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CHAI RMAN EVANS: It is now 10 o' cl ock. I
would Ii ke to convene the House Appropriations
Comm tt ee.

Today we have G obal Insight before us to
talk a little bit, obviously, about the econony and

the future of the Commonweal th of Pennsyl vani a.

So what | will do is |let you give us some of
your thoughts, and then we will get right into some
guesti ons.

MR. DI FFLEY: Good morning, everyone. Thank
you, Chairman Evans.

As per your request---

CHAI RMAN EVANS: Can you introduce yourself
for the record, so we know?

MR. DI FFLEY: Sure. Janmes Diffley. | ' m the
Group Managing Director, U.S. Regional Services, at
Gl obal Insight, Inc., |ocated near Phil adel phia in
Eddyst one, PA.

As per your request, | did not prepare
extensi ve opening coments. Il will, | guess, take
Chai rman Evans's suggestion, though, and give a brief
overvi ew.

Certainly the U. S. economy, in particular,
has taken a turn for the worst in the |ast few

mont hs. We had expected for at |east the |last 6
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mont hs that the first half of 2008, this year, would
exhi bit very slow growth, hardly any growth at all i
the U S. The first half of this year, of course,
coincides with the |last half of your current fiscal
year. But by the second half of the year, again
coinciding with your fiscal year '09, the econony
woul d pick up again.

We are in for a slowdown, primarily caused
by the very deep recession in housing and the
extension of that in the last 6 nonths to a credit
crunch that has affected in some way virtually all
sectors of the econony.

We now believe, based on recent data through
January, that it is likely that the econonmy wil
actually exhibit a recession, a mld recession to be
sure, but a recession is defined by negative growth,
very slight negative growth, in the first half of
2008.

It is not a |arge change in our forecast
out | ook, because we already anticipated very slow
growth in the first half anyway, but we now think
that there's a good chance, better than a 50-percent
chance, that it will be in fact slightly negati ve.

By the second half of the year, again, the

first part of your fiscal year '09, the econony

n
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should be on the upswi ng again, in |arge part hel ped
by very aggressive action by the Federal Reserve and
monetary policy and al so very aggressive and timely
action, on the fiscal side, by Congress and the
President to get a stinulus package to consuners

t hat, because of the lags in governnment

i mpl ementation, tax rebates, et cetera, wll take
about until late, very late in the second quarter and
t he beginning of the third quarter to actually work
its way into spending in the economny.

Briefly on Pennsylvania, Pennsylvania, as
it has in past recessions and as it did in the nmost
recent business cycle, has more nmoderate swi ngs, has
had more moderate swings in the economny. It sl owed
down |l ess in 2007 than nost of the rest of the
country, than a lot of the rest of the country,
| argely because whil e Pennsylvania did have a bit of
a housing boom certainly in the eastern part of the
State, it nowhere near had the overexuberance in
housi ng and t he housi ng bubble that many regions of
the country did in the northeast, the southeast, the
sout hwest, and the West Coast in particul ar.

So the turnaround, the dramatic negative
turnaround in housing does not have as negative an

i mpact on Pennsylvania. W think this carries
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t hrough into the first half of 2008, that while
Pennsylvania will slow with the rest of the country,
as it naturally must, it will not slow by as much as
the rest of the country.

Pennsyl vania is also aided by the one strong
part in the U S. economy, and that is exports, and
that is, as you no doubt know, due to the very weak
dol l ar, but that aids exporters, and in Pennsyl vani a,
manuf acturing continues to be a strong exporting
St ate.

So with that, I will take any questions you
have.

CHAI RMAN EVANS: Thank you very nuch.

| would like to spend a little bit of time
tal ki ng about econom c stimulus, because the Governor
proposed an econom ¢ stinulus program here. | don't
know if you are aware of it. He tal ked about a
coupl e of things.

He tal ked about directly putting noney in
t he hands of 475,000 working famlies. It could go
up to $400 with kids.

Secondly, he tal ked about accel erating
something called the redevel opment assi stance in
terms of projects that are shovel ready between here

and December.
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He tal ked about increasing the job tax
credit program from $1, 000 to $3, 000.

He tal ked about accel erating noney on
buil di ng bridges, infrastructure, and that was al nost
2, 3 weeks ago that he tal ked about those things to
us as a General Assenbly.

You brought up Washi ngton, DC, when you
t al ked about how quickly they nove. You tal ked about
Federal Reserve policy, you tal ked about fiscal
policy, those things, and how quickly they have
moved. And then you said that this slowdown has conme
about because of housing, the credit crunch, is what
you have basically tal ked about where we are. And
then you said we are somewhat in a mld recession.
That is kind of basically what you have said.

G ve me, if you can, and | don't know if you
| ooked at the Governor's econom c stimulus program,
if you have or you have not, talk about what you
t hink principally Governor Rendell is trying to do in
terms of his econom c stinulus program piggybacking
in on the Feds. Can you give me some reaction to
t hat ?

MR. DI FFLEY: Sur e. | am aware generally of
t he Governor's proposals and particularly the $400 or

so of assistance to |low-inconme working famlies.
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The inportant thing in a short-term stimul us
package, all right, is to -- and | think this was
acconplished largely by the U. S. Congress, also
accompli shed by Governor Rendell's proposal -- is to
get noney quickly into the hands of people who wil
spend it, because the tenporary recessionary
conditions in the economy are due to a |ack of
demand, all right?

When tax rebates, tax cuts, et cetera, are

realized in the econony, different groups have

different propensities to spend that right away. | f
t hey save -- for instance, a tax rebate goes to
somebody who will save the nmoney -- that is good for

them of course, but it is not a stimulus to the
economny. If it goes instead to somebody who wil
spend the nmoney i mmedi ately, and we econom sts
beli eve, both at the Federal |evel and it applies to
Pennsyl vani a, that generally | ower-income people have
a larger, higher propensity to spend. That is, they
will spend nmore of the i mmediate rebate they get.
That is a direct infusion into the |ocal econony.
Now, obviously it is a nationwi de problemto
t he extent that Governor Rendell's rebates are spent
| ocal ly. It is a direct benefit with multiplier

i mpacts to the local econonmy of the individuals who
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are spendi ng.

CHAI RMAN EVANS: The aspect of
infrastructure, bridges, things of that nature, as
you know, obviously you know about the M nnesota
situation that we had.

MR. DI FFLEY: Sur e.

CHAlI RMAN EVANS: There are a | ot of problens
with our bridges that he was tal king about. MWhat is
your view on the infrastructure aspect as part of
t hat equation?

MR. DI FFLEY: Long term of course,
infrastructure is a very inmportant problemin the
U.S., a very inmportant problemin Pennsyl vani a.
have enphasi zed over the past that particularly the
Nort heast and M dwestern sections of the country are
at a disadvantage in terms of deteriorating
infrastructure, and for |long-term econom c
conmpetitiveness, that should be addressed, and it
woul d be a very wi se investnent that States and
regions and |l ocalities make.

But for a short-term inpul se, again,
government spending adds to demand in the econony,
creates jobs and construction work. As you know, due
to the housing bust, there are now a | ot of

construction workers. | nfrastructure prograns
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address that. And it does have, to the extent that
you just mentioned shovel -ready sites, | don't know
the details of the program but noney that can be
spent i mmedi ately has i mmedi ate positive inmpacts on
t he econony, again with nultiplier impacts, as those
peopl e who are paid inconme or fees then spend it

t henmsel ves and on and on.

CHAI RMAN EVANS: In this General Assenbly,
we al ways have a constant debate over the issue of
tax cuts, you know, in ternms of the effects of a tax
cut.

Obvi ously we have in our Rainy Day Fund
something like $700 mllion. That is currently what
we have in our Rainy Day Fund. It is forecast that
the revenue picture will maybe be in the ball park of
$500 mlIlion, and we constantly have a debate about
t he reduction of our personal income tax, and that is
al ways the question of, you know, is it a question of
rebates or is it a question of tax cuts or is it
both? Is it either/or? 1Is it an either/or
proposition or is it one versus the other?

MR. DI FFLEY: Well, as a longer term
conmpetitiveness issue per se, tax cuts are inmportant
and significant, of course.

In a medium to |long-term analysis, the
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i mpacts of a rebate and a tax cut are pretty much
identical, but in terms of a short-term sti mulus,
when the econonmy is, as it is now, we believe in the
first half of 2008 in particular, hurting, a rebate
is actually nmore effective in pushing the nmoney out
into the demand system more qui ckly.

CHAI RMAN EVANS: Okay.

Chai rman Mario Civera.

CHAI RMAN CI VERA: Thank you, M. Chairman.

Good norning, and thank you.

It was stated in the Governor's budget that
t he enpl oyment growth in the Commonweal th during 2007
ranked 33rd among the 50 States. This inprovement in
Pennsyl vania typically ranked 40th or below in
enpl oyee growth in prior years. And when | | ook at
this chart that we have here, that Pennsylvania ranks
46t h, and based on the prograns that the Governor has
put in his budget, the stimulus programs over the
years, could you tell me why we are at 46th on this
chart here? Could you give me an idea why, because
with all the prograns that the Governor has put in
his previous budgets, this budget, the forecasters
show that we will be at nunber 46 as far as in job
growt h.

MR. DI FFLEY: It is a reflection, the | ow
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performance of Pennsylvania relative to other States,
is largely a reflection of | ow demographic growth,

t hat popul ation growth is barely positive, |abor

force growth is barely positive, so that--- And this
is an affliction, if you will, of much of the
Nort heast and M dwest. Pennsyl vania actually is

running very slow in terms of popul ation growth for
demogr aphi c reasons. So in our longer termand in
any |l onger term forecasting, that is, you know, a
driving factor.

If you | ook at performance indicators such
as per capita income growth, Pennsylvania ranks nuch
better. In other words, it is a question of a slower
growth economnmy certainly relative to the areas of the
Sun Belt, which continue to attract m gration and
movement and have younger popul ations with higher
birthrates and the |ike and attract business.

So income-wi se and per-capita-wise, in terms
of growth, Pennsylvania is not perform ng nearly as
bad as those indicators indicate. However, given the
demogr aphi cs, Pennsylvania's performance is going to
rank in the |lower 10 consistently.

CHAI RMAN CI VERA: So if a corporate---

MR. DI FFLEY: And we don't see that turning

around.
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CHAI RMAN CI VERA: If a major corporate
company | ooks at this chart---

MR. DI FFLEY: Yeah.

CHAI RMAN CI VERA: ---and sees us at 46th,
t he answer that you just answered me would resolve

that from they would then overl ook that and say,

"Well, you know what? Pennsylvania is not a bad
idea." |Is that what you are saying? | mean, how do
you- - -

MR. DI FFLEY: They coul d- - -

CHAI RMAN CI VERA: Once those nunbers get out
there -- and | don't mean to interrupt -- once those
nunbers get into the corporate sector or any kind of
busi ness m nd, we are on the downsw ng, and what nmny
point is is that over the budgets that we have
passed, the progranms that we have added into the
previ ous budgets, | do not believe that we should be
t here.

| understand what you are saying about the
demogr aphi cs and what goes on in the Northeast
corridor, but that has me--- Because we are not only
conpeting with the South, we are conpeting in a
gl obal situation. We are conpeting with different
countries now.

So that bothers me, because ny take on this
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is the investment that we have put in our previous

budgets, we should not be at that nunber. But you

are saying that because of the demographics and the

way it swings, that is why it |eads into that
di rection. | s that what you are saying?

MR. DI FFLEY: That is correct; that is
correct. And | must say that for the |last few years,

Pennsyl vania on those grounds has overperformed,

out performed, what the demographics would seemto

have dict at ed.

One thing that corporations in terms of

busi ness | ocation are |ooking for, very importantly,

is workforce availability, all right? And a quality

wor kforce is one thing, and that Pennsylvania is

relatively in good shape in, the Phil adel phia area

and the Pittsburgh area in particular.

But in ternms of a vast number of young

peopl e entering the | abor market, we, Pennsyl vani a,

are at a di sadvantage, to be sure.

CHAI RMAN CI VERA: Thank you, M. Chairman.

CHAI RMAN EVANS: Representative Dan Frankel.

REPRESENTATI VE FRANKEL: Thank you, M.

Chai r man.
Good morning. Welcome back.

MR. DI FFLEY: Good morning. Thank you.
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REPRESENTATI VE FRANKEL: We are readi ng and
experiencing here in Pennsylvania also some
chall enges within the student | oan busi ness because
of the capital markets---

MR. DI FFLEY: Yes.

REPRESENTATI VE FRANKEL: ---and it is, in
many instances, a little difficult to get our hands
around this problem There is a neeting today, a
summt meeting today, of our facility, PHEAA, the
Pennsyl vani a Hi gher Education Assistance Agency, and
the many chal |l enges facing it.

What is going on in the capital markets,
particularly with respect to, and this is a national
problem that is creating this pressure, particularly
in the student | oan business?

MR. DI FFLEY: This has been the problemin
the last, really since August, in the |last 6 nonths,
with the depths of the exposure that the banking
system had to the subprime nmortgage crisis.

The Federal Reserve was unprepared for it.
They didn't understand how nuch exposure the banks
had, not only to subprime but the exotic vehicles
t hey had set up, and once this type of credit
guestion enters the market where, one, you know, if

have a subprime nmortgage in my portfolio, right, and
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t hey are tanking, well, the other |enders to ne,
peopl e who hold my assets, are now questioning nmy
viability, and simlar to them <chain to chain to
chain, and all other or many other credit instrunments
are caught up in that |oop, student |oans being one
of them So it all stemmed from that | arge contagion
in credit markets.

There is now a very high pricing on risk,
whereas prior to |ast year, there was probably an
underpricing of risk by financial markets. W are
| ooking for the credit situation to shake out by the
second half of the year, and have been, but there are
many nmore stones to be unturned, if you will.

You have heard about the auction rate
securities markets; you have heard about bond
i nsurance firms being exposed and the |ike. It is
all part of one large |inked, very intensively I|inked
set of borrow ng-and-|ending rel ationshi ps,
debit-and-credit relationships, within the banking
system

REPRESENTATI VE FRANKEL: Thank you, M.
Chai r man.

CHAI RMAN EVANS: Representative Brian Ellis.

Do you feel much better today?

REPRESENTATI VE ELLI S: Yes, M. Chairman, |
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feel much better today. Thank you.

Thank you for comng to testify today. I
have been in the Legislature for 3 years, and during
that 3 years we saw the capital stock and franchise
t ax being phased out.

Originally, you know, back in '91 we were at
.13 mlls; we are at 2.89 right now. How does t hat
conmpare to other States?

MR. DI FFLEY: One of the long-term
di sadvant ages Pennsyl vania has in terms of business
tax competitiveness and conpetitiveness overall has

been the existence of that franchise tax. Only a few

States still have such a beef. So it has been an
i mportant aspect of policies for the last, | guess,
three adm ni strations at | east, at |least two that |'m

sure of, to dimnish the burden of that tax, and it
has been and it is inmportant. | think the business
community realizes that it is on its way out. I
think it is scheduled to be gone by 2010 or '117?

REPRESENTATI VE ELLI S: Yeah.

Well, interestingly enough, the Governor
this year chose to slow down the phase-out of it in
his proposal to the 2.49, which would actually be a
32-percent increase on the taxes that the businesses

were anticipating paying this year. So obviously
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that is going to be an area for debate, | think, as
we get into the budget season certainly.

What do you think as far as even at a | ower
rate of 2.49 versus the 1.89 it was supposed to be?
s that still deterring businesses from making
| ong-term decisions to cone to Pennsyl vani a?

MR. DI FFLEY: No. | think as | ong as
busi nesses are convinced that the tax is ultimtely
and relatively quickly to be elim nated under some
schedul e, that they take that into account, and |
think it continues to be a positive.

REPRESENTATI VE ELLI S: So- - -

MR. DI FFLEY: It would be a concern to
busi ness, for instance, if they heard that the whole
scal e of reductions was being stopped, and that, it
is my understanding, is not occurring, right?

REPRESENTATI VE ELLI S: Yeah. | mean, we are
still scheduled for, you know, the year 2011 and
thereafter with the sl owdown.

But you know what? | have heard from a | ot
of people in the business conmmunity that they are
concerned that we are going to slow it down this year
and continue to slow it down and then keep it
forever.

MR. DI FFLEY: Well ---
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REPRESENTATI VE ELLI S: That,

obviously in

your opinion, would be a very bad policy decision for

Pennsyl vania to make?

MR. DI FFLEY: Ri ght .

REPRESENTATI VE ELLI S: Okay.

Thank you very much, M.

Chai r man.

CHAI RMAN EVANS: Representative Mario

Scavel | o.
REPRESENTATI VE SCAVELLO:

Thank you, M. Chairman,

Just

in time.

and good norni ng.

I n your nost recent forecast of

economy, you had said it was, for

and the first quarter of 2008, .
earlier you said that they wil
now respectively?

MR. DI FFLEY: Ri ght .

REPRESENTATI VE SCAVELLO:

04 and

t he U. S.

t he second quarter

.05, and then

be negative nunbers

Gl obal 1 nsi ght

produces a baseline forecast, an alternative

forecast, and in your February baseline forecast, you

gave a real gross State product

increasing by 1.4 in

2008 and 2.2 in 20009. Are those nunmbers still about

where you expect to be?

MR. DI FFLEY: We have in our---

1.4 in 2008---

REPRESENTATI VE SCAVELLO:

' 08,

You sai d

and 2.2 in
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20009.

MR. DI FFLEY: Our current forecast, baseline
forecast, for a GSP is 1.3.

REPRESENTATI VE SCAVELLO: 1. 3.

MR. DI FFLEY: So there's a slight revision
t here.

REPRESENTATI VE SCAVELLO: Okay.

The Governor uses a forecast to growto 2.7
for 2008 and 3.7 for 2009 in preparing the revenue
estimates included in his budget, and | ooking at your
alternative forecast entitled "Touch and Go," which
is the optimstic scenario portraying renewed
strength in the econony, | noticed that the gross
State product rose, in that scenario, in 2008 is
esti mated about 2.2 and 3.0 in 2009. These
optimstic forecasts are significantly below the
forecasts used by the Governor in preparing his
budget .

That being said, how would you characterize

the forecast scenario that the Governor is using for

his budget?
MR. DI FFLEY: Well, it is slightly nmore
optim stic than our current scenario. | did,

however, check the publication, the budget

publications fromthe Governor in terms of enployment
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and in terms of personal income, and the differences
are within just a couple of tenths of a percent in
t hose i nmportant issues and indicators.

REPRESENTATI VE SCAVELLO: Yeah, but the
overall forecast in growth is a half a percent for
2008 and .7 percent more for 2009. Wuld you say
that is highly unlikely, or are you saying that it
possi bly can be those nunbers?

MR. DI FFLEY: Oh, it could be those nunbers,
and | believe those numbers are derived from you
menti oned alternative scenarios that we provide,

Gl obal Insight provides on the U. S. level and the
State level, and | believe they are in fact nore
optimstic scenarios. So | think we assign about a
25-percent probability on those scenari os.

REPRESENTATI VE SCAVELLO: On that 2.2 and
the 3.07?

MR. DI FFLEY: Ri ght .

REPRESENTATI VE SCAVELLO: Okay. Thank you

CHAI RMAN EVANS: | would like to follow up a
little bit---

MR. DI FFLEY: Also could I follow up on
t hat ?

The other inmportant point is there's a big

difference in the projections that occur now in the
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first half of 2008. So in ternms of the fiscal year
forecasting, fiscal '08-'09, the nunmbers are far nore
simlar.

CHAI RMAN EVANS: Couldn't that also be---
want to follow up a little bit on that.

Couldn't that also be why the Governor was
suggesting, he used the termcalled "protecting
Pennsyl vani a's progress,"” and he has tal ked about the
el ement of using an econom c stimulus to, you know,
augment the econonmy a little bit, you know, put noney
in people's pocket and accel erate constructi on,

t hi ngs of that nature. Couldn't it be, when you said
there is only a very small percentage difference in
what the gentleman was expressing versus the
Governor, couldn't he be trying to ensure that, you
know, we get that kind of growth by using the
econom ¢ stimulus?

REPRESENTATI VE SCAVELLO: M. Chair man,
could I finish up also?

CHAI RMAN EVANS: Excuse ne.

REPRESENTATI VE SCAVELLO: Okay; go ahead.

CHAI RMAN EVANS: Excuse nme; | was just
foll owing up on your question.

Go ahead.

MR. DI FFLEY: | ' m sure he is. | don't know
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t hat they are making an assumption that those
stimul us packages have a noticeable result in the

f orecast. | think they are taking our forecast as
given and also providing a stimulus on top of that.

CHAI RMAN EVANS: But the stinulus in
conjunction with the Federal stimulus, too -- both.

MR. DI FFLEY: Oh, it's inportant.

CHAI RMAN EVANS: Yeah.

MR. DI FFLEY: It is definitely a positive.

CHAI RMAN EVANS: Yeah; trying to use both as
wel | . Ri ght .

MR. DI FFLEY: We think that the Federal
stimulus, which is more than the size of the rebates
comng in the mddle of this year, is nore than 1
percent of gross domestic product, for instance, so
there's a significant anmount.

CHAI RMAN EVANS: Okay.

Representative Scavell o.

REPRESENTATI VE SCAVELLO: First, just to go
back, you know, you were projecting first .04 and now
you are projecting a negative nunber for 2008, so is
it---

MR. DI FFLEY: Are you speaking for the U S.?

REPRESENTATI VE SCAVELLO: For the U. S.

economy, correct? And then your baseline forecast
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you said for 2008 is 2.2. Are you saying that that
is going to be even | ower now, because you are
starting out the year | ower.

MR. DI FFLEY: Our U.S. projection for GDP

for the year is, | believe -- I'Il give you the right
number here in a noment -- it is 1.3 or 1.4, |
bel i eve.

REPRESENTATI VE SCAVELLO: Yes; about 1.4,
correct.

MR. DI FFLEY: You got that; okay.

REPRESENTATI VE SCAVELLO: In 2008, and 2.2
in 20009. So is that 1.4 number, are you going to
downsi ze that number or do you think you are going to

recapture that after the second quarter, because you

are-- -

MR. DI FFLEY: No, we're not going to do
t hat . | don't know what you mean by downsi ze that
number .

REPRESENTATI VE SCAVELLO: That is your
number .

MR. DI FFLEY: That is already occurring.
Over the | ast couple of months, if you
foll owed this, as some of you have, we have | owered
our forecast projections, as others have, and as you

noti ced, the Federal Reserve announced it yesterday
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and ot hers did.

REPRESENTATI VE SCAVELLO: Yes.

MR. DI FFLEY: And they are, by the way,
hi gher than our nunbers right now.

So that is, we think, a solid nunber. W
don't expect to be |lowering that any further.

REPRESENTATI VE SCAVELLO: The difference
bet ween yours and the Governor's projection, in
dollars, what is that? For exanple, for 2008, you
are saying 2.2 and the Governor is saying 2.7. That
half a percent, in dollars, what are we talKking
about ?

MR. DI FFLEY: You are tal king about gross
State product growth?

REPRESENTATI VE SCAVELLO: Yeah.

MR. DI FFLEY: Well, to do the math, if you
want, gross State product for Pennsylvania is about
half a trillion dollars, $500 billion.

REPRESENTATI VE SCAVELLO: So how many
mllion are we--- What is it, about 20---

MR. DI FFLEY: | hesitate to be put on the
spot and do that sinmple calcul ation.

REPRESENTATI VE SCAVELLO: Yeah. It's a | ot
of money.

MR. DI FFLEY: Yeah.
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REPRESENTATI VE SCAVELLO: Okay. Thank you

CHAI RMAN EVANS: Representati ve Jake
Wheat | ey.

REPRESENTATI VE WHEATLEY: Good nmor ni ng. "' m
over here.

MR. DI FFLEY: Good mor ni ng.

REPRESENTATI VE WHEATLEY: How are you doi ng?

MR. DI FFLEY: Gr eat .

REPRESENTATI VE WHEATLEY: Thank you, M.
Chai r man.

Last year you came before us and | asked you
a question around trying to get a better sense
geogr aphically and denographically how our
Commonweal th economy and the future | ooks as it
relates to various different popul ations of people,
and | always say whenever we have these broad
conversations, it is hard to really as a policymker
know i f what we are doing is working, because you can
say that right now our econony seens to be sound and
secure conpared to the nation, but there are
i ndi viduals inside of this Commonweal th, in
popul ati ons and pockets inside of this Commonwealth,
t hat are not doing so well no matter how you conpare
them And we have seen with the catastrophe of

Katrina that many times we have poor and poor
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i ndi vi dual s around our cities and places that really
are not prepared to live a quality life.

So when | | ook at this unenmpl oyment rate,
can you tell me, | don't know if you have it or not,
but can you share with me what it |ooks Iike for an
Af ri can- American across the Conmmonweal th or a Latino
across the Commonweal th conmpared to this 4.7, | guess

is what you are projecting?

MR. DI FFLEY: | don't have the exact figures
in front of me. | can tell you it is probably
doubl e- - -

REPRESENTATI VE WHEATLEY: It is probably
doubl e.

MR. DI FFLEY: ---for an African-American.

| will let you know, if you have not seen it
-- | know Chai rman Evans has -- for instance, we did

a report during the fall of 2007 for the Urban League
of Phil adel phia that they published in a publication
we provided the statistics for, an analysis called
"The State of Black Phil adel phia," where we
documented the relative condition in Philadel phia
city only of blacks versus whites in the city, and we
came up with a socioeconom c index of equality, if
you will.

REPRESENTATI VE WHEATLEY: Well, | would | ove
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to see one done across the Commonweal th, the state of
bl ack and brown persons across the Commonweal t h. | t
woul d be hel pful, probably, to understand.

MR. DI FFLEY: Yeah, and we have a proposal
to do one also by gender

REPRESENTATI VE WHEATLEY: Well, could you
share with me maybe this income growth that you are
projecting, or | guess it was 6.1 in 2007 and it wil
be 4.5 in 2008. Can you tell me what that | ooks |ike
for persons of color across the Commonwealth? |Is
that the same or is that just a broad---

MR. DI FFLEY: No; that is a broad average.

We do not literally forecast income growth in that
regard. However, it is the case historically; as the
econonmy slows, that there is very often a |ast-in,
first-out movement in the | abor market, and so one
woul d expect that the | ess experienced workers wil

do more poorly than average.

REPRESENTATI VE WHEATLEY: So that | eads ne
to my final question. | guess with the | abor force
nunbers that you are projecting and the industries,
the growth in areas, do you have that broken out to
what that may mean as opportunities for people of
col or across the Comonweal th? | mean, are you

projecting that you will see nore persons of col or
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being able to come into the | abor force market, be it
t hrough the technol ogical arm or through the higher
ed, through the educational fields or health fields?
Are you projecting those nunmbers?

MR. DI FFLEY: | think generally, | am not
projecting numbers on a quantitative basis, but |
think generally it is the case. The tight | abor
mar ket conditions in Pennsylvania, that is, a
sl ow-growi ng | abor force, bodes well for those
persons of color who are in conmpetition for jobs,
yes.

REPRESENTATI VE WHEATLEY: You say bodes
wel |, and why would you say it bodes well for then?

MR. DI FFLEY: In the sense that there is
| ess conpetition for those jobs.

REPRESENTATI VE WHEATLEY: Oh, okay.

MR. DI FFLEY: Enmpl oyers need to come to
them they need to broaden their horizons, and with
sufficient skill training and the |ike and skil
acquisition, there can be a prosperous future.

REPRESENTATI VE WHEATLEY: Well, and again |
will just make this caveat to you as you come before
us in future years, if you would provide some of
t hose things. It would be helpful to me as a member

of this commttee just to make sure the things that
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we are pushing for have broad range inplications for
all of our citizens in Pennsylvania, and so we can
tell the story of all of our citizens as well as the
broader story of how we are doing overall.

Thank you, M. Chairman. Thank you.

MR. DI FFLEY: Poi nt well taken.

CHAI RMAN EVANS: Representati ve Barrar.

REPRESENTATI VE BARRAR: Thank you, M.
Chai r man.

| have a question to follow up on the $400
rebate that we had been discussing earlier.

The Adm nistration is suggesting that the
rebate could possibly have a 6- to 8-percent
mul tiplying effect on the return of noney to the
Commonweal th in the short term  Wuld you agree with
t hat ?

MR. DI FFLEY: | have not done the numbers as
to what the quantitative |level of the nmultiplier
woul d be. | mean, normally the way a nultiplier |ike
that works is if | spend $100, if |I'm one of the
reci pients and I spend $100, the person |I'm paying in
some way, say a l|local restaurant, turns around and
spends, say, $80, all right? Say they save sone or
what ever, or sonme of it goes out of State for

supplies or something like that. When they spend the
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$80, the next person m ght spend $60, and dependi ng
upon that deterioration, you get a multiple of some
fraction, which is actually, for those of you who
remenber introductory macroeconomcs, it is 1 divided
by 1 m nus the marginal propensity to consune in the
St ate.

So | don't have a good estimte of that. | t
relies on, of course, resources being avail abl e,
which is what happens in a mld recession, et cetera,
and relies on spending being in State or in the
locality.

REPRESENTATI VE BARRAR: | know ot her States
t hat do- - -

MR. DI FFLEY: But there is a nmultiplier, to
be sure.

REPRESENTATI VE BARRAR: But | would think
that a 6 to 8 tinmes nultiplier is a little bit of a
stretch at this point, especially when you are
targeting Pennsylvania' s | owest income famlies at
this point. Can you really sit there and say that?

MR. DI FFLEY: Well, again, the key, by the
way- - -

REPRESENTATI VE BARRAR: What areas woul d you
suggest that m ght be---

MR. DI FFLEY: The key, by the way, about the
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| owest income famlies, again, is to get that sort

first round of spending as high as possible. I n

of

ot her words, they don't save anything and they spend

it locally. So that increase is what the multiplier

woul d be.

Again, | do not have a number. ls 6 to 8

too high? You know, | would have guessed 4 to 5
maybe, 3 to 5, if | had to give it off the top of

head.

ny

REPRESENTATI VE BARRAR: | think if you | ook

at the studies that the Adm nistration is citing,

most of them deal with rebates that were, in other

States, that were nmuch broader and also a | ot nore

expensive for the States to give out.

Wth the Federal package being pretty much

very conprehensive and touching a lot nmore famlies

and should have a very positive, short-term effect,

woul dn't the State, wouldn't we be better off | ooking

long termand trying to reduce the overall tax
burden, the income tax rate on all Pennsylvania's
citizens, especially the group we are currently
targeting today that pays no State income taxes?

Woul dn't we be better off | ooking at the

hi gher-income workers and | ooking at reducing their

tax burden, which is, | think, probably what nost

of
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us in this room hear nore than anything, is the tax
burden that is hurting the people of Pennsyl vani a.

MR. DI FFLEY: Well, as | mentioned earlier,
| think if you are trying to address a long-term
problem the tax burden is relatively nmore inportant.
But if you are trying to address a short-term
problem that tax burden is not the thing that is
going to help in 2008 i mmedi ately.

There is a tradeoff, and this is very much
in place at the Federal |evel, where of course this
stimul us package, $150 or $160 billion at the Federal
| evel, adds to the deficit, which by itself is not a
good thing long term but it is aimed at a short-term
probl em | think the Adm nistration is in the sane
boat in terms of balancing a short-term objective
versus a | onger term strategy.

REPRESENTATI VE BARRAR: Il n your report here
you refer to, | think at one point, the recession of
2001. Wk got through that pretty well, pretty
qui ckly, without any type of a rebate or even a tax
reduction program  Would you suggest that we just
stay the course where we are now, just use the rebate
and just stay the course, not raise taxes, not | ower
taxes? Wuld that be a better econom c policy, or

does it make sense to forgo a paynment into the Rainy
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Day Fund where, if your projections are wrong or nost
of the econom sts and it is a |longer termrecession,
we may have to go into that Rainy Day Fund. Does it
make sense to spend it today when we really, | think
most of us here who are somewhat fiscally
conservative, feel that, hey, that is noney we

prom sed the taxpayers we woul d put away every year
and we are going to forgo that payment?

MR. DI FFLEY: First of all, when you refer
to the 2001 recession, you are referring to the | ack
of a State rebate package- - -

REPRESENTATI VE BARRAR: Ri ght .

MR. DI FFLEY: ---because there was one at
t he Federal |evel.

REPRESENTATI VE BARRAR: Ri ght, and we came
t hrough that very quickly.

MR. DI FFLEY: During the Bush
Adm ni stration, right.

You know, | don't have an answer. There is
not a correct answer in ternms of the policy call
t here.

| don't think, you know, Pennsylvania is
fiscally, if you have seen reports com ng out of
California and New Jersey and other States, fiscally

in very good shape conpared to other States in ternms
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of having and being able to deal with the Rainy Day
Fund and relatively | ow debt and the |i ke and not
experiencing the same sort of shortfalls that they
are.

You know, there is not a correct answer to
that. The Rainy Day Fund, there is always a question
of how big a downturn should there be before you dip
into the Rainy Day Fund? What after all is it for?

REPRESENTATI VE BARRAR: Okay.

One | ast question. Maybe the Chairman will
want to answer this one. It is one that Mario
Scavell o wanted to know.

Is it true that Philadel phia is getting nost
of the money on this? No, | amteasing on that one.

Thank you, M. Chairman.

CHAI RMAN EVANS: You turned away fromthe

mke a little bit when you said---

MR. DI FFLEY: " m sorry.
CHAI RMAN EVANS: ---you turned away fromthe
m ke when you said relatively | ow debt. Can you

repeat that again? You said Pennsylvania has
relatively | ow debt?

MR. DI FFLEY: Well, conpared to the States
that are known to be in the problenms with the ratings

agencies, California---
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CHAI RMAN EVANS: That is why | wanted you to
say that directly, because when you turned away a
little bit, I don't know if my coll eague heard- --

MR. DI FFLEY: Oh, okay.

CHAI RMAN EVANS: ---when you said relatively

| ow debt . You said great Rainy Day Fund. You said

t hat, but you said | ow debt. You turned away and
said | ow debt. | wanted to make sure he heard it.
But | want to tell you my theory. | just

told the Chairman. This is my theory about the
rebates.

See, it is really our back-door way of
hel pi ng the Republican small business guy, you know,
somebody who owns a delicatessen, right? You put
t hat hundred dollars in their pocket, and they go buy
t hat corned beef sandw ch, and that is what we are
trying to do.

So we know Republicans control the little
smal | businesses -- you got delicatessens and all
t hose different things. So we figure if we put $100
in an individual's pocket, a Denmocrat, he in return
will go to that Republican small business and buy a
corned beef sandw ch.

MR. DI FFLEY: That is, by the way, the way

it should work in terms of econom cs.
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CHAlI RMAN EVANS: That is the way it should
work, right? | want to do that; yeah.

CHAI RMAN CI VERA: As a Republican small
busi ness man, | need to keep the debt small. We
don't need to catch up with the other States.

CHAI RMAN EVANS: Representati ve Dante
Sant oni .

REPRESENTATI VE SANTONI : Thank you, M.
Chai rman, and good norni ng.

| just have a question. | know that there
are some of us, some of nmy coll eagues, that are
| ooki ng at, you know, cutting across the board
10- percent funding that goes to all of the
departnments, and of course with that goes, you know,
cutting funding for education, cutting funding for
transportation, cutting funding fromthe Depart ment
of Community and Econom c Devel opnent, which provides
funding to bring business in and provides incentives
for businesses to stay and grow in Pennsyl vani a.

My question to you is, when businesses are
| ooking to come into Pennsylvania and they see that
the General Assenbly is sort of willy-nillying
across-the-board tax funding cuts, what do they think
about that?

MR. DI FFLEY: Well, | will point out, and
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obvi ously busi nesses have different favorites in
terms of government spending, but it is inmportant to,
when we tal k about conmpetitiveness of a State, to
understand that if |ow taxes by thenmselves are better
and | ook favorably, but |ow provision of government
services by thenselves are | ooked at unfavorably --

t hi nk about infrastructure, education, for instance,
as obviously ones that depreciate -- that | ow
spendi ng would, that is -- depreciate the

Commonweal th's or a State's conpetitiveness, so you
need to | ook at the whol e package, the spending
package and the tax package, to be sure.

REPRESENTATI VE SANTONI : Thank you. But
aren't targeted cuts a little bit more productive and
what businesses |l ook at a little bit nore favorably
t han just across the board we are just going to cut
everything and forget about the consequences?

MR. DI FFLEY: Well, | don't claimto be a
government cost expert and can't really evaluate the
spending in the State to understand, you know, the
i mplications of targeted versus general cuts.

REPRESENTATI VE SANTONI : Thank you.

Thank you, M. Chairman.

CHAI RMAN EVANS: Representati ve David Reed.

REPRESENTATI VE REED: Thank you, M.
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Chai r man.

My first question is really just a foll owup
to one of your responses to a question that Chairman
Evans posed about the rebate program and | guess
fist off, the "rebate"” termis a little generous; it
is more of a taxpayer paid-for bonus programin
essence.

But when you | ook at the rebate program
your response in comparing permanent tax cuts to a
one-tinme rebate was that in the md- to long-term
prospects for the economy, there was very little
difference, and | was wondering if you could clarify
t hat statement, because a one-time check inports
money into the econonmy one time, whereas a tax cut is
per manent, putting noney into the econony year after
year after year after year after decade, really, so
that stinmulus effect occurs each and every year. How
can that have the same md- to |ong-terminmpact on

the econony?

MR. DI FFLEY: No, | did not mean to inmply
t hat .

The point is that if you conpare the size of
the rebate with the same sized tax cut. So | would

not be thinking of a one-time rebate versus a

conti nual tax cut. The tax cut would be favored over
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the long-term right.

REPRESENTATI VE REED: Okay. Thank you.

My second question would be, in the | ast
coupl e years when we have | ooked at econom c
devel opment spending, stimulus packages, whatever the
termis used on any given year -- we have had a
number of different ternms used to describe it -- nost
of the econom c devel opnment prograns that have come
out of this Adm nistration have focused on gover nment
collecting tax dollars and then redistributing those
tax dollars in the form of checks to individual
conmpani es or individual projects.

In the long term is that a preferable
system for |ong-term econom c prosperity, or is a
more broad based tax-policy approach nore conducive
to producing long-term prosperity?

MR. DI FFLEY: The reality of State and | ocal
fiscal policy or econom c devel opnent policy across
the country in the | ast generation has been novement
and extensive use of these targeted sort of efforts,
you know, directed toward particular industries --
hi gh tech, biotech, et cetera -- and there is sone
|l ogic to that.

Generally, econom sts step back from that

and say, well, governments don't do a very good job
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or we can't expect governments in general -- it is
not a coment about Pennsylvania at all -- to do a
very good job picking winners and |losers in the new
economy, and that it would be better spent if you
took the tax expenditures that take place on those
targeted programs and use that noney to generally
reduce taxes.

REPRESENTATI VE REED: Okay.

My final question deals with the Governor's
estimate of real GDP growth in the first quarter of
2008.

I n his Budget Book, they are | ooking at
about a 1.8-percent GDP growth in the first quarter.
Your estimtes have been a bit |ower than that. I n
fact, you guys have actually | ooked at some negative
numbers, possibly putting us into a mld recession
before we recover in the second half of the fiscal
year.

Have your nunbers changed at all, or do you
believe the Governor's nunbers are accurate, or is he
per haps on the higher end of the optimstic side?

MR. DI FFLEY: Well, as | said, he was on the
hi gher end of our nost current forecast, not by nmuch.

| would be glad to provide you with a direct

compari son of what our current forecast is with what
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t he Governor has forecasted. | don't have those
details right in front of ne. As | mentioned
earlier, | conpared fromthe budget materials the
enpl oyment growth and the income growth, and it was
only a couple tenths of a percent | ower.

| haven't actually seen the GSP nunbers that
we have been tal king about, but | would be glad to
| ay them out, and you can see the exact conpari son.

REPRESENTATI VE REED: Okay. Thank you.

CHAI RMAN EVANS: Let us clarify something
for the record.

You said taxpayers' bonuses. Those 475, 000
peopl e do pay taxes. They pay sales tax; they pay
gas tax. They pay sone taxes. \Whatever they pay,

t hey pay taxes. So, you know, it is only--- And I
think the difference is that you were responding to
t he question that was framed around a recession---

MR. DI FFLEY: Yeah.

CHAI RMAN EVANS: ---specifically the
guestion that was asked to you. You were not asked a
guesti on about the |ong-term aspect of the econony.
So | think if you are going to put a caveat in there,
you put the caveat in there that you were responding
to the econony, the slow growth, and what we could do

based now, no nore different than President Bush who
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| ed the charge to do a $150 billion in our econony.

Even t hough we have the | argest deficit in
the history of America, he is even putting $150
billion inmmedi ately, because one of the basic
principles that he and his Treasury Secretary talked
about was as long as it is principally short term and
not long term because if it was long term then they
shoul d have went for the tax cuts that they have to
be permanent, right?

MR. DI FFLEY: You are correct.

CHAI RMAN EVANS: They shoul d have gone for
t hat .

MR. DI FFLEY: That's right.

CHAI RMAN EVANS: But they didn't choose to
go for that.

MR. DI FFLEY: Ri ght .

CHAI RMAN EVANS: They chose to go for a
short-term narrow period of time. That is what they
chose, correct?

MR. DI FFLEY: And t hat-- -

CHAI RMAN EVANS: So | think it is important
to clarify for when you | eave here, so people wil
not | eave here thinking that there is a difference
between a mld recession and a |long-term

restructuring of the econony. | was not talking
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about that. | was only piggybacking on the
principle. So I am saying we should be clear on what
| said.

Representati ve Kathy Manderi no.

REPRESENTATI VE MANDERI NO: Thank you, and
t hank you very much for being here.

I n your opening remarks you tal ked about how
much of the econom c depression -- | cannot think of
the right word I want to use -- that we are
experiencing nationwi de is due to what has happened
in housing, and | have to admt that | really have a
hard time understanding the problemin housing and
some of the proposed public policy solutions, both at
t he Federal |evel, you know, the Congress Kkind of
tried to pass some sort of homeowners' program I n
Pennsyl vani a yesterday, we heard from or yesterday
or the day before we heard from our Pennsyl vani a
Housi ng Fi nance Agency, which has two very nodest
programs trying to kind of get to the point of
stabilizing fol ks who have beconme most vul nerabl e
because of this.

But what | hope you can help nme understand
is, it seems to me from what | know and what | read,
there are two problems out there. There are folKks

who have got caught, maybe in an uneducated way, in a
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predatory | ending type of situation, and then fol ks
who may have very, you know, maybe you could say that
whil e they may be more educated fol ks, they may not
have used that education wi sely to get caught into
ki nd of fancy products that were no-interest-only
products or inflatable adjustable nortgage rates or
bal | oon payments or whatever.
But when you | ook at that whole spectrum
t hen of folks who are being affected by these
financing mechanisnms in the housi ng market and you
try to |l ook at government policies that would
stabilize that, both for the sake of maybe the famly
and for the sake of the overall health of our
nation's or our State's econony, do you have any
i nsights, observations, or guidance that you can give
to us about what is a sound fiscal public policy?
You know, | mean, | struggle with whether or
not it is my responsibility as a taxpayer to bail out
sonmebody who is being irresponsible with their money
versus the inpact that is going to have on the whole
economy, and my heart would rather protect those
fol ks who kind of were unwittingly drawn into
somet hing through no fault of their own. But |I'm not
quite sure how to distinguish that, and that is just

an individual opinion versus what is a good public
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policy opinion.

MR. DI FFLEY: It a very, very vexing
probl em | think your | ast sentence captured it, in
fact. You said it was individual, but that is
exactly the problem

In order to bail out, I mean, we would Iike
to bail out those who inadvertently are in a position
where suddenly they have got this balloon nortgage
payment com ng up but a very high adjustable reset
t hat they were unprepared for, but in bailing them
out, we are also going to bail out, say, the not so
deserving fol ks who thought they could flip a house
every 6 nonths, all right, and were in it for a quick
buck and | ost some money. Well, that's the way the
mar ket wor ks.

We al so do not want to interfere in forcing,
say, banks to reset or lenders to reset mortgages at
a lower rate. We don't want to interfere with the
future provision of nortgages by the banking system
Some of the things we could do -- and we have avoi ded
this thus far -- would have the perverse effect, for
instance, if you didn't |let mortgage rates go up,
woul d have the perverse effect of decreasing credits
for mortgages in the future, which just deepens the

probl em going forward, and you do not want to do that
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either, and yet on the other hand you do want to help
out deserving people.

Here is the fundanmental problem and we
still don't know the answer to this: How much of an
adjustment will there be in home prices across the
country, across Pennsylvania to be sure? W see
decreases out in home prices actually over the | ast
year in western Pennsylvania, not so nmuch in eastern
Pennsyl vani a where there was in fact a significant
appreciation, but we mght still see an adjustment in
t he Phil adel phia area, for instance, that is
significant, and it is precisely that uncertainty
around the current dynam cs of the housing market.

You all know that nothing is selling now
virtually, right? It has buyers and sellers on both
si des wondering which way they should go. | f prices
come down anot her 10 percent, that puts that many
more people in deep difficulty.

The reason we got caught up -- we, you know,
as a group of people -- got caught up in the bad
mort gages and the |like was this expectation that
prices would continue, home values and equity would
continue rising at 10 and 20 percent per year, and
once that was taken away, you know, the pyram d

col l apsed or whatever, the balloon burst.
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It is a very vexing problemas to how to go
about fixing it. As a result, | think the initial
response by Treasurer Paulson at the U S. |evel was
about the best that could be done, but because it was
l[imted, it was going to have a relatively small
effect. W are still seeing the issue play out.

Very, very vexing. | don't have good
advice, in other words.

REPRESENTATI VE MANDERI NO: So, for exanple,
on the econom c stimulus, meaning getting checks,
actual cash, into folks' hands, we have a nodel,
because we have done that in the past, where we can
ki nd of predict what effect that will have.

MR. DI FFLEY: Correct. Ri ght .

REPRESENTATI VE MANDERI NO: On this housing
stuff, we don't really have the model, so, | nean, is
that--- Have we tried to do something? | nmean, |
don't know in my recollection that we have ever kind
of tried to---

MR. DI FFLEY: Yeah.

REPRESENTATI VE MANDERI NO: | mean, except
for the Feds and their, you know, adjusting the
interest rate, | don't know that we have a historic
framework to | ook back and say, government tried this

way of stabilizing the housing market and it worked
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or it didn't work.

MR. DI FFLEY: You see, the assets involved,
the trillions and trillions of dollars in assets
i nvolved in housing, make it prohibitively expensive
for the government really to do anything. So you
have to be careful, you know, what you advise, and
that is really the crux.

It is not so much that we don't have a model
as we have a nmodel and it tells us to be careful of,
you know, whatever interference we put in the normal
mar ket conditions, even though clearly there has been
mar ket failure at this point.

REPRESENTATI VE MANDERI NO: Thank you

Thank you, M. Chairman.

CHAI RMAN EVANS: Representati ve Fred
Mcl | hatt an.

REPRESENTATI VE Mcl LHATTAN: Thank you, M.
Chai r man.

Now, your projections show the econony
sl owi ng and maybe even going into a mld recession.
You show empl oyment growth very slow, if at any.

MR. DI FFLEY: Ri ght .

REPRESENTATI VE Mcl LHATTAN: Now, the
Governor builds his budget this year, the one he

presented to us, on a projection of a personal incone
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tax increase in the amount there of about 5.2
percent, and he shows the sales tax growth of 3.4
percent. Based upon your projections of what is
going on in the econony, is this growth in the income
tax and in the sales tax going to be there?

MR. DI FFLEY: It seenms to me in |ooking at
it, and you are tal king about the fiscal '08-'09
projections?

REPRESENTATI VE Mcl LHATTAN: Yeah.

MR. DI FFLEY: That | have seen, and | don't
analysis the revenue structure specifically, but
those big tax of sales, income, and | have seen the
corporate tax, look to me to be, if anything,
conservative estimates, all right?

REPRESENTATI VE Mcl LHATTAN: Okay.

MR. DI FFLEY: Even t hough the budget, even
accounting for my slightly | ower baseline economc
growt h, so.

REPRESENTATI VE Mcl LHATTAN: Because you have
the 5-percent growth in personal income revenue and
the 3.4-percent growth in sales tax revenue, in your
opi nion, they are very safe. So is that what you are
telling nme?

MR. DI FFLEY: Ri ght. They don't strike nme

as aggressive. That is correct.
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REPRESENTATI VE Mc| LHATTAN: Okay. Thank

you.

CHAI RMAN EVANS: Representative Bill Keller.

REPRESENTATI VE KELLER: Thank you, Chairman
Evans, and good morning, M. Diffley.

| read a report from Paul F. Richardson

Associ at es. It says that inmports in the United
States will increase 100 percent over the next 10
years.

MR. DI FFLEY: Yes, sir.

REPRESENTATI VE KELLER: And al so that the

manuf acturing that is now based in China will nove
into India. It will follow the cheaper |abor into
| ndi a.

MR. DI FFLEY: Yes.

REPRESENTATI VE KELLER: That opens up the
possibility that to save transportation costs, they
can now ship through the Suez Canal . If it goes
t hrough the Suez Canal, Pennsylvania is perfectly
pl aced to receive a |lot of that new shi pping.

Do you have any numbers on how that would
i mpact econom c devel opment and job growth in
Pennsyl vani a?

MR. DI FFLEY: | don't have any numbers on

t hat, but you are quite correct that the shipping
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t hrough the New York and New Jersey ports has been
very beneficial to northern New Jersey and indeed to
the Allentown area, which serves as a warehouse and
| ogi stical center now and down through York and the
l'i ke. And shipping up through the Baltinore and
Phi | adel phia ports would do so as well, by all neans.

REPRESENTATI VE KELLER: One nore question.

| know everyone tal ks about the brain drain
and that, you know, we follow kids that have coll ege
degrees and most of them have to nove to the Sun Belt
to chase | obs.

MR. DI FFLEY: Ri ght .

REPRESENTATI VE KELLER: But just, | have
been watching locally in Philadel phia. The
st agehands' union is tal king about a very |large group
of apprentices this year. They believe, because of
the filmtax credit, that there are going to be a | ot
of jobs that can't go South, because to make a movi e,
you have to have certain, you know, housing stock and
different areas and different seasons, which they
can't get down Sout h.

Is there anyone following the job growth for
t hose kids, the kids that will take over the
bl ue-collar jobs? W hear a | ot about the brain

drain, but the blue-collar jobs, fromwhat | see,
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have the possibility to expl ode.

MR. DI FFLEY: Agreed, and, you know, if you
talk to the manufacturers, as | did recently in the
Phi | adel phia region, their biggest problemis
shortages of |abor, and we are talking about
hi gh-tech manufacturing jobs, advanced manufacturing.
There is an opportunity there, to be sure.

REPRESENTATI VE KELLER: So things are pretty
good in that area? W have some room for growth in
t he blue-collar area?

MR. DI FFLEY: Yes, we do.

REPRESENTATI VE KELLER: Thank you very nuch.

CHAI RMAN EVANS: Who said Keller only knew
about the port? He also knows about movie stars,

t 00.

Representative Josh Shapiro.

REPRESENTATI VE SHAPI RO: Thank you, M.
Chai r man.

Thank you for your testinony today. | want
to just focus on the issue of health care briefly and
the econom c impact of the uninsured and the soaring
costs of health insurance in the Conmmonwealt h.

We in the House are planning on having a
pretty significant debate on health care comng up in

the next few weeks or months, and the number that the
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Governor uses, the nunber that | have heard, is that
t here are 800, 000 uninsured Pennsyl vani ans that are
pl acing a burden, at the very least, on our hospitals
t hrough receiving their primary health care through
emer gency roomns.

At the same time, we have small businesses
who are either offering | ess generous health
i nsurance plans to their enployees or not offering
health insurance at all because they sinply can't
afford the escalating rates of health insurance.

Anecdotally I'm aware of many exanpl es of
this playing out in Pennsylvania. Can you provide
any enpirical data about how the uninsured and how
t hose wor king who are paying nmore for their health
care is inpacting the Pennsyl vania economy?

MR. DI FFLEY: No, | cannot give any
estimates, | don't have any estimates at ny disposal,
but it is certainly an issue, and it is an issue that
not only Pennsylvania but other States are grappling
wi t h.

The cost of health care is a very inportant
i ssue, not just for individuals but a very costly
factor in the cost of doing business, and States, as
you are well aware, are devising their own prograns

in, | guess in the absence of real Federal




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

56

initiatives in this regard.

It is certainly an inmportant factor, and the
U.S. econonmy will continue to be nore inmportant, nore
and nmore inportant going forward.

REPRESENTATI VE SHAPI RO: But there are no
specific indicators that one could look at? |Is there
any research that can be done to try and put an
enpirical value on the |lack of health insurance or
af fordabl e health insurance?

MR. DI FFLEY: Oh, there is, or should be.
haven't done it or Gl obal Insight has not done it per

se, and | am not aware of quality work, say, done on

Pennsyl vania itself. But it could be done. | mean,
it could be quantified. | don't nmean to imply it
couldn't be. | just would hesitate to put a number

on it nyself.
REPRESENTATI VE SHAPI RC: Okay.
Thank you, M. Chairman.
CHAlI RMAN EVANS: Thank you very much.
Representative John Mers.
REPRESENTATI VE MYERS: Thank you, M.
Chai r man.
Good nor ni ng.
MR. DI FFLEY: Good mor ni ng.

REPRESENTATI VE MYERS: |*"m |l osing track of
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time.

Actually, | wasn't going to ask you
anyt hi ng, but something came to my m nd, when you
t al ked about, you know, industry watching around
energy, and, you know, one of the proposals that is
bei ng pushed forward is alternative energy.

Do you have any sense how long it will be
before cellul ose fuel can become a product that folks
can buy? That is one, because | know it is down the
i ne. | don't think we even have a refinery in the
Commonweal th that can even do cellul ose yet.

MR. DI FFLEY: No.

REPRESENTATI VE MYERS: So | wonder how | ong
that is going to take.

Once we get there, what regions of the
Comonweal th most |ikely will process and manufacture
this alternative fuel? |If you can give us an idea of
what jobs are going to be created. And are these
j obs going to be blue-collar jobs or high-income-type
j obs?

And the other question to that that actually
|'"mreally trying to figure out, what inmpact is this
going to have on existing refineries? | mean, for
exampl e, does that mean that Sunoco is going to

switch gears and go from fossil fuel to cellul ose
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fuel, or would they try to make it a part of their
product m x?

Do you have any idea? Do you know what this
i ndustry is going to |ook Iike?

MR. DI FFLEY: Sure. Well, | have an idea.
" m not an energy expert.

The recent move to ethanol and cellul ose has
really taken steam | don't know how long lasting it
will be. In other words, | would hope better
alternatives appear relatively soon.

The answer about, you know, the current
refineries, probably to a mx to some extent.

| think the bolder and nmore substanti al
gains in the future, particularly for Pennsylvani a,
are not in ethanol or cellulose but in other types of
green technol ogy devel oping, be it solar cells, wnd
power, et cetera, and there we can tal k about
hi gh-tech jobs, high-val ue-added jobs, that can
contribute a |lot going forward if the country
ultimately noves to greener and cl eaner energy.

| think Pennsylvania is well positioned for
that type of research and anot her exanmple of new
hi gh-tech, manufacturing-type jobs avail abl e.

REPRESENTATI VE MYERS: Al'l right.

Thank you, M. Chairman.
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CHAI RMAN EVANS: | would like to thank you,
as usual, for comng before this commttee and
providing your insight to all of us, to help all of
us.

And | want to say to all of the menmbers, |I'm
proud of all of the members' questions and comments.
We -- we, collectively -- have a |l ot of work to do,
short termand long term to address these issues
that we face today.

And it is about the econony. You know,
ultimately, for all of us, no matter what perspective
we come from we can't do anything about the econony
if people don't have confidence in the economy and
what we do. So we do really need to work together to
order to address the issues that we face today.

| don't think it is a quick answer. | don't
think either party has the answer. | think we
collectively have to conme up with some way to figure
out what we are doing, and your insight hel ps us.
mean, it really does, | know at |east in my case
personally you hel ping us as an outsider, because
sometinmes | think we get lost in the major and in the
m nor and forget about the big picture. But you help
us, so again | want to thank you for com ng before

this commttee.
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This commttee is recessed for 5 m nutes,
and then we have the Historical and Museumr Comm ssion
in 5 m nutes.

We will recess for 5 m nutes.

MR. DI FFLEY: Thank you, and | appreciate
the remarks, M. Chair man. My pl easure, and good

luck to all of you.

(The hearing concluded at 11:10 a.m)
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