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· Good morning.  It is a pleasure to speak at the 16th Annual Conference of Montreal.  I will use this opportunity to discuss progress in the economic recovery in the U.S. so far, the actions the Obama Administration has taken -- and is pursuing -- to strengthen the recovery, and the essential role of private businesses in continuing the recovery.  

· A year and a half ago when I joined the Treasury Department, the unemployment rate was rising sharply, the housing market downturn was entering its fourth year, credit markets were severely impaired and the economy was contracting at its fastest pace in 30 years. 


· Three Administration policies, along with the extraordinary actions of the Federal Reserve Board, have been instrumental in pushing the economy into recovery –  the Recovery Act, the Financial Stability Plan, and efforts to strengthen the housing market.  
· After contracting for four consecutive quarters, the U.S. economy has expanded for three quarters in a row.  Housing prices, home sales, and housing starts have shown signs of stabilizing.  And employment has expanded for five months in a row, with almost 500,000 private sector jobs added so far this year.  

· Financial markets have also improved.  The VIX – the equity market “fear” index – has come down sharply, and, although rising recently, is still only about half as high as its October 2008 peak.  Even though equity markets have slipped since the beginning of May they are still up more than 60 percent from their March 2009 lows.  

· These positive developments are, in large part, a result of the policy actions that I mentioned.  The nonpartisan CBO, for example, has estimated that the Recovery Act alone has increased the number of people employed by between 1.2 and 2.8 million.

· Importantly, we are seeing signs that the medicine the government applied to rescue the financial system and jump start the economy is -- slowly but surely -- enabling the private sector to stand on its own two feet, thereby facilitating the natural process of business cycle recovery and growth.  For example, increased inventory investment and job growth are leading to higher incomes, which in turn are bolstering consumption and increasing the demand for the goods and services that businesses produce.  

· To ensure that the recovery continues and that businesses continue to expand employment, the President has supported a payroll tax cut for businesses that hire new workers, which took effect in March of this year.  The Administration is also working with Congress to create a Small Business Lending Fund to incentivize banks to increase the amount of credit they extend to small businesses.  And the Administration is working with Congress to extend unemployment benefits.  I should also mention that the Administration continues to implement the Recovery Act – this summer will see the highest level of Recovery Act project activity yet.  

· The deep economic slide and the cost of programs to counteract it have caused the federal budget deficit to jump.  We expect the deficit to widen to $1.6 trillion (10.6 percent of GDP) in FY2010.  

· To break the back of the deep recession, we, along with the previous Administration, have had to create new programs and take unprecedented actions that have made many concerned about the growth of government. 

· We are well aware of these concerns.  No one in the Administration came to Washington with the goal of intruding on the private sector, or supplanting the functions that the private sector performs best.  Government was forced to expand because the economic crisis and panic were dragging private-sector economic activity down at an alarming rate.  
· President Obama has said that he is an “ardent believer in the free market.” More importantly, his actions support this statement.  Only private businesses can create jobs at the rate that the U.S. requires for our growing workforce.  Government can create the conditions that support private-sector job growth and wealth creation, but we recognize that it is up to the private sector to develop new products, compete for business, hire workers, and ultimately create prosperity.  

· The President has made clear that he believes “[g]overnment has a vital, if limited, role to play in fostering sustained economic growth and creating the foundations for [businesses] to succeed.”  He emphasized three areas where the government has historically done so.  

· First, government has set up the basic rules of the marketplace – from the enforcement of contracts to food and drug safety regulations.  It is clear from the recent financial crisis that our financial regulations need to be reformed to be appropriate for a 21st Century financial system.  

· Second, government has invested in “public goods,” such as national defense.  The public goods of a modern economy also include its infrastructure – from roads and ports to the railways and highways that enable commerce and spur development.  Government also has invested in the basic research that exponentially raised agricultural crop yields and led to the development of the Internet.  As a professor, I should also mention that government invests in the human capital of the population.  

· And finally, modern governments have provided a social safety net to guarantee a basic level of security for all citizens. The availability of a safety net supports the economy, rather than detracts from it.  For example, research has found that countries with a stronger safety net are more open to international trade.  This makes sense because a safety net, such as an efficient Unemployment Insurance system or access to universal health insurance, assists people in making a transition from declining sectors to expanding ones, and makes change less intimidating.  

· The U.S. economy is healing, but considerable uncertainty exists in the world economy.  I have emphasized the President’s view of the role of government because there should be no uncertainty that the President’s initiatives are based on a clear understanding of the limited but constructive role of government.  Businesses and consumers should have confidence that the recovery will continue and that the scale of government will recede as the economy strengthens.  The Office of Management and Budget estimates that anticipated economic growth between now and 2012, and the phasing out of Recovery Act measures, will bring the deficit down from 10.6 percent of GDP to around 5 percent of GDP.  Policy actions that the President has proposed will bring it down further.  

· Although we live in an age when every wiggle in every statistic – no matter how imprecise and volatile - is dissected and debated on television in real time, the U.S. economy is moving in the right direction, spurred on by the actions the government has taken.  So far, the economy’s performance has been as good as or better than what the Administration projected in our last Budget forecast.  
· But it is even more important for the business community to be confident that the U.S. economy is moving in the right direction, because business confidence is key to continued recovery.  Self-fulfilling prophecies can become all too real in economics. As John Maynard Keynes wrote in the General Theory, “economic prosperity is excessively dependent on a political and social atmosphere which is congenial to the average business man [or woman].  If the fear of … a New Deal depresses enterprise, this need not be the result either of a reasonable calculation or of a plot with political intent—it is the mere consequence of upsetting the delicate balance of spontaneous optimism.” 

· Although recoveries do not move in straight lines, I think one should be optimistic that the U.S. economy will continue to recover, and that the Administration is focused on building a new foundation for economic prosperity that recognizes and appreciates the limited role that government can perform in fostering private-sector job growth and wealth creation.  


