chairman. I appreciate it. 
Following the financial crisis, many lessons were learned by 

many financial firms, including Citigroup, that have taken actions 
to improve their performance, operations, and responsibilities. 

My questions about Citigroup to you, Mr. Lew, relate to the time 
you were there and not to current Citigroup operations. Frankly, 
I do not believe that I have a good understanding of your respon-
sibilities as managing director and chief operating officer at Citi-
group units. 

Now, you have said to our staff, I believe, that you were not in-
volved in investment-level decisions or portfolio management. How-
ever, while you may not have selected assets that Citi invested in 
or managed any portfolio, Citigroup organization charts seem to 
identify that you were tied to investment research, investment, and 
other such activities like liquid and illiquid operations. 

During your time on Wall Street, it was not clear to me whether 
risky securities that were alleged to have been misleadingly mar-
keted and sold to investors were handled by the units that you 
oversaw. Those securities include a collateralized debt obligation, 
or CDO, called Class V funding, which the SEC has alleged was 
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a product that Citi misrepresented, sold to collect fees, and then 
bet against. 

Other risky securities that may have been marketed and sold by 
a unit that you oversaw include funds called ASTA, MAT, and Fal-
con, which some allege were misrepresented to have been far safer 
than they were. 

Now, Mr. Lew, you have said that you were responsible for oper-
ational activities and management with little or no knowledge of 
investment activities of the very units that you staffed. 

Now, I find that somewhat confusing. Some Wall Street partici-
pants have—cynically, in my view—labeled your position at Citi as 
a political trophy position, and I hope we can provide some clarity 
here to disprove that view. 

Now, I have four questions about your Citigroup role at the time 
you were there. Perhaps you should get your pencil ready, because 
I am going to go through all of them, and then you can respond. 

First of all, at Citi, did you have any discussions or participate 
in any e-mail exchanges, including having been cc’d, on any e-mail 
regarding the Class V funding CDO, or the ASTA, MAT, or Falcon 
funds? 

Second, did you get an understanding of bank risk-taking activi-
ties from observing activities in the units that you oversaw, or did 
you not know about any risky activities in your units? 

Third, did you have any oversight role with respect to financial 
products that were marketed and sold by your units, and, if so, did 
you do anything to curtail risky activities, or did you not know 
about the marketing and sales products in the units that you man-
aged, in which case I wonder specifically what you did do with re-
gard to them? 

And fourth, while managing to provide efficiencies at the units 
that you oversaw, did you use any services of Citigroup Global 
Services, which Citi’s website calls ‘‘one of the largest providers of 
business process outsourcing services within the banking and fi-
nancial services sector?’’ Those are the four questions I would like 
to have you answer, if you would take time to do so. 

Mr. LEW. Thank you, Senator Hatch. Let me start with maybe 
answering the part about my role, because everything, I think, falls 
within that. I was chief operating officer, first of the Global Wealth 
Management business—that was for about 2 years—and then for 
about a year, the Alternative Investment Business. 

As the chief operating officer, I was responsible for a number of 
broad-ranging management-of-the-business kinds of activities. I 
had substantial responsibilities in terms of a large national and 
international field organization system. I mentioned to Senator 
Baucus, one of the early trips that I took was to Billings, MT to 
visit our financial advisors, because I went around to make sure 
that our business was working on the ground. 

In New York, I was responsible for the budget of running the 
business, which was a very large, as I say, national and inter-
national operation. I was not in the business of making investment 
decisions. I was certainly aware of things that were going on. I was 
working in a financial institution. I learned a great deal about the 
financial products, but I was not designing them, and I was not 
opining on them. 
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I take away from that experience a deep understanding that 
there are risks that we need to be very much on guard against, and 
I would be delighted to discuss those policy considerations as we 
go forward. 

With regard to specific e-mails and phone calls, it is quite a num-
ber of years. I do not recall specific conversations. There was a very 
bad financial situation going on in that year. There were products 
that were widely understood to be troubled. So, yes, I was aware 
that there were funds that were in trouble. I did not have responsi-
bility for the funds themselves, but I was aware that those difficul-
ties were going on. 

Senator HATCH. My time is up, Mr. Chairman. 
The CHAIRMAN. Following the early bird rule, the next Senator 

on the list is Senator Schumer. He is not here. 
Senator Grassley, you are next. 
Senator GRASSLEY. Already? 
The CHAIRMAN. Yes. After Grassley, it is Stabenow, Crapo, and 

Cantwell. 
Senator GRASSLEY. Mr. Lew, on January 16, 2009, Citigroup an-

nounced losses of $18.7 billion, the same day Citigroup received a 
$301-billion Federal bail-out through a loan guarantee on its mort-
gage assets. One day later, you received a bonus from Citigroup for 
over $940,000 for your work as chief operating officer on the Alter-
native Investment Unit, which was responsible for much of the 
loss. Were you aware that Citigroup was about to receive a multi- 
billion dollar Federal guarantee when you accepted your bonus? 

Mr. LEW. Senator, I was aware of the condition of Citi and of the 
TARP program, yes. 

Senator GRASSLEY. All right. Explain why it might be morally ac-
ceptable to take close to $1 million out of a company that was func-
tionally insolvent and about to receive $1 billion of taxpayer sup-
port. 

Mr. LEW. Senator, in 2008 I was an employee in the private sec-
tor. I was compensated in a manner consistent with other people 
who did the kind of work that I did in the industry. I was com-
pensated for my work. I will leave it for others to judge. 

Senator GRASSLEY. Now to something that President Obama has 
made a big deal about. On May 4, 2009, President Obama said 
about Ugland House, which is where you invested your money 
overseas, ‘‘On the campaign, I used to talk about the outrage of a 
building in the Cayman Islands that had over 12,000 businesses. 
I have said before, either this is the largest building in the world 
or the largest tax scam in the world.’’ 

You invested more money there than the average American 
makes in an entire year. Do you believe that the President was ac-
curate in referring to the building which housed your investment 
as ‘‘the largest tax scam in the world?’’ 

Mr. LEW. Senator, I am happy to answer questions about my own 
investments. I am also happy to answer questions about tax policy 
regarding the sheltering of income from taxation. I reported all in-
come that I earned; I paid all taxes due. I very strongly believe 
that we should have tax policies that make it difficult, if not impos-
sible, to shelter income from taxation. 
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Senator GRASSLEY. Well, there is a certain hypocrisy in what the 
President says about other taxpayers and then your appointment, 
but let me move on. 

You have told Finance Committee staff that you were unaware 
of Ugland House and its association with tax scams. That makes 
me wonder where you have been for the last 8 years. The chairman 
of this committee, as well as a former Budget Committee chairman 
whose chart is behind us, highlighted Ugland House to the Nation 
several times. As I said, President Obama preached about it. It is 
no wonder that maybe you and the President have not proposed 
legislative solutions to what the President considers a tax scam. 

So my question: how can you be the President’s top tax enforcer 
if you have not heard of this offshore loophole? 

Mr. LEW. Senator, this committee has reviewed my taxes for 
many years. I think it is clear that I reported all income that I 
have earned. I have paid taxes, as appropriate. I believe very 
strongly that people should pay taxes on their income. I have very 
strong views on how the tax code should be constructed to encour-
age investment in the United States, and I am happy to answer 
any policy questions you have. 

Senator GRASSLEY. Do you think Ugland House ought to be shut 
down? 

Mr. LEW. Senator, I am actually not familiar with Ugland House. 
I understand there are a lot of things that happen that are a prob-
lem. 

Senator GRASSLEY. All right. Let me move on then. 
Mr. LEW. Yes. 
Senator GRASSLEY. A case filed in the New York State Supreme 

Court in which NYU, New York University, is the plaintiff, states 
that at the same time you were executive vice president, ‘‘New 
York University invested in the Ariel Fund, a Cayman Islands 
open-ended investment company created to be used for United 
States tax-exempt investors and foreign investors.’’ Nonprofits 
sometimes seek to avoid paying taxes on unrelated business income 
through offshore vehicles like funds in the Cayman Islands. 

So, question: while you were the executive vice president, did 
NYU have investments in the Cayman Islands to avoid taxes on 
unrelated business expense, and, if so, how many millions of dol-
lars did NYU have invested in the Caymans? 

Mr. LEW. Senator, when I was at NYU, I was not aware of any 
policy to invest in a manner that you describe. I was in no discus-
sions regarding the Unrelated Business Income Tax. I was involved 
in discussions about making sure that the endowment was invested 
to have as good a return as possible, and the goal of the Invest-
ment Committee at NYU was to try to have a diverse portfolio that 
would help the university get income from its endowment. 

Senator GRASSLEY. Well, I will close then with this conclusion 
since you are unaware of it. I take your word for it, but it is cer-
tainly a poor reflection on your tenure there if you did not know 
about these investments. You were paid over $800,000 more than 
the actual president of NYU to know what was going on, and I am 
surprised you did not know what was going on. 

Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you, Senator. 
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Next, Senator Stabenow. 
Senator STABENOW. Thank you very much, Mr. Chairman. 
Mr. Lew, welcome back. I understand this is your sixth confirma-

tion hearing, so you are certainly a glutton for punishment. But we 
welcome you, and we thank you very much for your service. Mr. 
Chairman, I actually am optimistic, listening to the concerns about 
closing offshore loopholes. 

I think we may have something here that we could do together 
to offset sequestration. I think it would be wonderful to work to-
gether on something that would close loopholes that clearly we are 
seeing bipartisan concern about today, which I would love to work 
with members on. 

I would like to talk to you about—no surprise—one of my favorite 
subjects, which is growing the economy with manufacturing. I was 
very pleased to hear the President’s comments last night. We all 
know that, while we would love to have things go faster, manufac-
turing has been leading the recovery in growth. 

When we look at tax reform and what we need to do to be com-
petitive internationally and so on, I am very interested and con-
cerned to make sure that we continue to make things in America 
and that we innovate in America. 

So I wonder if you might speak to how we, in tax reform, encour-
age making things in America, American manufacturing, and 
things like the section 199 manufacturing deduction, how could we 
make it more effective, as well as the R&D credit. What would you 
see in terms of being able to continue to innovate and make things 
in America and focus on that in tax reform? 

Mr. LEW. Thank you, Senator. I think that one of the real rea-
sons for taking on tax reform—I would say the major reason for 
taking on tax reform—is to help grow the economy, create jobs, and 
improve the environment for manufacturing in the United States. 

Right now we have a tax code that has a lot of provisions that 
benefit manufacturers of one kind or another, but they are quite 
complicated, they are quite particularistic, and overall we have a 
tax code which, when you look at it, suggests that we have a very 
high statutory rate for income. 

I think that if we approach business tax reform from the point 
of view that our goal is to try to simplify the system, that is imme-
diately going to help businesses, because right now businesses have 
to start by spending money on accountants and lawyers just to get 
started. We can simplify it to lower the bar. 

Secondly, as the President outlined in his proposal last year, we 
ought to have a preference for manufacturing in the reformed tax 
code. I think that the challenge, as I mentioned in my response to 
the chairman, is going to be that we all know that a tax code which 
has a broader base and a lower rate is going to be one that makes 
it more attractive to invest in manufacturing. 

But we also know that it is hard, that each of the individual pro-
visions in the tax code is very important to one or another indus-
try. It is going to require bipartisan consensus; it is going to re-
quire working together to do. It is in the greatest good of the econ-
omy and the American people, even if it does mean taking away 
some of the particular benefits that go to one or another part of the 
economy. 
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In particular, one of the things that we have focused on is, we 
should take away the incentives for things that—oil and gas explo-
ration cannot move offshore. The resources are here. We need to 
look at, what is it that enters into the business decision when you 
choose between locating in the United States or overseas, and have 
the tax code be helpful, not hurtful, in terms of locating in the 
United States. 

One of the things that has been very encouraging in the last few 
years is that, even with the tax code as it is, more and more busi-
nesses have been deciding they want to invest in the United States. 
The quality of our workforce, the stability of our system and our 
economy makes the United States a very attractive place to invest. 
If we fix our tax code, there is no limit to how much we can grow. 

Senator STABENOW. Just to emphasize that, we have about 17 
million people who work in this country because of manufacturing, 
16 million because of agriculture. If we focus on making things and 
growing things, that really is the foundation of the economy. 

One final question on the foreclosure crisis. I believe there is 
much more to be done, even though things are improving. What 
would you like to see done? 

Mr. LEW. Senator, we have worked very hard over the last 4 
years, pursuing multiple paths to help homeowners either refi-
nance or modify their loans. One of the things that we very much 
would like to do, which the President addressed last night in the 
State of the Union address, is to enable homeowners who are pay-
ing their bills, who are under water through no fault of their own 
because of the financial crisis, to be able to refinance their loans. 

Right now, you have homeowners who are locked into 6, 7, 8 per-
cent mortgages when they should be able to get 3.5 or 4 percent 
mortgages. We ought to be able to do that on a bipartisan basis. 

Senator STABENOW. Thank you very much. 
Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you very much, Senator. 
Senator Crapo? 
Senator CRAPO. Thank you very much, Mr. Chairman. 
Mr. Lew, I appreciate having you here with us today. I want to 

continue to focus on tax reform, as we did in our private discus-
sions. As I have shared with you, in my work with the Bowles- 
Simpson Commission and in other areas of trying to address put-
ting together a comprehensive deficit reduction package and debt 
reduction package, I view tax reform, as I have heard you say 
today, to be a key part of that, not because of the need to raise rev-
enue, which is where you and I may have some disagreement, but 
because of the need to generate growth and have a pro-growth ele-
ment in the recovery effort for our country in dealing with our debt 
crisis. 

That is, I think, the first part of the question I want to ask you. 
I think you have already answered it, but I want to get it very 
clearly on the record. To me, in the last few months the discussion 
over tax reform has taken, in some cases, a concerning turn. 

I have heard the term ‘‘tax reform’’ used all too frequently to 
mean a revenue-generating device. I understand it can be utilized 
to generate revenue, but please tell me why, again, you believe tax 
reform is needed in our economy. 
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Mr. LEW. Thank you, Senator. As I think we discussed in the 
conversation we had, I considered it a lost opportunity in December 
and January that we did not get to a final agreement on our fiscal 
challenges so that we would be able to debate tax reform after re-
solving the fiscal challenge. I think that there is still more work 
to be done in terms of the fiscal path, and we need more revenue 
to be part of it. 

I think that, separate from that, there is a need to do tax reform. 
In clearing out the tax code and broadening the base, there is room 
to raise the revenue that we need. Just a few months ago, there 
was a lot of discussion as to whether or not we should raise tax 
rates or raise revenue by broadening the base. 

Well, we did the tax rates. We did not broaden the base. So there 
is room in the conversation for both, and I would look forward, on 
a bipartisan basis, to achieving the goal, both of being on a sound 
fiscal footing and, equally importantly—perhaps more importantly 
in terms of the long-term growth of the economy—having a tax 
code that makes sense for individuals and businesses so that we 
have a thriving investment environment. 

Senator CRAPO. I agree with that. I think that we would have 
been hard-pressed to create a tax code, if we tried, that was more 
unfair, more complex, more expensive to comply with, and frankly 
more anti-competitive to our own business interests, than we have 
now. We need to correct that, and I look forward to working with 
you in partnership on that. 

I would like to get into a little bit more detail. If you look at the 
corporate side—and you have discussed the need to lower the stat-
utory rate, and I agree—do you have a target rate in mind? I know 
a lot of us have talked about 25 percent, at least a level of 25 per-
cent, that we need to reach. 

Mr. LEW. The challenge, Senator, is how far we are willing to go 
in broadening the base. We do not have the ability to lose revenue 
as we go through business tax reform. I think it is challenging to 
get all the way to 25, but I think the more aggressive we are at 
broadening the base, the more progress we will be able to make at 
lowering the rate. 

Senator CRAPO. Do you agree that, on the corporate side, we 
should be revenue-neutral? My understanding is that in the past 
we have focused on at least the corporate rate reform being 
revenue-neutral. 

Mr. LEW. I think the primary goal in business, corporate tax re-
form, is to have the tax code be simplified and to be consistent with 
a more robust investment environment, particularly as we are in 
a competitive environment with other countries. I think it can be 
done in a revenue-neutral way. I do not believe we have the ability 
to raise the revenue that we need to deal with our fiscal problem 
and have it cost revenue as we go through business tax reform. 

Senator CRAPO. And with regard to business taxation, many have 
made the argument—and I tend to agree with it—that we need to 
pay very close attention to the individual code with regard to its 
impact on business taxation. Do you think we can do corporate re-
form without also doing individual tax reform? 

Mr. LEW. Senator, I think we could, but I do not think it would 
be the best way to do it. I think the best thing would be for us to 
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do both individual and business tax reform. We do have a combina-
tion of different forms of business organization. 

The closer we get to a place where the corporate tax system is 
one that is open for more business, the more competitive we will 
be, but we need to keep both in play. I mean, right now the chal-
lenges are many, but I think, once we are doing tax reform, we 
should do it right and we should do both. 

Senator CRAPO. I wanted to get into some Dodd-Frank issues, 
but I see my time is running out. One last, quick question on the 
corporate reform side. Are you open to negotiating a competitive 
territorial system in the corporate code? 

Mr. LEW. Senator, I think that, as we lower our rate, we ought 
to be looking at having kind of a minimum world-wide tax rate 
where we are trying to level the playing field. We actually have a 
debate between whether we go one way or the other. We have a 
hybrid system now, and it is a question of where we set the dial. 
I think that there is room to work together on this. 

Senator CRAPO. Thank you. 
The CHAIRMAN. Thank you, Senator. 
Senator Cantwell? 
Senator CANTWELL. Thank you, Mr. Chairman. 
Congratulations, Mr. Lew, on your nomination. It is great to see 

your family here today. I definitely have a lot of fiscal/financial 
questions for you. But you spoke in your opening statement about 
Medicare and getting the delivery system right. The President, last 
night, mentioned that in his State of the Union address, as well as 
focusing on quality as opposed to frequency in tests. I was curious. 
Were you involved as chief of staff in the discussion of implementa-
tion of the Affordable Care Act? 

Mr. LEW. Senator, both in my time at OMB and as Chief of Staff, 
I did pay attention to the implementation of the Affordable Care 
Act. Enacting the law was a critical step, but implementing it is 
necessary in order for it to be in place. 

Senator CANTWELL. Do you think that if there is a provision of 
the Affordable Care Act that is supposed to be implemented in 
2014, that it should be implemented in 2014? 

Mr. LEW. We have been working very hard to be on schedule 
with getting the exchanges set up and having the Affordable Care 
Act in place in 2014. Many departments have been involved in that 
in addition to the Department of Treasury: the Department of 
HHS, Department of Labor, Office of Personnel Management. It 
was not always easy, because we had to work mighty hard to get 
the funding to implement on schedule, but I feel we are in a pretty 
good place. 

Senator CANTWELL. Well, there is one provision that is not being 
implemented, the basic health plan. I know the President has tried 
to express an opinion to help push things along, but I guess my 
question is, do you think if the Affordable Care Act specifies that 
the basic health plan should be implemented in 2014, that it 
should be implemented in 2014? 

I guess I am also asking, is there a bias somewhere in the ad-
ministration against lower-cost managed care delivery systems that 
the Act calls for in exchange for the exchanges? Is there a bias over 
there that somehow the Affordable Care Act means implementing 
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only those pages related to the exchanges and punting everything 
else, even though they have been more cost-effective delivery sys-
tems? 

Mr. LEW. Senator, I am not aware of any such bias. I do know 
that there has been an enormous amount of work to get the ex-
changes set up and the various parts of the architecture. I would 
be happy to follow up and work with you on that specific issue and 
find out where it is in the queue and follow up on that. 

Senator CANTWELL. I would greatly appreciate that. I think there 
is a very big concern on my part, and several other members’, that 
somehow people may be asking States to forego what have been 
more cost-effective solutions for that population just above the 
Medicaid level and almost maybe even making it more expensive 
and pushing that population onto the exchanges as some Holy 
Grail. I can tell you that we think it should be implemented and 
should be implemented now, so I certainly will take you up on that. 

I want to turn to financial issues. You and I have had a chance 
to talk, and we could talk for hours, but just so everyone under-
stands your philosophy on the regulatory side of things, do you be-
lieve in the reimplementation of Glass-Steagall? 

Mr. LEW. Senator, as we discussed when we had this conversa-
tion, Glass-Steagall had, over the years, become something of an 
anachronism. Much of the activity in the financial world had gotten 
beyond it. I think the problems we had leading up to the financial 
crisis were evidence that our financial regulatory system did not 
keep pace with the growing complexity of the financial system. I 
think Dodd-Frank was a critically important step to reasserting 
proper regulatory oversight of an industry that is critical to the 
health of our economy. 

I think, as we go forward, we have to ask questions as we com-
plete the implementation of Dodd-Frank. Are there more actions 
that are needed? They have to be actions that make sense in 2013. 
So I think going back—while I am a student of history, and New 
Deal history in particular is of great interest to me—I do not think 
it is just a matter of resuscitating a 1930s statute. It is a question 
of, what do we need to do to manage the financial changes now? 

Senator CANTWELL. So I will take that as a ‘‘no.’’ To that point, 
I do not see how you contain this issue, as we now see the CFTC 
and the treatment of swaps and futures as having different clear-
ing measures. Are you not worried that that is going to provide 
more systemic risk as well? 

Mr. LEW. I think that if you look at the issues, things like mar-
gin requirements for swaps, it is very important that we get on top 
of regulating things that create system risk. I did not mean to be 
answering the prior question ‘‘yes’’ or ‘‘no.’’ I think it is just a little 
bit more complicated. 

I think the question of, is there a need for any further consider-
ation of financial regulation is one that just comes in sequence 
after implementing Dodd-Frank. I come to the issue open-minded, 
knowing that we cannot let what happened leading up to 2008 hap-
pen again. We cannot let a regulatory system become outstripped 
by the complexity and organization of a financial system which our 
economic life depends on. 
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Senator CANTWELL. Well, I will look for more discussion on that 
point, then. 

There are two other issues I wanted to bring up. I just do not 
understand the administration’s idea of capping the municipal 
bond tax deduction at 28 percent if we want to encourage more in-
vestment. One thing I do believe the Federal Government does is 
provide cheap capital whichever way, and when all these banks are 
putting all these monies into derivatives, you cannot convince me 
that they are really interested in the bottom line here. So to me, 
a policy on capping the municipal bonds at 28 percent, tax-exempt 
bonds—I am curious as to whether you are going to continue that 
policy. 

Also, on the Foreign Investment and Real Estate Act, I am curi-
ous whether you think the Treasury Department is going to com-
plete that IRS notice and take action that would help jump-start 
private investment. 

Mr. LEW. Senator, the administration’s proposal, which would 
have limited the value of deductions in the top tax bracket to 28 
percent, was designed to try to restore some equity in the tax code 
and to generate revenue that we need for meeting our fiscal tar-
gets. It was not specifically directed at municipal bonds or at other 
specific areas of tax activity. 

It was also meant to be a place holder, that we really should 
have tax reform, and we should make specific policies deciding 
what is in and what is out and what the proper tax rates are. But 
we put it in as a fall-back, saying that, if tax reform does not hap-
pen, this is something that would help us to get to the revenue tar-
gets we need. 

I would be happy to follow up with you on these issues of the in-
dividual component parts of tax reform, but I would say, as a gen-
eral proposition, that the hard decisions in tax reform will in many 
cases put us in places where there are things that many of us are 
sympathetic to where we have to curtail tax benefit if we are going 
to broaden the base. I think as a general rule, if there were a lot 
of easy decisions, tax reform would have happened a long time ago. 
I think there are going to be hard choices to make. 

Senator CANTWELL. And so, on the foreign investment, is that 
something you are going to take action on? Are we going to have 
to act here? 

Mr. LEW. My understanding is that those rules are progressing. 
If confirmed, I would pay attention to them and work on them and 
work with you to get them completed. 

Senator CANTWELL. Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you. 
The next two are not here, so, Senator Thune, you are next. 
Senator THUNE. Thank you, Mr. Chairman. 
Mr. Lew, welcome. I want to come back to an area where I think 

there is room for Republicans and Democrats to work together, and 
that is the issue of tax reform. 

What I have on my right here are the 1,300 pages that, the last 
time we did tax reform, the White House and the administration 
put forward in terms of their recommendations. In November 1984, 
May of 1985, it was Treasury I, Treasury II. We talked about this; 
I think you are familiar with these documents. 
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But contrast that with the paper that the White House, the ad-
ministration, put out. This is 25 pages, basically. It is a corporate 
tax reform proposal. It is 25 pages, if you include the title page and 
the table of contents. 

But my point, very simply, is the administration, I think, is going 
to have to do a better job of leading on the issue of tax reform if 
we are actually going to get something done on this issue. This 
goes into great detail of the myriad complex issues that we deal 
with in the tax code. 

The President talked about, last night yet again, tax reform and 
the need for it, but he does not give us any details. He said he sup-
ports lowering rates for businesses that create jobs in America. I 
guess the question I would have for you is, does the President, 
when he says that, agree that rates need to be lowered across the 
board for all taxpayers? Because, as you know, there are lots of 
small businesses that file on individual tax forms and pay at the 
individual tax rates. 

So should tax reform include the lowering of rates on individual 
taxpayers as well as the corporate rate, which I think you have al-
ready addressed with regard to Senator Crapo’s question? 

Mr. LEW. Senator, I think that to proceed on tax reform, we are 
going to have to work together, both the executive branch and the 
legislative branch, and on a bipartisan basis. If confirmed, it would 
be at the very top of my priorities to work with you and this com-
mittee to do that. In terms of the best way for an administration 
to engage, as we discussed in your office last week, I remember 
Treasury I and Treasury II. I still have the white books and the 
blue books. They, at the time, were important. 

Tax reform in 1986 did not exactly follow either Treasury I or 
Treasury II. It was worked out by the two chairmen with the Sec-
retary of the Treasury in the conversation, in the kind of regular- 
order process that I think we will need to follow again if we are 
going to succeed. 

I remember not that long ago, when I produced a pile of paper 
roughly that size—and it was the Health Security Act in the Clin-
ton administration—it did not lead to health care reform. When 
President Obama sent a much shorter document to Congress, it 
ended up going the full distance and getting enacted into law. 

The goal is, how do we get something done? The means to the 
end I am very flexible on and would be very open to suggestions 
of how we could work constructively to both provide ideas and tech-
nical support. I think it is very important. 

On the question of rates, we will have to work very hard to 
broaden the base, to lower the rates, and meet the revenue targets 
that we have, but I think it is possible. I think if we roll up our 
sleeves and we are willing to do the hard work, we can both get 
our fiscal house in order and work on the rate structure. It will all 
depend on how much we are willing to do. 

Senator THUNE. Well, I guess I would just say—and I understand 
the whole issue of the health care reform legislation and the con-
cern about too much specificity, but frankly this is not going to get 
done unless there is leadership out of the White House. This is a 
big issue. This is going to be very hard. There are lots of constitu-
ency groups out there that are very attached to the current tax 
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code. I, frankly, am one who believes that we need to do away with 
it. 

Start by doing away with everything and do what Simpson- 
Bowles suggested, and that is, just come up with whatever those 
three rates are—8, 14, 23—and then figure out what we want to 
add back in and adjust the rates accordingly. 

But I think the goal in all this should be getting the rates down, 
promoting economic growth. I hear the President talking about 
raising revenue through tax reform. To me, if you get economic 
growth, you will get new revenue, but you will get it the old- 
fashioned way and at the same time create lots of jobs and get this 
economy expanding again. So, that ought to be the goal. But I am 
suggesting that there has to be, I think, more leadership than this 
relative to this when it comes to this issue. 

Very quickly, one other question. I raised this with you as well 
when we had our meeting last week. But the President, once again, 
I think, talks about entitlement reform. We have talked about the 
need to address what is the long-term driver of debt and deficits, 
and that of course is our entitlement programs. But again, there 
is just not the specificity there. The President has talked about 
$400 billion. If you think about $10 trillion in deficits just in the 
next 10 years, $400 billion looks like a drop in the bucket. 

So I guess my question again is, where is the specificity when it 
comes to addressing what I believe—and I think what most of us 
agree—is a spending problem. I mean, revenues as a percentage of 
GDP in 2015 are going to be back up to 19.1 percent, and over the 
next decade they are going to average 18.9 percent, which is almost 
a full percentage point higher than the 40-year historical average. 

We have revenue coming in. We have a spending problem. There 
is just no proposal that, in any meaningful way, addresses that. 
You look at the budgets that were submitted the last 2 years that 
got voted on in both the House and the Senate that did not receive 
a single vote, Republican or Democrat. They are not serious. 

I guess I am just asking you, I hope that you will engage on this 
issue of trying to do something about what I think is a very, very 
huge problem for our country’s future, and that is this massive 
debt. 

Mr. LEW. Senator, I could not agree more that we need to deal 
with our fiscal challenge. I may disagree that it is a combination. 
We have a deficit problem, and we are going to need to solve it 
with a combination of spending reduction and restoring revenue. 
But that is the kind of thing where we can have a discussion and 
figure out what the right balance should be. The President said he 
thinks it should be 2:1, spending cuts to revenue. 

In terms of specific proposals on Medicare, the President’s budget 
that I worked on had $300 billion of specific savings proposals. 
They were a mix of different approaches. Some were on the pro-
viders, some were on beneficiaries, some were adding a burden to 
those who can afford to pay for their Medicare if they retire, and 
they can afford to pay for it. There is going to be a difficult discus-
sion at some point of what the right mix between those different 
approaches is. 

The President, in negotiations in December, offered to increase 
to $400 billion the savings in Medicare, and we are prepared to en-
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gage in very specific ways to do that. The sooner we put the fiscal 
frame together, the better, to get certainty in the economy and to 
be able to move on and create an economy that is growing and cre-
ating jobs. 

Senator THUNE. I think my time has expired, Mr. Chairman. 
Thanks. 

The CHAIRMAN. Thank you, Senator. 
Next, according to our early bird rule here, is Senator Menendez. 
Senator MENENDEZ. Thank you, Mr. Chairman. 
Mr. Lew, congratulations on your nomination. In your previous 

confirmation hearing to be the OMB Director, there were a series 
of questions raised about deregulation and the approximate causes 
of the financial crisis. Some of the responses that you gave raised 
some concerns as to your commitment to stronger financial regula-
tions. Clearly, there is a difference between being the OMB Direc-
tor and being the Treasury Secretary in that regard. 

The Wall Street reform law has given the Treasury Secretary a 
much stronger role in oversight of financial regulation, and you 
would play a very significant role in regulating our financial sector, 
so I would like to give you the opportunity to put some of those 
concerns to rest. 

Do you believe that stronger regulation of our financial sector 
was, and is, necessary? Moving forward, if you were to be con-
firmed, do you support the full and robust implementation of the 
oversight rules of the Dodd-Frank law? 

Mr. LEW. Senator, I very much believe that Dodd-Frank was nec-
essary, that we needed to modernize the regulation of the financial 
services industry. I think that the oversight provisions in Dodd- 
Frank need to be implemented. If confirmed as Chairman of the 
FSOC, it would be an extraordinarily high priority of mine. 

Senator MENENDEZ. All right. 
One of the other things that you will have in your portfolio as 

the Treasury Secretary is the implementation of sanctions. As the 
author of the Iran Sanctions Act, I am obviously very interested in 
making sure that Treasury pursues the law that the Congress 
passed nearly unanimously and that the President signed as our 
last peaceful diplomacy tool to prevent Iran from achieving nuclear 
weapons. 

If you are confirmed, will you ensure the robust enforcement of 
the sanctions provisions that we have given to the President, see-
ing that a large universe of them are within the Treasury Depart-
ment? 

Mr. LEW. Yes, Senator. If I might just elaborate on that a bit. 
I think that our sanctions—our unilateral sanctions that are bring-
ing the world community together for multilateral sanctions—have 
put in place the strongest sanctions regime in history. Frankly, it 
is the only reason I have some hope that we might be able to re-
solve the issues that we have with Iran peacefully. 

Sanctions are doing what they need to do: they are crushing the 
Iranian economy. GDP is down, the value of their currency is down, 
unemployment is up, inflation is up. What we have not seen yet 
is whether that has changed the mind of the regime so that it is 
ready to, in a diplomatic process, give up the pursuit of nuclear 
weapons. That is the goal. 
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The President has made clear it is unacceptable for Iran to have 
nuclear weapons. We will exhaust all diplomatic and economic 
means we can, but all options are left on the table. I firmly believe 
that these economic sanctions are far preferable to war, but we 
must pursue them vigorously. 

Senator MENENDEZ. All right. 
Now, with reference to the President’s State of the Union speech, 

a good part of what he talked about was a growing economy, that 
growth is an essential provision of achieving some of the deficit 
questions as well as the job opportunity questions. 

What do you see—I read through your testimony—for yourself in 
the role as the Treasurer of the United States, in being part of cre-
ating that growing economy? 

Mr. LEW. Senator, the Secretary of Treasury is the senior mem-
ber of the President’s economic team. I have worked on economic 
teams from various perspectives. One of the things that I think is 
most important for a Treasury Secretary to do is to always ask, 
what can we be doing to get the economy moving? What can we do 
to help create an environment where jobs will be created? What 
can we do to create the possibility that every family that is willing 
to work hard has the chance in this country to get a decent life? 

Now, I think there are many things we can do. I am an optimist 
by nature, but I also believe you just have to keep working at it. 
The President proposed, in the American Jobs Act, a number of 
proposals. Last night, he thanked the Congress for adopting a few 
of them, and he urged the Congress to enact the rest. I believe 
that, in the short run, investments in infrastructure make a lot of 
sense. 

I think investments in keeping teachers and firemen from being 
laid off make a lot of sense. I think, in the longer term, we have 
to get our fiscal house in order, no doubt, but we cannot short- 
change the investments that build the economy for the future, 
things like infrastructure, things like education, skills training. 

We have the best workforce in the world. We have the most vital 
economy in the world. In order to be there in the future, we need 
the R&D, the people, and the infrastructure. That has to be in con-
junction with a fiscal policy that we can afford. 

Senator MENENDEZ. Well, I hope, in closing, Mr. Chairman, that 
you will also put in that universe something the President men-
tioned in his speech last night, which is mortgage refinancing. 

Mr. LEW. Absolutely. 
Senator MENENDEZ. Senator Boxer and I have legislation on that. 

I cannot understand for the life of me why we would not let thou-
sands of American families refinance, lower their rates to the his-
torically low rates, and unlock, not only a universe of solidified 
homeowners, but also unlock economic potential for—— 

Mr. LEW. Senator, I could not agree more. 
The CHAIRMAN. Thank you. 
Senator Cardin? 
Mr. LEW. The work, you have done that. It is very important. 
The CHAIRMAN. Senator Cardin? 
Senator CARDIN. Thank you, Mr. Chairman. 
Mr. Lew, thank you very much for your willingness to continue 

in public service. We congratulate you on the nomination. I thank, 
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also, your family, because this truly is a family sacrifice, and we 
very much appreciate that. 

You come to this hearing with an incredible background of public 
service. I just want to underscore one experience that I think will 
be very helpful, and that is your work in the House under Tip 
O’Neill, where you were a part of the efforts to reform our Social 
Security system and our tax code, both of which required bipar-
tisan cooperation, where the White House and Congress were 
under different parties. We need that desperately today. I think 
you will be well-suited in that regard to bring together Democrats 
and Republicans to solve our national fiscal issues. 

I want to touch on one or two points in the time that I have. 
First, I would like to deal with the problems that have been 
brought to our attention about small businesses and access to cap-
ital. We have had several initiatives to try to help small businesses 
gain easier access to capital to expand job opportunities. 

With the concerns of community banks—and we see a lot of com-
munity banks being merged into larger banks—there is a real chal-
lenge for a small company to be able to get access to capital to ex-
pand our economy. Do you have thoughts as to how you, if con-
firmed as Treasury Secretary, can help ease the burdens that small 
businesses have in getting access to capital? 

Mr. LEW. Senator, in the aftermath of the financial crisis, one of 
the big challenges has been to get capital flowing again. We have 
two problems. One is, there are businesses that have a lot of cash 
on their balance sheet that they are not investing, and we have fi-
nancial institutions that have been slow to get back into the lend-
ing business. 

I think we have seen some progress on the opening of the spigots 
in lending. It is going to be a balance. We have to make sure that 
financial institutions are sound and that, particularly, larger finan-
cial institutions do not get back into a position where they create 
risk to our entire system or risk that the taxpayers will be left with 
a burden. 

For community banks, I think that many of the new laws and 
regulations, quite rightly, were written to treat them differently, 
that small institutions do not have the same regulatory burdens, 
the same reserve requirements that large institutions do. I would 
look forward to working with you and others on this committee to 
make sure that we implement the laws in a way that does help get 
capital flowing. 

Senator CARDIN. I appreciate that. I think the laws are well- 
intended. I think, on the ground, they are not working exactly as 
we all intended. And I am not blaming the administration or Con-
gress. I think collectively that we need to do a better job to help 
small businesses get the access to capital that we intended, that, 
in too many communities, is not taking place that way. 

I want to turn to a second subject dealing with the national sav-
ings rates. Senator Portman and I worked in the House on dealing 
with our national savings issues. During the best of economic 
times, savings rates in this country were very low. It is important 
for our economy to have private savings. It is also important for in-
dividuals, for retirement security, taking pressure off of a lot of the 
public plans. 

VerDate Nov 24 2008 16:11 Feb 06, 2014 Jkt 000000 PO 00000 Frm 00033 Fmt 6633 Sfmt 6633 R:\DOCS\86523.000 TIMD



30 

One of our concerns is that, as we look at tax reform, there are 
efforts being made to diminish the tax incentives for individuals to 
save and companies to set up retirement plans. That could be very 
counterproductive for many reasons, because what you are doing is 
talking about the timing of tax revenues. And, on a long-term 
basis, we are accelerating tax collections and even making our 
long-term finances counter to what they should be. 

Will you work with us, and do you have suggestions as to how 
we can improve opportunities for individuals to save, particularly 
for their retirement? 

Mr. LEW. Senator, I believe that it is very important that we 
have policies that encourage individuals to save for their retire-
ment. We have long viewed our retirement system as being some-
thing that depends on a combination of Social Security, pensions, 
and savings. We are in a new world where pensions are a smaller 
part for many people, which means that savings are going to have 
to pick up more of the burden. 

We have had rules that could have been simplified. There are 
proposals that the administration has made, for example, for peo-
ple to have to opt out as opposed to opt in to retirement savings. 
That is viewed as something that would actually very much in-
crease the likelihood of people saving for retirement. I would look 
forward to working with you and others on a bipartisan basis to 
think through these ideas. 

Senator CARDIN. Let me just say, lastly, Senator Stabenow 
talked about delivery system reform in the health care system. It 
has been very frustrating, because we know that we are moving 
forward to a better, more efficient health care system. 

The problem is, how do we get that scored, and how do we do 
it in a way that we know we will get the savings that we need? 
So, I just look forward to working with you, because your experi-
ence at OMB, your experience in the White House, and as Treasury 
Secretary, puts you in the unique position where you can help as 
we try to deliver a more efficient health care system for the Amer-
ican people. 

The CHAIRMAN. Senator Cornyn? 
Senator CORNYN. Thank you, Mr. Chairman. 
Mr. Lew, good morning. 
Mr. LEW. Good morning. 
Senator CORNYN. Good to see you. 
As you know, the Medicare Board of Trustees, on which the 

Treasury Secretary serves as the managing trustee, must project 
whether general revenue funding will exceed 45 percent of Medi-
care outlays for the current fiscal year, or any of the next 6 fiscal 
years. This is sometimes called the Medicare trigger. I think you 
and I talked about this in our meeting in my office. 

These funding warnings have been issued since 2007. President 
George W. Bush submitted a proposal pursuant to the requirement 
of the statute which says that, when this funding warning is trig-
gered after two such consecutive determinations, the President is 
required to propose legislation within 15 days of submitting a 
budget to reduce spending below the 45-percent threshold. 

President Obama has never submitted a proposal pursuant to 
that legal requirement, has he? 
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Mr. LEW. Senator, I am familiar with the report, and I know that 
the acting OMB Director has written to you on it. The view, as I 
understand it, in the Bush administration when the prescription 
drug bill was signed, was that the report was not one that was con-
stitutionally required of the administration. They voluntarily sub-
mitted it. When the Obama administration came in, actually the 
budgets that we have submitted have had specific Medicare sav-
ings proposals, but before I was at OMB the decision was made not 
to voluntarily submit the report. 

Senator CORNYN. So the administration is taking the position it 
is unconstitutional? 

Mr. LEW. Well, as I understand it, there was a signing statement 
in the Bush administration that said that it is inconsistent with 
the recommendations clause of the Constitution. 

Senator CORNYN. But they submitted the report. The Obama ad-
ministration has never submitted a report, correct? 

Mr. LEW. Well, we have submitted specific Medicare savings pro-
posals which, if enacted, would resolve the issue. I would also add 
that, in 2013, we will be out of that zone, so the combination of the 
trajectory we are on with the savings from the Affordable Care Act 
and specific proposals that the administration put forward, have 
addressed the substance of the issue. 

Senator CORNYN. Well, the record will reflect that the adminis-
tration has never submitted a report, pursuant to that statute. I 
hear you saying they have submitted other proposals that you 
think are satisfactory, but it does not comply with the statute. 

As you know, the Congress has passed a no budget-no pay bill 
which says if Congress does not do its job and pass a budget, it 
does not get paid. I would just submit that maybe it would be ap-
propriate to say that the Office of Management and Budget not get 
paid unless they comply with the statutory mandate under the 
Medicare trigger. 

Last night the President talked about energy production, which 
I was actually very gratified to hear about. My State has seen job 
growth go up 32 percent since 1995, compared to 12 percent for the 
Nation as a whole, in significant part because of energy production. 
But I would like to ask you, do the planned revenue proposals that 
the President has in mind include tax increases on American en-
ergy producers? 

Mr. LEW. Senator, the President has proposed eliminating a 
number of targeted provisions for the oil and gas industry. They 
are provisions that the administration does not believe are nec-
essary to continue having the industry go through the process of 
extracting and using those resources. He has proposed other incen-
tives to develop new sources of energy, and we would look forward 
to working with the Congress to have, as we call it, an all-of-the- 
above energy strategy. 

Senator CORNYN. So that would effectively raise the tax burden 
on American oil and gas producers? 

Mr. LEW. Well, it would take away a special provision that now 
encourages activity in that area more favorably than in other 
areas. 

Senator CORNYN. So they would pay more in taxes? 
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Mr. LEW. It is going to be part of tax reform. There will be some 
special provisions that have to be eliminated so that everyone can 
get a lower rate. 

Senator CORNYN. Well, Mr. Lew, I am amazed at your unwilling-
ness to answer a simple question, but let us move on. 

We talked about the level of Federal spending, and we talked 
about that in my office. The 40-year norm is that the Federal Gov-
ernment spends roughly 20 percent of our Gross Domestic Product. 
Actually, during the Clinton years, in which you served, the aver-
age spending level was 19.8 percent. 

Under the Obama administration, it has been 24.4 percent, while 
revenue has been at 15 percent, hence the 9- to 10-percent deficit, 
the difference between revenue that is brought in and the amount 
of money that the Federal Government keeps spending, which is 
obviously borrowed money. 

In our meeting in my office, you declined to identify what you 
would consider to be an appropriate target for Federal spending. 
Are you prepared to do so today? Do you think the 40-year average 
norm of 20 percent, roughly, is appropriate, or do you think the 
new normal should be what it currently is under the Obama ad-
ministration, 24.4 percent? 

Mr. LEW. Senator, I do not think the current situation is the new 
normal. We are at the end of a recovery from a very deep recession, 
where we have had extreme reductions in revenue because of eco-
nomic activity and more spending because of economic conditions. 
What I do believe is that, as we look ahead, we have to recognize 
what is driving costs. 

What is driving spending is that there are 30 million more people 
who are going to be eligible for Medicare and Social Security be-
cause the baby boom is retiring. So we have a reality that, even 
if we make sensible changes, there is going to be more activity in 
those programs because there is going to be a larger population of 
people eligible. 

So I think to say that there is an exact number based on a his-
torical norm kind of misses the fact that there is this large cohort 
moving through the system that we are going to have to make 
some tough choices about. 

I, for one, think we ought to pay Social Security and Medicare 
recipients’ benefits, and I think most members and Senators do as 
well. But that is what is driving the number. We are at a histori-
cally low level of discretionary spending as a percentage of GDP. 
We are down to the levels of the Eisenhower administration. 

The CHAIRMAN. Thank you, Senator. 
Senator Portman? 
Senator PORTMAN. Thank you, Mr. Chairman. 
I would just say to the 24 percent, the Congressional Budget Of-

fice, as former OMB Director Jack Lew knows, just told us last 
week that we are quickly going to 25, and then 30, and then 35, 
and then, in the year 2042, 40 percent of GDP, so clearly this is 
not sustainable. CBO also made the point that you simply cannot 
cache that level of spending with new taxes, at least under the in-
come tax code. 

So, as Treasury Secretary, you are going to have the opportunity 
to deploy all of those OMB skills. I would agree with Senator 
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Cornyn that we need to establish, what is the right level of govern-
ment, and then be sure that our budget is balanced over time. CBO 
tells us that revenue is going to exceed its historic average, as you 
know, in the next few years, by 2015. 

But let me back up on a question that I would like to ask you 
today regarding corporate tax reform and individual tax reform. 
Last night in the State of the Union address, the President said a 
lot of things. Again, as a former OMB Director, I hope you were 
at least a little uncomfortable with his laying out what I counted 
as 10 new Federal spending programs. 

I will not ask you today how we are going to pay for those. The 
President said not a dime in the deficit, which I guess means high-
er taxes. But he did say some things I thought were very promising 
about reform, and that was with regard to tax reform and entitle-
ment reform. He also said something that I appreciated, which is, 
it is not going to be easy. 

I think that is part of his role as President—and your role should 
you become Treasury Secretary—to lay this out for the American 
people in a way—as we just talked about, the current spending 
level is unsustainable. We do have to reform these important vital 
programs so that they are there for future generations. With re-
gard to tax reform, as you and I have talked about, I believe it is 
a huge opportunity to give the economy a shot in the arm. 

Senator Hatch talked about it, Senator Baucus talked about it in 
his comments and questions to you, Senator Crapo, Senator Thune, 
and others. But I would like to dig a little deeper if I could, because 
I really think this is an area where we can both see strong eco-
nomic growth and also, frankly, find a consensus here between the 
administration and the Congress on a nonpartisan basis almost, 
because I think it is one that we all agree needs to be done. 

In 1986, back when you were here on the Hill and Ronald 
Reagan was working on tax reform, we lowered the corporate rate 
from 46 percent to 34 percent 27 years ago. We did that very delib-
erately to get our corporate rate below the average of our competi-
tors. 

In the intervening 27 years, every single one of our competitors, 
all of them, have not just lowered their rates but reformed their 
corporate tax code except us. That puts us at a clear competitive 
disadvantage. We are sitting on the sidelines while investment in 
jobs and headquarters is going overseas. We can talk more about 
that. 

But here is a quote that I like. It is from the Secretary of the 
Treasury equivalent, the Chancellor of the Exchequer in the UK. 
He says, ‘‘The headline rate of corporate tax remains the most visi-
ble sign of how competitive our country is. By 2014, Britain will 
have a 22 percent rate, headline rate, that is not lower than all of 
our competitors but dramatically lower, 18 percent lower, than the 
U.S.’’ So this is what is going on. They are all lowering their rates, 
and they are all reforming their code to make it more competitive, 
except us. 

We talked earlier about our rate being 39.2 as an average, that 
is the corporate rate, when you include the State and the Federal 
rate, which is 14 points above the OECD average. You made the 
point that, while that is really not the effective rate, the effective 
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rate is lower, but I will just put on the record today, the effective 
rate is still eight points higher than the OECD average. 

So I do not want folks to misinterpret what was said earlier 
when the point was made that our effective rate is lower, because 
you could have inferred from that that it is lower than the average. 
It is not. It is still higher. As you have talked about today, and I 
think Senator Crapo discussed, this is incredibly complicated. 
Therefore, we do not have an efficient allocation of resources; there-
fore, it is hurting jobs in this country. 

So I would just ask you, given that the President’s Jobs Council 
has come out with a report that cutting the corporate rate in a 
deficit-neutral way would boost economic growth, given that 
Simpson-Bowles also said that, given that the Treasury 2012 white 
paper advocated cutting the corporate rate because it would ‘‘put 
the United States in line with other major competitor countries and 
encourage more investment in America,’’ given that the OECD has 
now concluded that a high corporate tax rate is ‘‘most harmful to 
growth,’’ would you agree that revenue-neutral tax reform that re-
duces our corporate rate is a competitive necessity for our country? 

Mr. LEW. Senator, I very much agree that business tax reform 
where we broaden the base and lower the rate would be very im-
portant to getting our economy moving again. 

Senator PORTMAN. And do you believe that reducing that cor-
porate rate is good for workers? Let me just give you a little back-
ground from some of the studies I have seen on this. The CBO has 
said that 70 percent of the corporate tax burden falls on workers 
in the form of reduced wages and fewer job opportunities. 

There is a recent study by a Harvard economist saying that cor-
porate taxes depress both real wages and returns to capital, most 
of the burden of corporate taxes being borne by labor. Would you 
agree that the corporate tax system we have right now is bad for 
the American worker and that a corporate rate cut would be good 
for jobs and wages? 

Mr. LEW. I think a reformed tax system with a lower rate that 
encourages investment in the United States and the creation of 
jobs in the United States would be good for American workers who 
would fill those jobs. 

Senator PORTMAN. Great. Thank you, Mr. Chairman. I look for-
ward to talking about entitlement reform on the second round. 

Mr. LEW. I look forward to working together. 
The CHAIRMAN. Thank you very much, Senator. 
Senator Brown? 
Senator BROWN. Thank you, Chairman Baucus. 
Welcome, Mr. Lew. Thanks for being here. One of the most im-

portant jobs the Treasury Secretary does is serving as Chairman 
of the FSOC. You did not mention it in your written testimony, and 
I am going to ask you a little bit about it. 

We know that the six or so largest mega-banks in our country 
benefit from lower interest rates in the capital market, some say 
50, 60, 70, 80 basis points. Senator Vitter and I have made a re-
quest of GAO to study what that differential exactly is. Basically 
it is a subsidy through reduced funding costs based upon the mar-
ket’s belief that these banks are, in fact, too big to fail. 
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Don’t you think it is unfair for these banks, $2-trillion banks in 
at least a couple of cases, these mega-banks, to receive govern-
ment-subsidized funding advantages that community banks in 
West Akron, or Palmyra, or Sycamore, OH do not get? 

Mr. LEW. Senator, the administration has proposed a financial 
responsibility fee that would fall on those large banks, which is 
something that we think is the right way to assess responsibility 
for past burdens put on taxpayers. In terms of the access to dif-
ferent borrowing windows, I would be happy to follow up with you 
on the differences between access in community banks and large 
money center banks. 

But in general, our view is that we have to distinguish between 
the large banks that create risk to the system and smaller institu-
tions that are less likely to. We have tried to put less burdens on 
the smaller banks. I am not familiar with the specific issue you are 
raising. 

Senator BROWN. Well, I mean, you are familiar with the fact that 
these mega-banks do get advantages in the capital markets be-
cause they can borrow money at a less expensive rate. I mean, I 
have kind of heard this from Treasury before—not your responsi-
bility yet, but I have heard this before. 

One of the jobs of FSOC is to eliminate the market’s expectations 
that the government will serve as a backstop in the event of fail-
ure. My question is fundamentally this: if GAO, with Senator 
Vitter’s and my request, finds these subsidies exist, will you com-
mit to working with Senator Vitter and me to take further steps 
to eliminate that government subsidy, that government support for 
these mega-banks? 

Mr. LEW. I will be happy to follow up with you, Senator, and un-
derstand the GAO report, and work on having a system that appro-
priately encourages smaller banks to have the opportunities that 
they should have. 

Senator BROWN. You have not quite said that—— 
Mr. LEW. I have not read the GAO report. 
Senator BROWN. I mean, the GAO report is not there yet. Neither 

have we. But we also know that all evidence points to the fact that 
the largest banks in the country, in the capital markets, get inter-
est rates lower when they borrow than do medium-sized and com-
munity banks, and you acknowledge that. 

Mr. LEW. I acknowledged that the market works the way you 
have described, yes. 

Senator BROWN. All right. All right. 
Now let me shift—— 
Mr. LEW. Just to be clear, the reason I am being a little hesitant 

is that markets, unless they are creating systemic risk or putting 
burdens on taxpayers, are not generally—we do not intervene in 
markets on a regular basis. So I would want to understand the 
issue, understand what Federal policy is behind it, and work with 
you if there is an issue where Federal policy is contributing to 
some unfair—— 

Senator BROWN. I guess I think it is pretty clear that Federal 
policy has contributed to this. I mean, really, it is Federal policy 
that subsidizes the mega-banks by the implicit ‘‘too big to fail’’ pol-
icy, but we can debate that later. 
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Mr. LEW. That is why, Senator, I mentioned the responsibility 
fee. We think that Dodd-Frank dealt with ‘‘too big to fail,’’ and on 
top of that we think there should be a fee on large money center 
banks to approximate the risk they presented in the past. 

Senator BROWN. All right. I do not totally agree with you, but 
that is fine. 

Let me shift to China currency for the last minute or so. It is 
clear that China’s currency manipulation means jobs in my State. 
There is no question it has cost us jobs. I spoke with Randy Solga-
nik the other day, who owns a company called City Plating in 
Cleveland. They are doing just about everything right, yet they face 
a competitive disadvantage on their exports and unfair competition 
on imports because of the currency manipulation. 

There has been some movement in the right direction in the 
value of the yuan, we know that, but it has been too slow, it has 
been too little, especially when you consider the U.S.-China trade 
deficit. When trade deficits generally moved in the right direction, 
our trade deficit with China did not. It went from 295 to 315. 

Do you agree that currency manipulation is, in fact, an export 
subsidy? 

Mr. LEW. Senator, we have, over the last 4 years, pushed back 
very hard on China in a whole number of areas. We pushed back 
on our perception that the currency was under-valued. We pushed 
back on unfair trading practices. 

We engaged in the strategic and economic dialogues and bilateral 
discussions over many occasions. I think we have made progress. 
There has been a 15-percent improvement in the valuation of Chi-
na’s currency. It is still under-valued, and more progress needs to 
be made. 

Senator BROWN. The administration has been pretty good on 
trade enforcement through Commerce and through ITC but has 
fallen short when we asked the administration to include currency 
in their filings. Are you willing to—or do you support industries fil-
ing petitions to seek relief against countries that actually manipu-
late their currency? 

Mr. LEW. Senator, I would put a lot of energy behind developing 
a relationship where I could push back on practices in China that 
we think are unfair. We have done that as an administration, and 
we will continue to do that. 

The CHAIRMAN. Thank you very much, Senator. 
Senator BROWN. Thank you, Mr. Chairman. 
The CHAIRMAN. Senator Toomey? 
Senator TOOMEY. Thank you, Mr. Chairman. 
Mr. Lew, thanks for coming. Good to see you again. 
Mr. LEW. Good to see you. 
Senator TOOMEY. I wanted to follow up a little bit on the con-

versation we had in my office a week or so ago. As you know, I am 
very concerned about the implications, the effects of this huge new 
series of regulations, most of which emanate from Dodd-Frank. As 
you know, we have seen over 9,000 pages of new rules and regula-
tions already, and they are not close to being finished. 

When Jamie Dimon famously questioned Chairman Bernanke 
about the cumulative adverse effect of all of these new regulations 
on the availability of credit and on job growth, Chairman Bernanke 
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acknowledged that they do not really know what the cumulative ef-
fect is and do not seem to have a way of analyzing and under-
standing that. 

So, as Treasury Secretary, of course, and head of the FSOC, you 
will be arguably the most powerful financial regulator in the world 
and have a great deal of influence over this. My question for you 
is, what are your thoughts about how we ought to think about the 
unintended and adverse consequences of this really massive new 
wave of regulations? 

I am particularly concerned about small and medium-sized 
banks, which are not at all systemically important, but neverthe-
less are hiring more compliance officers and loan officers because 
they have to afford this. Should we not understand the implications 
that this has? What are your thoughts on that? 

Mr. LEW. Thank you, Senator. I think we need to be very much 
attentive to the burdens of all regulations that we put forward, 
particularly in an area as important to the economy as the finan-
cial services area. I think we also have to be attentive to the cost 
of failure to regulate appropriately. 

We saw in 2008–2009 the enormous loss of economic power in 
this country because of the financial crisis, the burden it put on in-
dividuals and businesses, and the burden it put on taxpayers. So, 
as we look at the costs and benefits, we have to look at the sys-
temic risks and what are the consequences of a failure to regulate 
properly. 

I know that each of the agencies that are working on this are 
working in their areas, trying to get their hands around that. It is 
complicated. It is something that, if confirmed as chair of FSOC, 
I would urge all of the regulatory agencies involved in imple-
menting Dodd-Frank to pay close attention to. 

Senator TOOMEY. I would hope so because, as you know, the vast 
majority of financial institutions in America have no systemic sig-
nificance, because they are not big enough to. Yet, they are often 
caught up in a whole lot of regulations that impede their ability to 
extend credit. That is one of my concerns. 

The second issue—— 
Mr. LEW. Senator, I would look forward to working with you to 

make sure that the provisions that were intended to not put those 
kinds of burdens on those smaller institutions are being imple-
mented as intended. 

Senator TOOMEY. Good. Terrific. 
On a separate topic, you may be aware of a huge expansion in 

a relatively new form of tax fraud. We have seen this in Pennsyl-
vania, where criminals steal a Social Security number, they submit 
a tax return to the Treasury seeking a refund, and they get it. The 
unsuspecting victim whose identity has been stolen wonders why 
they never get their refund. It is because someone else got an unre-
lated and fraudulent refund. 

The IRS, I think, believes this could be on the scale of tens of 
billions of dollars a year. They have made some progress. I am glad 
that they included Pennsylvania in a pilot program to work more 
closely with local law enforcement authority. But I think a lot more 
needs to be done, and I think it can be done. I think the technology 
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exists to largely solve this problem. Are you prepared to commit to 
making sure we get this under control? 

Mr. LEW. Senator, I am. My understanding is that the IRS has 
put a good deal of resources behind this, has made a great deal of 
progress. It is a pernicious kind of crime, identity theft. The Presi-
dent spoke to this issue last night in the broader context of cyber- 
security. We have a whole new level of criminal activity where very 
clever and creative criminals are trying to get a step ahead of sys-
tems that are going to need to get a step ahead of them. If con-
firmed, I would work with the IRS Commissioner to make sure the 
IRS was doing that. I think we also need cyber-security legislation 
for the broader threat. 

Senator TOOMEY. Last question. Understanding, as we all do, 
that monetary policy is the realm of the Fed, the Treasury Sec-
retary is nevertheless responsible for managing our Nation’s debt, 
for borrowings. The value of the currency is necessarily very impor-
tant and integrally related in that. 

But there are a number of countries that seem to be inclined to 
deal with their fiscal problems by devaluing their currency. Some 
might argue that the behavior of the Fed would be consistent with 
one that was intended to, in time, devalue our currency. I am just 
asking if you will be a vocal advocate for a strong dollar policy and 
acknowledge that a strong dollar that maintains its value is a nec-
essary precondition of strong growth. 

Mr. LEW. Senator, Treasury has had a long-standing position, 
through administrations of both parties over many years, that a 
strong dollar is in the best interest of promoting U.S. growth, pro-
ductivity, and competitiveness. If confirmed, I would not change 
that policy. 

Senator TOOMEY. Thank you very much. 
The CHAIRMAN. Thank you, Senator. 
Senator Bennet? 
Senator BENNET. Thank you. Thank you, Mr. Chairman, for al-

lowing me to join this committee. I am very pleased to be here. 
Mr. Lew, thank you for your public service. I want to ask you a 

couple of questions. The first one is, as we have lurched from man-
ufactured crisis to manufactured crisis in this land of flickering 
lights on Capitol Hill, people at home are doing the best they can 
to try to build their businesses, support their communities, educate 
their children, and get ahead. 

The last 20 years has seen in this country a decline in median 
family income that is quite significant over that period of time, 
while the cost of health care has skyrocketed. The cost of higher 
education has skyrocketed. It has made it harder, harder, and 
harder for people working hard to get ahead. It also has created 
massive income inequality we have not seen since 1928 in this 
country. 

I know there are a lot of things we can do to address this with 
education and other kinds of things, and ultimately government 
cannot solve this problem. But you mentioned that tax reform was 
hard because of the interests that are fighting to hold onto benefits 
they gained, sometimes deep in the 20th century. But maybe, if we 
have an objective that people could rally behind, it will make our 
work easier. 
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It would seem to me that an objective that said we would like 
to recouple wage growth and job growth with economic growth once 
again might be a useful way for us to think about this. It is not 
just the economic growth for economic growth’s sake. It is economic 
growth that is building a middle class again in this country. I won-
der if you have thoughts about how we might approach the discus-
sions on the committee with that objective in mind. Maybe it is not 
the right objective. 

Mr. LEW. Senator, I think it is the right objective. I think, in the 
President’s speech last night, he called it the North Star that we 
need to always keep before us as we go through each of the compo-
nent policy areas, and tax reform is one of those. I think we have 
made some progress. 

The tax bill that was passed in January did go a distance to re-
storing some equity in the distribution of the tax burden. I think 
the distribution of income has been a real problem. It ought to be 
possible for somebody who works 40 hours a week to earn a decent 
wage. It ought to be possible for anyone who is willing to work 
hard to make it into the middle class. We have a lot of work ahead 
of us, but there is no substitute for growing the economy. 

If we grow the economy, that is going to create jobs. If we create 
jobs and we have people with the skills for those jobs, there is 
going to be a better future for people to enter and stay in the mid-
dle class. I think there is no more important undertaking for a 
Treasury Secretary than to keep that in mind every day, because 
that is what it is about. That is what the goal is. 

Senator BENNET. Well, let me ask you this then, because I do not 
think there is anything that is creating a greater drag on this econ-
omy than our own dysfunction. That is certainly what I hear from 
the business people whom I talk to, from farmers and ranchers in 
the State. That is what is dragging us backward. 

On the other hand, there is huge, pent-up energy too. There is 
$2 trillion sitting on balance sheets in this country that cannot be 
invested because they have no idea what interest rate environment 
we are going to be in, because they have no idea how to calculate 
the political risk in Washington. 

You have been here during times when both parties were able to 
come together and craft long-lasting, not 2- and 3-month deals, but 
deals that endured over time and helped bring us back from the 
brink to get us where we need to be. What are some of the condi-
tions that we need to rally around here so that we can see that 
kind of work again in the U.S. Congress, in your view, based on 
the experience that you have had? 

Mr. LEW. Senator, I share your concern that the short-term cri-
sis, deadline-driven practices that we have seen over the last cou-
ple of years are undermining the economy. 

Senator BENNET. It makes matters worse. 
Mr. LEW. It does. It is the first time in my nearly 30 years in 

public life that I have felt that the actions of government were ac-
tually working against the goal of getting the economy moving. 

Now, I actually take some heart in the fact that there is a solu-
tion. There is a solution that we have gotten close to a couple of 
times and we, by going through the regular order, could get done 
if we can bring, on a bipartisan basis, parties together to do that. 

VerDate Nov 24 2008 16:11 Feb 06, 2014 Jkt 000000 PO 00000 Frm 00043 Fmt 6633 Sfmt 6633 R:\DOCS\86523.000 TIMD



40 

I think that we have an obligation to the American people to get 
that done. 

Senator BENNET. Well, sign me up for that. I hope we will be 
able to work on that. Part of what you are going to be is chair of 
FSOC. Other than things outside of our control, like Europe, I can-
not actually think of anything that is creating more systemic risk 
to this economy than this Congress. It is time for us to start work-
ing together to solve this problem. 

Mr. Chairman, thank you. My time is up. 
The CHAIRMAN. Thank you, Senator. 
Senator Casey? 
Senator CASEY. Mr. Chairman, thanks very much. I join Senator 

Bennet and others in expressing gratitude. It is an honor to be on 
this committee, and we are grateful for this opportunity. We are 
also grateful for the effort that the chairman and others have made 
to bring folks together on this committee, and therefore to bring 
forth a more bipartisan approach to a whole range of difficult is-
sues, economic and fiscal in nature. 

Jack Lew, I am grateful to see you back, putting yourself forward 
for yet another position of public service. We are grateful for that 
commitment. I will not read the list of positions you have held in 
the Federal Government, but every one of them was difficult and 
many of them required confirmation, or at least total engagement 
by you and by your family. We are grateful that your wife and 
daughter are here to join you today and to make their own state-
ment of solidarity with you to serve the public again. We are grate-
ful for that. 

I will begin with just a historical note, where the chairman 
began this morning talking about Albert Gallatin, who happened to 
be a Pennsylvanian. What is little-known, or little-remembered, I 
guess, is that, before he achieved acclaim as a Treasury Secretary, 
he was a candidate for the U.S. Senate, was elected by the legisla-
ture of Pennsylvania, the general assembly, tried to be seated, but, 
because he lived here only 7 years, according to the assertion made 
against him, he was thrown out of the Senate. So, he did not have 
a good experience with the U.S. Senate, but he became a great 
Treasury Secretary. 

So for you today, my wish is that you have a better experience 
with the U.S. Senate and then go on to a great career in the Treas-
ury, leading the Treasury Department. 

I wanted to begin with maybe two areas to explore in the time 
I have. One is the basic challenge we face as it relates to the im-
pact of global currency policy. I want to step back, because some-
times, when we talk about things in global terms, it does seem far 
away from communities in Pennsylvania and States like it. 

The reality is such that—and this is my point of view, and I 
know some disagree with this—when it comes to just China’s cur-
rency policies, that has a real impact, a tremendously adverse im-
pact, on communities in Pennsylvania. We have lost a lot of jobs 
because China has cheated, and I would argue continues to cheat 
on the currency policy. 

In light of the exchange you had with Senator Brown, I hope that 
you would keep an open mind as Treasury Secretary, not simply 
to having a good engagement with the Chinese and therefore to 
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have a better policy as it relates to their currency policy, but I hope 
that you would seek new ways, maybe ways that are consistent 
with the bill we passed in the Senate, to have real consequences, 
to designate misaligned currencies, then to have priority actions, as 
the bill speaks to, which have real teeth and real consequence. 

But I ask you, not just in the context of China currency and 
other currency policies, but just generally, if you had to walk into 
a manufacturing plant in Pennsylvania that has been stressed by 
a tough economy, stressed by currency policies, stressed by trade 
policy as well, what would you say to the head of a manufacturing 
company that you are going to try to do as Treasury Secretary, that 
the administration is doing, to give them a level playing field, al-
beit a playing field that has to come about based upon a number 
of policies? 

Mr. LEW. Senator, I think that there are many things we have 
to do. We have to vigorously insist that the laws and international 
agreements be honored and, where they are not, that there be con-
sequences. We have done that in the area of trade with China over 
and over again. We have done it in auto parts, we have done it in 
tires, we have done it in rare earths. 

I think on the currency question, we work through the inter-
national bodies, the G–7, the G–20, to advance the view that it is 
not just the United States, but the organized nations of the world 
that insist on having currency policies which are market- 
determined. In our bilateral relations, we push back very hard. 

I would look forward to working with you and the members of 
this committee so that we can assure manufacturers in the United 
States that we are doing everything we can to make the United 
States an attractive place to invest and to insist that these kinds 
of laws and norms be honored. 

Senator CASEY. Well, I am the newest member of the committee, 
so I did not have a chance until today to talk to you, but we will 
get together and talk about some other issues. Thank you very 
much. 

Mr. LEW. Thank you, Senator. 
The CHAIRMAN. Thank you, Senator. 
I think, Senator Roberts, you are next. Oh, Senator Burr. Sorry. 

Senator Burr, you are next. 
Senator BURR. Thank you, Mr. Chairman. 
Mr. Lew, welcome. Thank you and your family for serving you 

up in public service so much. [Laughter.] 
Mr. LEW. If I might, Senator, just apologize. My wife has a class 

to teach at New York this afternoon, so she had to run to catch a 
train. 

Senator BURR. That is quite all right. I want you to know that 
my family’s differences with Alexander Hamilton do not extend to 
other Secretaries of the Treasury. [Laughter.] 

Mr. LEW. Well, I appreciate that. I am not going to Weehawken. 
Senator BURR. You said in your testimony that we cannot let se-

questration take effect. In Bob Woodward’s book, ‘‘The Price of Poli-
tics,’’ Woodward credits you with originating the plan for seques-
tration. Was he right or wrong? 

Mr. LEW. Well, Senator, it is a little more complicated than that, 
and even in his account it was a little more complicated than that. 
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We were in a negotiation where failure would have meant the de-
fault of the Government of the United States. 

Senator BURR. And I hate to speed it up. Did you make the sug-
gestion? 

Mr. LEW. Well, what I did was, I said that, with all other options 
closed, we needed to look for an option where we could agree on 
how to resolve our differences. We went back to the 1984 plan that 
Senator Gramm and Senator Rudman worked on and said that 
that would be a basis for having a consequence that would be so 
unacceptable to everyone that we would be able to get action. 

Senator BURR. So is it unfair that the President says the blame 
is on House Republicans, that they originated it, is what he said? 

Mr. LEW. Senator, the demand for an enforcement mechanism 
was not something that the administration was pushing at that 
moment. Our preferred outcome would have been to have there be 
something on taxes and something on spending. It was unaccept-
able to the other parties for taxes to be part of it. The only spend-
ing—the only alternative that anyone could think of that could be 
agreed to was sequestration, precisely because it is so objectionable 
that nobody could imagine it—— 

Senator BURR. I heard your testimony today that it should not 
take effect. On November 21, 2011, let me quote the President: ‘‘Al-
ready some in Congress are trying to undo these automatic spend-
ing cuts. My message is simple: no. I will veto any effort to get rid 
of these automatic spending cuts to domestic and defense spending. 
There will be no easy off ramps on this one.’’ What has changed? 

Mr. LEW. Well, the rest of what he said was that Congress 
should work on putting in place policies that make sense to get our 
fiscal house in order. That is consistent with what he said last 
night. It is consistent with what I believe. This is not an impossible 
problem to solve. It would be better for the country if we have an 
agreement on a framework for solving our fiscal problems instead 
of going into sequestration. 

Senator BURR. Do you regret suggesting sequestration? 
Mr. LEW. Senator, I look back at a time when a lot of people 

thought we were going to default. That was not an acceptable op-
tion. I think that it should not have been the case that the good 
faith and credit of the United States was at issue, but that is what 
was at issue. I think we had a solution that frankly should still 
work. Sequestration is so objectionable that we ought to just do our 
work and solve the problem. 

Senator BURR. Back in the Armed Services hearing last week, 
Secretary Panetta testified that, following his and General 
Dempsey’s 5 o’clock meeting on September 11th after the Benghazi 
attack, they had no further contact with the White House, and it 
was their understanding that you, as Chief of Staff, were the indi-
vidual briefing the President. Is that accurate? 

Mr. LEW. Well, Senator, I did speak with the President that 
evening. The national security staff was working on the issue on 
a nonstop basis. 

Senator BURR. But who was actually briefing the President? 
Were you? 

Mr. LEW. I was not. I was in the room when the President was 
briefed, but I was not briefing the President. 

VerDate Nov 24 2008 16:11 Feb 06, 2014 Jkt 000000 PO 00000 Frm 00046 Fmt 6633 Sfmt 6633 R:\DOCS\86523.000 TIMD



43 

Senator BURR. All right. Because John Brennan testified yester-
day that it was not him. Secretary Panetta said it was not him. In 
hearings, the ODNI Clapper said it was not him. Acting DCI Mike 
Morell said it was not him. Ambassador Kennedy said it was not 
him, and the FBI said it was not them. Now, we have eliminated 
a lot of people who had contacts within the intelligence community 
who knew firsthand what was going on in Benghazi. 

Let me ask you again: who briefed the President on actually 
what was happening throughout this 7-hour period? 

Mr. LEW. Well, in the conversations that I was in, the national 
security staff was present, and some of the people—— 

Senator BURR. Would John Brennan have been included in that? 
Mr. LEW. You are asking who did a briefing, and that is different 

from who is in a conversation. I think if you ask people, were they 
in conversations, there might have been a different answer. 

Senator BURR. Who was your primary point of contact in the in-
telligence community? 

Mr. LEW. As Chief of Staff, I did not usually reach out directly 
to the intelligence community. I worked through the national secu-
rity staff. 

Senator BURR. Was there anybody from the intelligence commu-
nity in that briefing session on a continual basis, to your knowl-
edge? 

Mr. LEW. The intelligence community was in close touch with the 
White House, with the national security team, on a near-constant 
basis. 

Senator BURR. Last question. If the Affordable Care Act is the 
panacea some suggest it is, why did the executive branch exclude 
themselves from coverage under the Affordable Care Act? 

Mr. LEW. Senator—— 
Senator BURR. Congress is included, staff is included, members 

are included, but nobody in the executive branch is included under 
the Affordable Care Act. 

Mr. LEW. Senator, that is actually a provision I was not involved 
in the creation of. I would have to go back and check. But I—— 

Senator BURR. Do you think they should be? 
Mr. LEW. Well, I assume it has something to do with the fact 

that the Federal system is something that is going to be accessible, 
in a sense, if there is a Federal exchange. But I would have to go 
back and check and get back to you. I do not want—— 

Senator BURR. In fact, my understanding is, every member of 
Congress and every staffer who works for a member of Congress 
is under the State exchange program. They are no longer part of 
FEHBP. My point is simple. If it is that good, why would we not 
include all branches? 

Mr. LEW. Yes. Senator, that is a detail that I am just not famil-
iar with. I would have to go back and check and get back to you. 

Senator BURR. Great. Thank you. 
Mr. LEW. Thank you. 
Senator BURR. Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you, Senator. 
Senator Roberts? 
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Senator ROBERTS. We will get back to you. That is the song I 
hear from an awful lot of people in the regulatory business, and it 
is a pretty tired country and western theme, it seems to me. 

Mr. Lew, welcome to what some in the press have described as 
the ‘‘Grand Cayman Ugland House Rehab and Restoration hear-
ings.’’ In the Grand Caymans, they are very joyous about this hear-
ing. I am not going to split the shingle on that with the exception 
to say the bottom line is, hopefully through tax reform we can 
lower the corporate tax rate, and this will not be a problem. You 
have indicated repeatedly that you did not know of this situation 
with regard to these investments, so I am not going to bother you 
with that. 

Senator Burr is a stickler in regards to the over-regulation prob-
lem. It is even more of a problem, or at least a challenge to us, in 
that I think the President last night said that, if in fact his agenda 
is hindered by Congress or high water, he is going to have the abil-
ity, or will take on the issue with more executive orders, which 
means more regulations. 

I have a whole series of questions on the four things that you 
have to achieve in regards to regulations under the President’s own 
executive order, and all four, according to staff, when we meet with 
folks from Treasury or from the Department of Health and Human 
Services or IRS, whomever it is, to try to merge these regulations, 
we are not getting any answers. 

Now, we talked about this in my office. You said, we do the best 
job that we can. I understand that: we will get back to you. But 
the ‘‘get back to you’’ stuff is getting a little bit old, more especially 
in the view of the people who are on the receiving end of regula-
tions. But I am going to save that one too. I will submit it for the 
record. You will have a long time to go over those questions. 

[The questions appear in the appendix.] 
Senator ROBERTS. But over the past 4 years here, this adminis-

tration has repeatedly brought up the issue of business aviation, 
general aviation, and the proposal to change the depreciation 
schedule for jets, agriculture aircraft, piston engine aircraft, from 
5 to 7 years. The estimates I have seen allege this will raise $200 
to $300 million a year, but it does not take into account the loss 
in tax revenue and jobs that will result from this change. 

Now, if you take into consideration the list of the projections of 
the Federal deficit for this year, which could end up being $1 tril-
lion, $850 billion to $1 trillion, the changes that you have proposed 
would reduce the fiscal year 2013 deficit by about two-millionths of 
a percent. 

Now, based on this calculation, I think you can understand why 
someone like me gets a little bit hot under the collar, someone who 
is seeing our general aviation manufacturers in my State already 
lose 50 percent of their workforce during very difficult times, and 
why we would object to the seemingly unending attacks this ad-
ministration continues to direct at the essential aviation industry, 
i.e., general aviation. 

We are not talking about fat cat corporate jets, which has been 
used over and over and over again. The general aviation industry 
has become the pinata in regards to tax reform by this administra-
tion. I am more than a little tired of it. 
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Now, I have a ‘‘yes’’ or ‘‘no’’ question. If the administration con-
tinues attacking these hardworking, largely unionized American 
workers, which we can show has had a direct negative impact on 
sales, will we even have a U.S. general aviation manufacturing 
base in the next 10 years, or are we going to be flying Brazilian 
or French aircraft? 

Mr. LEW. Senator, I know you asked for a ‘‘yes’’ or ‘‘no’’ answer. 
I have to say that the purpose of the policies that we proposed was 
to try to create a more fair tax code, and it was not aimed at trying 
to do any damage to the general aviation industry. 

I think a number of the kinds of aircraft that you are describing 
would not be covered by the policy that we proposed, and I would 
look forward, if confirmed, to working with you to understanding 
if in fact that is not the case. 

Senator ROBERTS. I appreciate that. It is just the adjectives that 
we use in the political system here that a particular industry is 
designated as being, as I said, a pinata or a target, and I know that 
is convenient. But we have a sales force out there that has already 
been cut in half, as I have indicated. We have good workers, we 
produce excellent product. If we make this change, we are going to 
be hurt. 

Mr. LEW. The objective of the policy was not to hurt the general 
aviation industry, it was to look at what was an inequity in the tax 
code where the users of the jets had preferential tax treatment, re-
gardless of whether they bought U.S. or foreign-made aircraft. If it 
has an effect that I am not aware of that is disproportionate, I 
would look forward to working with you on it. 

Senator ROBERTS. Good. 
The CHAIRMAN. Thank you, Senator. 
Senator Schumer? 
Senator SCHUMER. Thank you, Mr. Chairman. I apologize to the 

witness. We had an immigration hearing, and Lord knows—— 
Anyway, first question. As you know, unless Congress acts before 

March 1, sequestration will roughly impose $85 billion of across- 
the-board cuts. Now, rather than seek to replace the sequester with 
a balance of smart spending cuts and reforming tax loopholes, 
many of our friends on the other side are settling for letting the 
job-killing cuts take effect. Their only idea is to preserve the cuts 
but spread them out differently. 

This strikes me as a little bit like rearranging the deck chairs 
on the Titanic rather than steering away from the iceberg. So, first 
question: does the administration agree the Republican proposals 
to merely move spending cuts around will not solve the problem? 
Second, economist Mark Zandi said sequestration would cause a 
0.5-percent reduction in GDP for the entire year. 

Do you believe the Republican proposals would reduce the hit to 
GDP caused by the sequester at all, or would the reduction in 
growth be the same? 

Mr. LEW. Senator, first, thank you again for the very kind intro-
duction this morning. I think that the analyses of the impact of 
such a dramatic and rapid reduction in Federal spending would 
hurt the economy at a time when the economy does not need a 
kick. It needs a little help, not a kick. 
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I think that if you look at the question of, should the sequester 
just be redistributed, in 2011 we agreed to reduce discretionary 
spending by $1.2 trillion. That is already putting a burden on all 
areas of government, including defense and all non-defense areas, 
and it is quite significant. I think it is the right challenge. We need 
to tighten our belt. We need to spend less. But I do not believe that 
the sequester can just be rearranged. We are already—— 

Senator SCHUMER. It would not change the reduction and the es-
timates of reduction in growth if we just did all cuts? 

Mr. LEW. The economic impact would be the same. I think the 
damage it would do to important investments, from defense to edu-
cation, would be wrong. I think what we need is a balanced ap-
proach which combines mandatory savings and revenues and fin-
ishes the job. We did $2.5-trillion of deficit reduction. We need to 
do another $1.5 trillion. We can get this done. 

Senator SCHUMER. Great. Thank you. It makes sense. I mean, if 
you are just going to switch cuts from one place to the other, it is 
not going to change the reduction in growth that would occur. Prob-
ably the greatest reason—there are many—to avoid the sequestra-
tion, or just rearranging, is our economy is finally beginning to re-
cover a little bit. This would snuff that out in a significant way. 
Zero-point-five-percent GDP is no small number. 

Mr. LEW. It is not a small thing. One could certainly have some-
thing more rational than across-the-board cuts, but it would have 
the same economic impact, and it would do a lot of harm. So, it is 
not the right policy. 

Senator SCHUMER. Right. 
Mr. LEW. It was meant to not happen. It was not meant to be 

rearranged. 
Senator SCHUMER. Right. 
Here is another question I have which you will be involved with 

should you, and I believe when you, become Treasury Secretary. 
That is, TRIEA, the Terrorism Risk Insurance Extension Act. I 
worked with your predecessor and President Bush’s Treasury Sec-
retaries on this. It was last extended in 2007. 

But it is the nature of insurance that you cannot wait for the last 
minute, because businesses who need to renew their policies may 
find the insurance companies either are not willing to provide ter-
rorism coverage if the future of the program is in doubt or will 
raise the price so high that, in effect, they are not offering cov-
erage, and then you cannot get new building refinancing and all 
the things that keep an economy going. 

It is not just in New York, but in many areas with tall buildings 
that might be targets of terrorism. When TRIEA was last extended, 
there was some debate about the scope of the program or whether 
it was still necessary. The program was reformed, the need for it 
was reaffirmed, and the program was extended 7 years. If you talk 
to my constituents, I assure you that you would agree the program 
remains vital to obtaining insurance, regular insurance, to build 
and even to get financing. 

Terrorism is just something that the private sector is not willing 
to do on reasonable terms. It is a little like flood insurance, but 
probably worse because we have less of a record about terrorism. 
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We do not know when it comes, and, if it does come, it could come 
in such a horrifying amount nobody wants to insure against it. 

What is your view on extending TRIEA for 5 more years? 
Mr. LEW. Senator, I am very familiar with TRIEA. I was chief 

operating officer of NYU on September 11th. I would not have been 
able to have had a university with insurance during the time I was 
there without TRIEA. I am less familiar with where it stands right 
now in the extension process and would look forward to working 
with you and exploring options. 

Senator SCHUMER. Could you see the argument that you still 
need it, even though we are 10 years after 9/11? 

Mr. LEW. I certainly understand that it was very much needed 
at the time. I have no reason to believe that it is not important, 
but I would want to become current in my understanding. 

Senator SCHUMER. Thank you. Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you, Senator. 
Senator Rockefeller? 
Senator ROCKEFELLER. Thank you, Mr. Chairman. 
Mr. Lew, I welcome you and your family. I welcome my oppor-

tunity to vote for you. 
The chairman of this committee once called me ‘‘utterly predict-

able,’’ and he is utterly correct. I have a focused mission in life, and 
I stick by it. You are one of the people who could help me make 
progress. 

I have never really understood why it is that the Republicans are 
so adamant against raising revenues, because it does make sense. 
I do not know if it is Grover Norquist, I do not know if it is a 
Wednesday breakfast meeting they have every week to make sure 
that they—I just do not understand it, because, if you want to get 
things done in this country, you have to have revenue. You just 
have to have revenue. 

So, one, I would like to know that you are on that side and that 
you would encourage, in the development of the budget and tax 
proposals, that there be more revenue. 

Mr. LEW. Senator, I very much believe that we need to have a 
balanced approach to getting out of the fiscal hole we are in. I 
think that revenues are part of the solution. Nobody likes to raise 
taxes, but the choice is always between being able to pay our bills 
or not. If the choices are to cut more deeply into things like edu-
cation and research or health care, I think that we need the right 
balance. 

Senator ROCKEFELLER. All right. 
Mr. LEW. The President’s ratio of 2:1 seems about right to me. 
Senator ROCKEFELLER. All right. Second question. You and I 

have talked about this before; we did in my office. It is something 
I care passionately about. It turns out, in fact, that the Earned In-
come Tax Credit is the greatest anti-poverty program in the U.S. 
Government, and it has an unbelievable effect in my State of West 
Virginia. 

The Earned Income Tax Credit on the one hand, and the Child 
Tax Credit on the other—there are other tax credits which help 
balance out the inequality and help people to live, just frankly to 
live. I would hope that, as those are up for reauthorization, they 
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would be part of a 5-year reauthorization that the administration 
would support. 

Mr. LEW. Senator, I have supported the Earned Income Tax 
Credit for many years and was proud to be part of the effort this 
year to extend the refundable credits again. They have a proud bi-
partisan history from the Nixon administration until today, and 
they are intended to encourage work and to make work pay. I 
think they do an important job. 

Senator ROCKEFELLER. Great. The next—and maybe I will make 
it my final question just to please my chairman so he will give me 
some credit for efficiencies here. No, I guess I will not. [Laughter.] 

Income inequality is a vast problem for this country, and there 
are a variety of ways that that can be attacked. But what were we, 
ranked 31st out of 34 developed countries in income equality? It is 
a disgrace. I would just hope that the administration would be 
strongly embarrassed by that as indeed I am, and that they would 
take that into account one way or another to effectuate a change 
in our standing in the globe. 

Mr. LEW. Senator, I mentioned earlier, and I believe strongly, 
that it was important in the tax bill that was enacted in January 
that we took a step towards having the tax system play less of a 
role in contributing to inequality. The President made some an-
nouncements last night that also contribute to that. This has 
been—— 

Senator ROCKEFELLER. I have two more questions. 
Mr. LEW. This has been decades in developing, and we need to 

address the problem. 
Senator ROCKEFELLER. I have two more questions and a hostile 

chairman here. 
You and I have talked about Medicaid. One of the things that I 

like about you is that you feel very strongly about Medicaid, and 
I think you have experienced Medicaid in your own life. 

Medicaid is not only sustenance for all of long-term care, if you 
can spend yourself down low enough to qualify for it, but it is one 
of the great funders of child help, and it is also the easiest thing 
to attack. I am pretty sure that you feel very strongly about Med-
icaid and would fight for its protection as much as possible. 

Mr. LEW. Senator, I do believe strongly in the Medicaid program. 
We do have to be careful in the Medicaid program to make sure 
we are not overpaying. Over the years there have been issues on 
that. 

I have defended the program strongly, that it needs to be pro-
tected, but I have also been willing to take out a sharp pencil when 
there were practices that needed to be addressed either on the re-
imbursement side or in terms of the way the State programs were 
working. I think if we care about a program, we have to run it well. 

Senator ROCKEFELLER. I agree with that. I am over on my time, 
and I apologize, Mr. Chairman. 

The CHAIRMAN. Thank you, Senator. 
Senator Isakson? 
Senator ISAKSON. Thank you very much, Mr. Chairman. Thank 

you. 
Congratulations on your nomination. 
Mr. LEW. Thank you, Senator. 
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Senator ISAKSON. Thank you for your service to the country. You 
have repeatedly said that the administration addressed ‘‘too big to 
fail,’’ that we needed to expand credit, that it is critically important 
that we complete the implementation of Dodd-Frank. 

If you are confirmed, very shortly the first problem you may have 
as the Secretary of the Treasury is the implementation of a Dodd- 
Frank rule known as Qualified Residential Mortgage (QRM). Mr. 
Cordray just issued a QM ruling which I commend him on. I was 
scared to death they were going to overreach, but they did not, and 
they defined QM in such a way as to avoid predatory lending in 
housing but to protect traditional housing. 

But Dodd-Frank also had a QRM requirement, and the pending 
rule, which has been circulated twice and pulled by the 6-member 
committee, would have required for risk retention the exemption of 
a 20-percent or greater down payment. 

If that took place from the conventional mortgage market, you 
would withdraw fully 60 percent of the people buying housing from 
the marketplace, because nobody is going to hold risk retention 
against loans for that length of time. 

Will you engage, as Secretary of Treasury, with HUD, with 
FDIC, with OCC, and the others on the committee, to come up with 
a reasonable approach for risk retention and exemption from Dodd- 
Frank? 

Mr. LEW. Senator, I think that, if confirmed, I would very much, 
as the chairman of FSOC, engage in the issues of rules imple-
menting Dodd-Frank. In terms of the relationship between the De-
partment of Treasury and the Department of Housing and Urban 
Development, I would continue, as Secretary Geithner did, to work 
closely on those issues. 

The QM rule and the QRM rule were obviously designed to ad-
dress different issues. I appreciate the comments you have made 
about the QM rule. It is really designed to protect borrowers 
against institutions that fail to exercise proper due diligence, so 
they would hold accountability for their failures. 

The QRM rule is really designed to make sure that we do not get 
back into a situation where institutions create risk to the system 
or create the risk that taxpayers will have to come in and bail out 
failed institutions. I would work on these issues going forward to 
make sure that the goals are achieved with the least burden pos-
sible. 

Senator ISAKSON. Well, I understand this: Dodd-Frank exempted 
Freddie Mac, Fannie Mae, and FHA. If you end up with a conven-
tional mortgage that cannot sustain the risk retention requirement, 
you will put the entire burden of financing housing in America on 
2 institutions, Freddie and Fannie, and FHA. 

FHA is in a difficult solvency position right now, and Freddie 
and Fannie owe the taxpayers $171 billion. So, it is critically im-
portant we get it right, and I would hope you would exercise lead-
ership on that. 

Mr. LEW. Senator, I think it is very important that we get pri-
vate capital back into housing. Our goal is not to have the heavy 
presence of either Federal programs or federally backed programs, 
and I would look forward to working with you on these issues. 

Senator ISAKSON. Well, thank you very much. 
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Second, Senator Schumer made the statement in his introduction 
that you have the unique ability to learn about a problem, study 
it for solutions, and implement those solutions. That is quite a com-
pliment. We have a serious problem with spending, with the budg-
et, with being out of process. It is broken in Washington. 

On March 6th and February 15th of 2000, when you were in the 
administration of President Clinton, you testified before the House 
Rules Committee on the biennial budget. There were 40 members 
of the House and Senate in a bipartisan fashion. 

Jeanne Shaheen and myself as the principal sponsors recom-
mended the biennial budget process to change the paradigm where 
we appropriate in odd-numbered years and do oversight in election 
years, which are even-numbered years. 

You have been very supportive of that, all the way back to 1993. 
But once again, like in the last question, can you really help exer-
cise some leadership to get the administration to come on board, 
and let us try to work together to do that? 

Mr. LEW. Senator, I have supported biennial budgeting for a long 
time and testified on a number of occasions in support of it. I have 
had my work on this cited by international figures in terms of fol-
lowing policies in their own countries to implement policies like 
that. 

It has not been something we took a position on, I believe, in this 
administration, though there has never been any opposition to it. 
I would look forward to following up with you. It is fundamentally 
a matter of congressional decision-making. I understand that there 
has been resistance to the idea over the years, but I think that the 
record of the last 10 years only strengthens the case. 

Senator ISAKSON. Well, I think also our inability to do budgets 
and appropriations on the Senate side and some of the difficulties 
we have had, demanded of us to change the paradigm and change 
the structure in which we make these considerations. 

Last question on behalf of a constituent. Treasury has dictated, 
by March 1st of this year, everybody receiving benefits will get 
them either through direct deposit or through express cards. Is 
that correct? 

Mr. LEW. I believe that is correct. 
Senator ISAKSON. And I understand 90 percent of people have 

complied, but there are 10 percent out there, some of them vet-
erans, some of them people who are in poverty, who do not have 
a checking account and do not have access to the direct express 
card. 

Mr. LEW. I would actually have to follow up on that, Senator. I 
am not sure. 

Senator ISAKSON. On behalf of my constituent, please do, because 
they want to know how they are going to get their money after 
March 1st. 

Mr. LEW. All right. I will follow up on that, Senator. 
Senator ISAKSON. Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you, Senator. 
Senator Wyden? 
Senator WYDEN. Thank you, Mr. Chairman. 
Mr. Lew, welcome. I was interested this morning—staff came in 

and said that they had done a count, and since 2001 the Congress 
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has passed 137 laws changing the tax code. Now, as you know, al-
most always these laws have helpful provisions. Nobody disputes 
that. But, with each one of these changes, the tax system gets more 
incomprehensible, more dysfunctional, and more byzantine. 

So my question to you is, do you support the idea that it is now 
time for the Congress to make a break with this idea of just pass-
ing these piecemeal changes, actually put a hold on these piece-
meal tax changes, and actually move to the kind of long-term bi-
partisan tax reform that Senator Baucus, Senator Hatch, and 
Chairman Camp are talking about? Should we put a hold on these 
piecemeal approaches? 

Mr. LEW. Senator, I definitely agree that we should do the big 
job of tax reform, and I think we should do it now. 

Senator WYDEN. But the question is, should we put a hold on the 
piecemeal approaches? Because, as long as we keep passing them, 
I think it is going to be tough to get the long-term reform. 

Mr. LEW. I had not actually thought about whether there was an 
approach like the one you described. I would be happy to have a 
discussion with you about it. My own predisposition is we should 
just get the big job done, and anything that makes it easier to do 
is worth considering. 

Senator WYDEN. All right. 
You are going to have a large role in determining whether health 

care coverage is affordable for workers and families, because the 
IRS determines who is eligible for tax credits for health care and 
how much they would be eligible for. 

Now, the IRS has already determined that affordability is going 
to be based on the cost of a worker’s individual coverage, not the 
cost of family coverage. So we are going to have millions of work-
ers, spouses, and dependents in a kind of regulatory no-man’s land. 

Now, in the Affordable Care Act, a provision was added that 
would have allowed an employee to take their employer’s contribu-
tion, either the individual or the family, and shop for a policy that 
best fit their needs at a price that they could afford. 

As we talked about in the office, that provision is no longer 
there, so we have millions of people, these working-class, middle- 
class people, who are pinched. They are in the middle. They are un-
able to afford the family coverage offered through their employer 
and ineligible for the subsidy that could be used by dependents on 
the exchanges. What do you think ought to be done to help them? 

Mr. LEW. Senator, I think that, in getting the Affordable Care 
Act in place, there are a lot of hurdles between now and 2014. Job 
number one is to get it up and running. I would look forward to 
working with you and the members of this committee to ask and 
answer the questions about, are there gaps that need to be ad-
dressed, after that. 

There are many things in the Affordable Care Act that require 
a lot of work to get in place. I must say, my first focus would be 
on making sure that we implement the law, but then I would be 
delighted to pursue with you looking at solutions to remaining 
problems. 

Senator WYDEN. The New York Times and others in the press 
said that millions of low- and moderate-income families are going 
to be affected by this IRS decision, so this is not an abstract ques-
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tion. I appreciate your saying that you are going to work with me 
and others on it. This is an urgent matter. These are not people 
who ought to get hammered. They have done nothing wrong. We 
had a provision that would have made a real difference to those 
families. It is not there anymore. I think it has to be a priority. 

Let me ask you about one other area. We talked about it in the 
office. That is the electioneering that now takes place by tax- 
exempt social welfare organizations. This stems from the wake of 
the Citizens United case. There has been a proliferation of these 
entities that are organizing under 501(c)(4) provisions in the Inter-
nal Revenue Code, and they are really doing politics. 

They get a tax break as social welfare organizations, but they are 
really ripping off the tax code because they are not social welfare 
organizations, they are doing politics. I think some of my colleagues 
had a little bit of a taste of how outrageous this has gotten. 

Now, Senator Murkowski and I are going to be introducing bipar-
tisan legislation to stop this, to take away that tax break when 
these organizations do not disclose. But I was very troubled by the 
fact that the IRS, in what is called the priority guidance plan, basi-
cally does not make cleaning this abuse up a priority. 

My question to you is, when confirmed—I believe you will be; I 
am certainly supporting you—will you make it a priority to drain 
the swamp here? This is not a partisan issue; this is an abuse, a 
flagrant abuse, of the tax code. These are not social welfare organi-
zations, they are electioneering, and they are doing it with the tax-
payers’ dime, and they are not disclosing. Will you make it a pri-
ority to fix this? 

Mr. LEW. Senator, as a general proposition, I believe that the tax 
laws should be enforced and enforced fairly. If there is something 
wrong here, it should be looked at. There is appropriate distance 
between the Treasury Secretary and the IRS on enforcement mat-
ters, but on policy matters I think it is entirely appropriate to ask 
that question. 

Senator WYDEN. This is something that is way wrong. 
My time is up, Mr. Chairman. Thank you. 
The CHAIRMAN. Thank you. 
Senator Nelson? 
Senator NELSON. Thank you, Mr. Chairman. 
Mr. Lew, I just want to make a statement before I ask you a cou-

ple of simple little questions. First of all, when Leon Panetta was 
nominated to be CIA Director, I talked to a number of our CIA per-
sonnel in various parts of the world, and they were concerned be-
cause Leon did not have a background in intelligence. 

My response was, anybody who has been Chief of Staff to the 
President of the United States can handle any job in the U.S. Gov-
ernment. Of course, Leon went on to prove that, so much so that 
then, for his next position, he was confirmed 100 to nothing as Sec-
retary of Defense. Therefore, that is by way of saying to you, obvi-
ously, I support your nomination. You have handled that job of 
Chief of Staff very well. 

The other thing I wanted to say was that there was a problem 
when you were Chief of Staff with OMB, in that OMB was con-
tinuing to try to run this country’s space program. I went to you, 
and you started ‘‘massaging,’’ perhaps is the best way to say it, 
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that the NASA administrators got to administratively run the 
space program without OMB folks saying, you do this, you do that, 
pursuant to the directives given by the Congress in the NASA Au-
thorization Act by the Commerce Committee, which Senator Rocke-
feller chairs. 

I want to thank you for that, because what you did was, you 
smoothed it out so that Senator Kay Bailey Hutchison and I could 
bring unanimity, and we got direction for the space program 3 
years ago that otherwise was in turmoil. That is in no small meas-
ure to what you did. I want the folks to know that is what you did, 
and I want you to know how much this Senator appreciates it. 

Mr. LEW. Thank you, Senator. 
Senator NELSON. Now, I want to ask you, we have all of this 

international finance stirring, and a lot of that is going to run 
under your bailiwick. Give me your thoughts on it. 

Mr. LEW. Well, Senator, the international financial situation is 
one that we do have to watch very closely. As much as we try to 
do our own business, we cannot separate ourselves from the world 
entirely. We can make sure our financial institutions are sound, we 
can make sure we run our policies appropriately. But look at Eu-
rope. 

Europe is our largest export partner. If Europe has an economic 
or a financial crisis, that is something we have to worry about. It 
is something that, if confirmed, I would work on. But frankly, I 
have been working on it, even as Chief of Staff, because, in addi-
tion to worrying about the U.S. economy, we have been worrying 
about the exposure to the U.S. economy from risks overseas. 

There are questions of demand overseas where that is directly 
going to determine the ability of U.S. exporters to have markets. 
There are issues of the financial interconnection, particularly with 
sovereign risk. If confirmed, I would work with this committee to 
give the President the best independent advice I could and to play 
a leadership role in the world economic community to advance U.S. 
interests. 

Senator NELSON. Do you think, given the extremes of situations 
of the economies in countries like Greece, that they can right their 
ship? 

Mr. LEW. I think that Europe has shown a resolve to deal with 
its problems, both as a union and individually in countries. But 
these are tough fiscal solutions that have to be put in place to fix 
the situation in some of these countries, much tougher than the 
choices we face. 

I think that it is going to take some time. It is encouraging that 
there has been more of a willingness on the part of the broader Eu-
ropean community to give some time, provided that there are as-
surances that progress is being made and risk is not just being 
shifted. 

This is a fundamentally European problem, but it is one that has 
such an enormous impact on the United States’ economy that the 
President and Secretary Geithner were deeply involved, I was 
deeply involved as Chief of Staff, and it is something that we can-
not take our eye off of, because the risks that are potentially in the 
future are not just within our borders, but there are external risks 
that we have to safeguard against. 
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Senator NELSON. Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you. Thank you, Senator. 
Mr. Lew, Senator Schumer, in his introduction, mentioned your 

extraordinary talents and abilities. They have been referred to here 
a couple of times. We face extraordinary times. You mentioned 
yourself, it has been 3 decades in the making, but the American 
middle class has deteriorated. We face globalization. It is a far dif-
ferent world today than it was in 1986. The challenges facing the 
United States are far greater economically than they have been in 
the past. 

What can you tell us today to show that you have the courage 
to step up and tackle this and be a great Treasury Secretary? 

Mr. LEW. Well, Senator—— 
The CHAIRMAN. I mentioned before to you how, somewhat as an 

analogy, not quite the same, that the U.S. Solicitor General rep-
resents the U.S. Government before the Supreme Court, but the 
Solicitor General plays another role as well, as an advisor to the 
court. 

I believe the Treasury Secretary has a dual role as well. That is, 
to perform the functions that the Treasury Secretary would ordi-
narily perform and do well, but I think there is another role. It 
comes down to stature and gravitas, courage, and stepping up, 
after pursuing your analytics, abilities, skills, and solutions, and 
having the courage to do something about it publicly, as well as 
privately within the administration. 

So what can you say to us here today to show us that you are 
going to be, not just an ordinary Treasury Secretary, but that you 
are going to be a great Treasury Secretary, so that when your term 
is up you can look back and see that Secretary Lew was terrific, 
he got this country back on the right economic track? That includes 
tax reform, it includes all the multi-national issues, the globaliza-
tion issues, that we all face. The world is changing so much. 

I think there are three major changes. One is demographics. 
Most countries are finding an aging population with huge pres-
sures. Second is globalization. It tends to have downward pressure 
on wages, one of the main reasons why U.S. jobs are hard to find, 
and it probably has some effect on middle-class globalization. Third 
is increases in productivity, which are inexorable. You cannot turn 
back technology. You can go forward, but technology has a cross- 
current effect on jobs. 

So what can you tell us today to show us that you are going to 
be a great Secretary, that you are going to take on these issues? 

Mr. LEW. Mr. Chairman, I have the highest regard for the roles 
of Treasury Secretary and Solicitor General as the kinds of posi-
tions in government where, while you work for the President, you 
have a responsibility to represent some values that may go beyond 
the administration you are in, and to have the requirement that 
you have to be able to go in and give the President your honest 
view, even if you disagree, and you have to be able to build support 
outside of the administration for difficult decisions. 

I think that, if you look at my career from an early age, I have 
proven that I am not daunted by the challenge of going in before 
authority figures and speaking my mind. When I was in my 20s 
working for the Speaker of the House, it was not easy to look Dan 
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Rostenkowski in the eye and tell him I thought he was doing some-
thing that he needed to rethink. 

He said something to me once, and I agreed with him when he 
knew I did not. He lost his temper, and he said, ‘‘Don’t waste the 
air in this room if you tell me you agree with me if you think I’m 
wrong.’’ It liberated me at the age of, like, 24, to never again hesi-
tate, whether it was with a Speaker or with the President of the 
United States or a world leader, to speak my mind. 

I do it respectfully. I try to do it without unnecessarily breaking 
china, but I do not believe that I have ever withheld my honest 
view from the President. As Secretary of the Treasury, I would be 
called upon in more circumstances to sometimes come in with hard 
messages. As Chief of Staff, it turns out you do not get to go to the 
President with a lot of good news. 

The good news finds its way to the President pretty easily. I, for 
a year, had to walk into that Oval Office every day and tell the 
President there were tough choices and here is what I think, never 
mincing my words, never not saying what I thought. As Treasury 
Secretary, I would follow that kind of a path, and I would hope to 
work with this committee on a bipartisan basis to have the kind 
of relationship where we could talk to each other that way. 

The CHAIRMAN. I appreciate that, but I was really getting at 
something else. It is clear that you can be a great staffer. I am not 
talking about being a great, courageous staffer and telling the 
President what you think and do not think. I am talking about 
something else. 

I am talking about the public perception, the public demeanor, 
representing the United States around the world—across the coun-
try and around the world—being able to influence policy in a way 
that makes sense that most of us tend to agree with. We may differ 
around the edges, but most everybody in this room agrees what 
needs to be done. That is what I am getting at. What can you tell 
us about that? 

Mr. LEW. Mr. Chairman, in the years I was at the State Depart-
ment, I met with world leaders one-on-one. As White House Chief 
of Staff, I met with both world leaders and heads of major interests 
in this country. I think the position that you are in and the way 
you carry yourself in that position is where gravitas comes from. 

I feel like, in the business dealings that I have had, it is about 
building trust, it is about having credibility, it is about speaking 
clearly and saying what you think. I have done more than my 
share of public speaking and appearances on television. I am not 
afraid of taking issues public and expressing complicated ideas in 
terms that people can understand. 

I am not sure how to put a specific behind the question of 
gravitas, but I think the career path I have had—very few people 
leave the role of staff and become a member of the Cabinet. I have 
had a career path that is not the norm, and I think that that lends 
itself to the kind of gravitas that you are looking for. 

The CHAIRMAN. Well, I wish you well, because the challenges are 
tremendous. Thank you very much. 

Senator Hatch? 
Senator HATCH. Well, thank you, Mr. Chairman. 
Mr. Lew, do you need a break? 
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Mr. LEW. I am fine, thank you. Thank you for asking. 
Senator HATCH. All right. I just want to make sure, because, un-

fortunately, this is one of the most important positions in the coun-
try, and this will go on a little bit longer, if you do not mind. 

Mr. LEW. Do you need a break? 
Senator HATCH. I have taken my break. When I need one, I will 

take one. 
Mr. LEW. It depends if we are talking about 20 minutes or 2 

hours. 
Senator HATCH. Well, if you need one, just let us know. 
Mr. LEW. Thank you. 
Senator HATCH. Because we understand. 
Senator Rockefeller raised the issue of why Republicans have 

such a tough time raising revenue. Well, the reason we have a 
tough time raising revenue is because we know that the Democrats 
will just spend it. They will not use it to pay down the national 
debt, which is astronomical. We also know that, if we taxed every 
dime that millionaires make, it would raise less than what the def-
icit is this year. 

We have seen that time after time after time. We do not have 
any faith that these funds would be used to help get our spending 
under control and get our government under control. That is one 
of the reasons why I think that the Republicans are so loathe to 
raise taxes. 

We know that fiscal calamity is primarily driven by the expo-
nential growth in entitlement spending. We know that is a prob-
lem. You know it is a problem. Second, there are economic costs to 
tax increases: tax something—labor, capital, entrepreneurship— 
and you are going to get less of it. Third, there are practical limits 
to the politically designed tax increases on whatever the unpopular 
group is that is targeted. So like I say, these are problems that we 
as Republicans have, and they are legitimate concerns. I am sure 
you have legitimate concerns about these things as well as we do. 

Frankly, I think you have done really well today. I have a great 
deal of respect for you. It is not easy to give a lifetime of service 
as a staffer and then a Director of OMB, a top staffer in the White 
House. My gosh, I have nothing but respect for people like you who 
give yourself to our government. I really have great respect for 
your wife and your daughter, your family, too. 

Mr. LEW. Thank you. 
Senator HATCH. Because it is tough. 
Mr. LEW. That is something we agree on, Senator. 
Senator HATCH. That is good. Well, I think we do not give our 

spouses nearly the credit that they deserve. 
But some of these questions we do need to ask, just to make sure 

the record is clear. Now, let me ask one that hopefully will help 
make the record more clear. American taxpayers provided over $45 
billion to Citigroup in late 2008 and early 2009. 

Taxpayers backed hundreds of billions of dollars of Citigroup as-
sets. Meanwhile, Mr. Lew, you reportedly received over $940,000 of 
compensation in early 2009, mostly comprised of ‘‘discretionary’’ 
compensation for work performed in 2008, and you received that a 
day before Citi received about $7 billion of taxpayer backing. 
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On January 29, 2009, President Obama remarked on Wall Street 
bonuses at the time and said, ‘‘That is the height of irrespon-
sibility. It is shameful.’’ He went on to say that, ‘‘There will be a 
time for them to get bonuses. Now is not the time.’’ Elsewhere, he 
referred to Wall Street bonuses as ‘‘obscene.’’ 

Now, Mr. Lew, you wrote in a 2010 letter to Senator Grassley 
that ‘‘my compensation was in line with other management execu-
tives at the firm and in similarly complex operations.’’ Now, that 
seems a little bit to me like saying, gee, dad, everyone was doing 
it. Unfortunately, that type of reasoning is exactly what I think led 
to this financial crisis. 

Now, I have three questions related to your compensation. Let 
me just give them to you, and then you can respond to all three. 

First, could you explain what you did in 2008 for Citi that war-
ranted payment to you of close to $1 million, most of which was 
a bonus? 

Second, what was it about your performance that merited your 
bonus from a company that was being propped up by taxpayer 
money, and are there any records of your performance assessment, 
or are there any assessments of your performance? 

Third, your employment agreement included a clause stating 
that your ‘‘guaranteed incentive and retention award’’ would not be 
paid upon exit from Citigroup, but there was an exception, that you 
would receive that compensation ‘‘as a result of your acceptance of 
a full-time high-level position with the U.S. Government or a regu-
latory body.’’ 

Now, is this exception consistent with President Obama’s efforts 
to ‘‘close the ‘revolving door’ that carries special interest influence 
in and out of the government?’’ I think that is a question that has 
to be asked, and I would appreciate hearing your response. 

Mr. LEW. Senator Hatch, the work that I did in 2008 was run-
ning, as I said earlier, the business of the business in a year when 
the financial products of that part of the firm were not doing very 
well. I think I actually performed quite well in managing the busi-
ness operations, shedding real estate and parts of the operation 
that were not necessary, reducing the costs in a very considerable 
way. 

I am not familiar with records that were kept, so I do not have 
access to things that I do not know about. The experience that I 
had in the private sector has given me a perspective that I think 
enhances my ability to perform, both in the role that I am nomi-
nated for and in the roles I have had. 

I have practiced law. I have worked at a university. I have 
worked at a financial institution. I think that if I had not had a 
set of experiences like that I would not be sitting here today speak-
ing with confidence that I could undertake the responsibilities of 
Secretary of the Treasury. 

As far as my 2008 compensation goes, it was for my work in 
2008. I do believe that it was comparable to compensation for peo-
ple in positions like mine in the industry. As a broader discussion 
on compensation, I do not think there is anything that has not 
been fully transparent about both what I did and what I earned. 

Senator HATCH. Could you tell us how much money you made in 
2008 before you got the bonus? 

VerDate Nov 24 2008 16:11 Feb 06, 2014 Jkt 000000 PO 00000 Frm 00061 Fmt 6633 Sfmt 6633 R:\DOCS\86523.000 TIMD



58 

Mr. LEW. My base salary, I believe, was $350,000. 
Senator HATCH. All right. Well, thank you, sir. That is a question 

I felt had to be asked, and I appreciate your answer. Go ahead, Mr. 
Chairman. 

The CHAIRMAN. Thank you, Senator. 
Senator Portman? 
Senator PORTMAN. Thank you, Mr. Chairman. I thought the 

question posed by Senator Baucus earlier was very interesting, and 
I am glad I was not on the other side of the table to have to answer 
it. But I have been before this committee for a confirmation hear-
ing, and they were much tougher on me, that is all I can say. 
[Laughter.] 

But that is sort of the ultimate question. Senator Hatch has 
posed it earlier in his reference to Gallatin and what kind of Sec-
retary of the Treasury he was. There are different roles. Having 
been a staff person in OMB and USTR—and I have had the same 
balance that you will be facing, but Treasury is different. 

I think it is a different job than Chief of Staff or in OMB in the 
context of what both the ranking member and the chairman were 
talking about, and it does have to do with taking public positions. 
It is not about meeting with foreign leaders or meeting with the 
President and being frank in the Oval Office, it is about being will-
ing to have the courage of your convictions and to talk about these 
issues at a time when our country is in trouble. 

I think we are truly in trouble with our debt and deficit at record 
levels and the weakest recovery we have had in our history, in 
terms of getting out of our economic doldrums. I think it requires 
a Secretary of the Treasury, because I think this is—Gallatin is 
quoted as saying, from Senator Baucus, ‘‘no more responsible posi-
tion.’’ It is true. I mean, this is it. 

We talked about tax reform and entitlement reform earlier. I 
have just three quick questions for you, all of which may be the 
kind of questions where sometimes you need to break some china 
to do the right thing. But on entitlement reform, Senator Hatch 
has talked about the importance of it. 

CBO, which is, again, the nonpartisan group here in Congress 
that gives us our information on what is going to happen in the fu-
ture, they have said that over the next 10 years Social Security, 
Medicare, and Medicaid will double in their costs. 

So you have about a 100-percent increase, about $1.5 trillion to 
$3 trillion in these programs over the next 10 years. During that 
time, other entitlements are going to go up 39 percent, discre-
tionary spending only 10 percent. So it is very clear where the 
spending problem is. It is not only the biggest part of our budget 
now, it is the fastest-growing part of our budget. They are incred-
ibly important programs, but they are not sustainable in their cur-
rent form. 

By the way, another thing that is causing a problem in our def-
icit and debt is the interest payment. They have told us that in the 
next 10 years our interest payment is going to go up 284 percent, 
the bulk of which of course relates to the increase in spending on 
the entitlement side, which requires us to borrow more. 

So my question to you is the obvious one, which is, are you will-
ing to take this on? The President has talked about it a lot. He has 
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even said he refuses to pass this problem on to another generation 
of Americans. But so far, that is what the administration has done, 
because the few changes that you have proposed in your budgets, 
which as you know have not gotten votes from Democrats or Re-
publicans, really just are around the edges. 

So my question to you is, are you willing to step forward on this 
and show the kind of leadership that Senator Baucus is talking 
about? He may be talking about other kinds of leadership. I know 
he agrees that this is a huge challenge that we face. If you could 
answer that question with regard to entitlement reform—— 

Mr. LEW. Senator Portman, I agree that we need to tackle enti-
tlement reform, and health programs are a big part of that. I think 
that we look at the trajectory and the gap between the revenues 
that come in in a program like Social Security—it is not the en-
tirety of the program, but it is a gap. Social Security is 75-percent 
funded by the payroll tax forever, but it leaves a gap. We need to 
deal with that. 

Senator PORTMAN. Like, $9 billion this year. 
Mr. LEW. Yes. We need to deal with it in a way that protects So-

cial Security in a balanced, fair way. I think that if you look at the 
arc of my career, whether it was in 1997 going and presenting the 
agreement that Senator Domenici and I worked through together 
on the Balanced Budget Act, going into the Democratic caucus in 
the House and the Senate, presenting it, advocating it, winning 
support for it, that was not easy. That was the courage of my con-
victions. 

Senator PORTMAN. Yes. It is not easy. 
Mr. LEW. You know it is not easy. You have been OMB Director. 
I think if you look at the current debate, and Senator Baucus 

knows this, I have gone before the Senate Democratic caucus many 
times, telling people what I thought needed to be told, even if it 
was not the popular thing at the time. 

I believe in a certain set of things, and we may disagree on some 
policy, but on the things that I believe in, I have never, never with-
held my judgment and have always driven as hard as I could to 
get the job done. I would continue to do that. It would be a broader 
set of issues, a different playing field, that is clear. 

Senator PORTMAN. A different audience. 
Mr. LEW. But the thing I would say that is different about Treas-

ury is, it is a job that requires one to transcend politics in many 
respects. That is what Senator Baucus was getting at in the com-
parison to the Solicitor General’s Office. I understand that, and I 
am looking forward to that. 

Senator PORTMAN. Before the chairman tells me my time is up, 
because it just about is, quickly, TPA. Not to have the ability to 
negotiate trade agreements makes it difficult to take the President 
up on his challenge last night for us to have a European-U.S. free 
trade agreement of some sort, and also to complete the Trans- 
Pacific Partnership, because, without the ability to be able to up- 
or-down vote here in Congress, in my experience other countries 
are not willing to put their last and best offer on the table. 

This is the first administration since FDR, of course, not to ask 
for Trade Promotion Authority. Why? One and two, are you willing 
to ask us to give you and to work with this committee and the 
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Ways and Means Committee on Trade Promotion Authority so we 
can indeed make good on the President’s commitments last night? 

Mr. LEW. Senator, I have, for 30 years, worked to try to advance 
free trade and fair trade at times when it was extremely unpopu-
lar. I worked to make sure that we did not have protectionist poli-
cies in a Democratic House in the late 1970s, early 1980s. 

I worked in the Clinton administration and the Obama adminis-
tration. I am proud of the work I did helping to shape the TPP 
when I was at the State Department. I think it was a great an-
nouncement that the President made yesterday about Europe, and 
I would look forward to working with you and the members of this 
committee to have fair and free trade that expands markets to—— 

Senator PORTMAN. Will you be requesting Trade Promotion Au-
thority? 

Mr. LEW. I would defer to the discussion that still has to take 
place on that. I would certainly engage on it. 

Senator PORTMAN. I will ask my last question as a written ques-
tion, since I am over time. 

Thank you, Mr. Chairman. 
The CHAIRMAN. If you want to take more time, go ahead. 
Senator PORTMAN. Well, the final one is on retirement savings; 

we had this question posed generally earlier by Senator Cardin. 
This committee has worked over the years, along with the Ways 
and Means Committee starting in 2001, to expand retirement sav-
ings. 

The theory has always been, if you can get more businesses, par-
ticularly small businesses, to offer a 401(k) plan and get more peo-
ple to take up an IRA, that you can expand people’s ability to save 
for their retirement privately to help take some of the pressure off 
Social Security. Some of us are concerned that sometimes the ad-
ministration seems less committed to that going forward. In 2006, 
as you know, Congress chose to make that part of the 2001 Act per-
manent, so the expansions that occurred then are in place. 

Our question for you today would be, are you committed to the 
private retirement savings approach? Specifically, do you think 
that 401(k)s work, and do you think that they should be an impor-
tant part of the 3-legged stool—savings, 401(k)s and IRAs, and So-
cial Security—for people’s retirement? 

Mr. LEW. Senator, I think that they work better for people at the 
higher end of the income scale than people in the low to the middle 
end of the scale. I think we need to look at ways to get people to 
participate more in savings plans. 

It is obviously harder, when you are spending all of your dispos-
able income, to save, no doubt about that. But there are things that 
we can do to make it easier, more attractive, and I would look for-
ward to working with you and other members of the committee on 
that. I do believe we need a 3-legged stool. 

Senator PORTMAN. Both of these men have been leaders on that. 
We want to work with you on it. But just one point, quickly. Unless 
you provide that incentive to that small business owner to provide 
a plan, then those workers who are concerned about it are not 
going to have the alternative to be able to save for their private re-
tirement, plus the matching contribution is key, as you know. 
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So we just hope the President would work with us on that to ex-
pand retirement savings in a way that gets more small businesses, 
not fewer, involved in providing that great opportunity for peace of 
mind in retirement. 

Thank you, Mr. Chairman. 
Mr. LEW. Thank you, Senator. 
The CHAIRMAN. Thank you, Senator. 
Mr. Lew, I appreciated your comments, I think in your opening 

statement and also in answer to questions, that you want to pursue 
regular order in pursuing comprehensive tax reform, which essen-
tially, certainly on the business side, is base broadening and rate 
reduction. On the individual side, you were a little vague there, but 
certainly we need base broadening and also potentially rate reduc-
tion there depending upon the degree that it is necessary. 

I just want to say that this committee is going to act very forth-
rightly in pursuing tax reform in the regular order. That is, the 
committee itself will mark up legislation. I am sure I can speak for 
the House Ways and Means Committee, and say that is their pref-
erence too. I think I can speak for both sides of the aisle, that both 
parties, those on the Finance Committee and the Ways and Means 
Committee, and many other members of the Congress, want to pur-
sue tax reform the same way, in much the same way we did back 
in 1986. That was wide open, freewheeling, amendments offered. 

It is true that, to some degree, 1986 began with the administra-
tion with Treasury I and Treasury II, but it is also true that both 
bodies got very engaged and very involved and found a solution. I 
can remember in this committee—Senator Packwood was then 
chairman—we reported out the 1986 bill unanimously. All mem-
bers of the committee supported it, which was not expected earlier on. 

So, I appreciate not only your willingness, but your enthusiasm 
in working with the Congress and, under the regular order, where 
the committees are doing their work, to pursue the tax reform. I 
do think that is a good vehicle as well to address growth and jobs 
and the other goals that are just so important. 

Mr. LEW. And Senator, if I might add, I do not think there is any 
other way to accomplish it. It is too complicated. It has to be done 
by the people with expertise and responsibility. If confirmed, I 
would look forward to being a partner in that effort. 

The CHAIRMAN. Thank you very much. 
Senator Hatch? 
Senator HATCH. Well, thank you. 
Mr. Lew, I agree with the chairman that we need to do tax re-

form. We are going to need you to weigh in rather heavily. Hope-
fully we can do it in such a way that really does increase growth 
and pulls us out of the mess that we are in. 

I would just make one other comment. I think you have to weigh 
in on TPA. It is ridiculous that this is the only President who, in 
my memory, has not asked for that power. Trade is going to be one 
of the best ways we have to pull us out of the mess we are in and 
to create the manufacturing jobs that the President suggested he 
would like to last night. 

So, I think you are highly respected in this administration and 
by many of us, and I believe that, if you will weigh in, that is some-
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thing that really has to be done or we could get into a massive 
mess here that is not going to be solved easily. 

We would like to see free trade move much faster and much bet-
ter than it is. Other nations throughout the world are entering into 
these free trade agreements, and we are being left out in the cold 
at a time when we need the jobs, we need the opportunities, and 
the unions need the jobs. Getting more and more jobs gives them 
more and more chances to organize. So, all of that fits together. 

I would just encourage you to weigh in, because I know the 
President thinks very highly of you or he would not have put you 
in this position. That would be my counsel to you. I just want to 
thank you again for appearing and being willing to answer these 
questions. Frankly, I think you have done really well. 

Mr. LEW. Thank you very much, Senator. 
Senator HATCH. You bet. 
The CHAIRMAN. Thank you, Senator. 
I want to just emphasize, Mr. Lew, what Senator Hatch said. I 

do not think this administration has been as aggressive in pur-
suing trade agreements as it should be. To be honest, I had to twist 
some arms to get this administration even to agree to pursue TPP. 
They were not in favor of it at the beginning at all. I thought that 
was just totally short-sighted. We need TPP to engage in the Pa-
cific. 

Mr. LEW. I totally agree with you, Senator. 
The CHAIRMAN. We are doing it. But anyway, this administration 

was dragging its heels at best. 
Mr. LEW. I was on the side of the administration pushing for it, 

so I am glad you—— 
The CHAIRMAN. I appreciate that very much. Also, recently, when 

I was in Europe, I was very heartened to see the degree to which 
European countries want to pursue a trade agreement with the 
U.S. I might also add that TPA is a good opportunity to write a 
kind of trade authority with some provisions in it that would move 
us into the 21st century, move us forward, rather than just the old 
standard, garden-variety TPA. So, there are lots of opportunities 
here. Lots of opportunities here. I know you agree. 

I would say that I know you are going to pursue them all, but 
I just urge also that you work mightily to find ways for both ends 
of Pennsylvania Avenue to work together. It is not just the Con-
gress, it is both ends of Pennsylvania Avenue, because that is the 
way our Founding Fathers set this arrangement up. We just have 
to make it work. 

Mr. LEW. I look forward, if confirmed, to doing that with you, sir. 
The CHAIRMAN. Thank you. I wish you great luck. I mean, this 

is a tough job. I mean, Albert Gallatin said it was, and I agree with 
him. Good luck. 

Mr. LEW. Thank you, Senator. 
The CHAIRMAN. The hearing is adjourned. 
[Whereupon, at 1:27 p.m., the hearing was adjourned.] 
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