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P R O C E E D I N G S 

CHAIRMAN ADOLPH: Good m o r n i n g , 

e v e r y o n e . I ' d l i k e t o welcome e v e r y o n e . 

T o d a y ' s t h e b e g i n n i n g o f t h r e e weeks o f 

b u d g e t h e a r i n g s i n t h e House o f R e p r e s e n t a t i v e s , 

o b v i o u s l y h o s t e d by t h e House A p p r o p r i a t i o n s 

C o m m i t t e e . 

These h e a r i n g s a r e d e s i g n e d t o a l l o w 

House members and o u r c o n s t i t u e n t s t h e o p p o r t u n i t y 

t o g a i n a more d e t a i l e d u n d e r s t a n d i n g o f t h e 

g o v e r n o r ' s b u d g e t p r o p o s a l and how i t w i l l i m p a c t 

s t a t e g o v e r n m e n t and t h e r e s i d e n t s o f P A . 

Whi l e t h e b u d g e t p r o p o s a l e n c o m p a s s e s 

b o t h f i s c a l and p o l i c y i t e m s , we must remember o u r 

p r i mary f o c u s i s t o l ook a t t h e f i s c a l a s p e c t s o f 

t h i s b u d g e t . 

Our t a s k o v e r t h e c o u r s e o f t h e n e x t 

t h r e e weeks i s t o l o o k a t t h i s p r o p o s e d s p e n d i n g 

p l a n and o t h e r r e l a t e d e c o n o m i c f a c t o r s t o make 

s u r e t h e f i n a l b u d g e t e n a c t e d by t h i s l e g i s l a t u r e 

i s one t h a t i s b a l a n c e d , f i n a n c i a l l y s u s t a i n a b l e 

and one t h a t meets t h e n e e d s o f PA r e s i d e n t s g i v e n 

t h e a v a i l a b l e r e s o u r c e s . 

We must t a k e on t h i s t a s k , 

u n d e r s t a n d i n g t h e c u r r e n t e c o n o m i c l a n d s c a p e i s one 



t h a t i s v e r y d i f f e r e n t f r o m t h e y e a r s p a s t . 

PA, l i k e many o t h e r s t a t e s , t h i s c o u n t r y i s 

s t r u g g l i n g t o c l i m b o u t o f t h e f i n a n c i a l h o l e 

c r e a t e d by t h e g r e a t r e c e s s i o n , s t a t e s who a r e v e r y 

much i n s u l a t e d by t h e i m p a c t o f t h i s e c o n o m i c 

c r i s i s due i n l a r g e p a r t s by t h e b i l l i o n s o f 

d o l l a r s o f f e d e r a l s t i m u l u s f u n d s h a n d e d down. 

Now, s t i m u l u s f u n d s a r e h i s t o r y , and t h e s t a t e s a r e 

f o r c e d t o c o n f r o n t r e a l i t y . 

F o r t u n a t e l y h e r e i n PA, we s t a r t e d t h e 

p r o c e s s o f b r i n g i n g s t a t e s p e n d i n g i n l i n e w i t h 

e x p e c t e d r e v e n u e s l a s t y e a r . T h i s has b r o u g h t us 

c l o s e r t o a more s u s t a i n a b l e b u d g e t . 

D e s p i t e t h e h a r d work o f l a s t y e a r , we 

s t i l l f i n d o u r s e l v e s i n a s i t u a t i o n where s t a t e 

r e v e n u e i s l o w e r t h a n e x p e c t e d . T h i s s h o u l d r e m i n d 

us a l l we a r e n o t o u t o f t h e w o o d s . We need t o be 

i n n o v a t i v e , and i t i s o u r r e s p o n s i b i l i t y , as t h e 

A p p r o p r i a t i o n s C o m m i t t e e , t o engage t h e d e p a r t m e n t s 

t h a t w i l l come b e f o r e us t o f i n d ways t o be more 

p r o d u c t i v e w i t h t a x p a y e r d o l l a r s . 

We s h o u l d work t o see what e f f i c i e n c i e s 

c a n be g a i n e d and how new p a r t n e r s h i p s w i t h t h e 

p r i v a t e s e c t o r c a n d e l i v e r s t a t e g o v e r n m e n t 

s e r v i c es i n t h e mo s t cos t e f f e c t i ve m a n n e r . 



I n t h e end, t h e s e h e a r i n g s w i l l h e l p us 

u n d e r s t a n d how we c a n m o l d t h i s b u d g e t i n t o a f i n a l 

s p e n d i ng p l a n t h a t s e t s PA on a c o u r s e o f e c o n o m i c 

s t a b i l i t y and p r o s p e r i t y . 

I ' d l i k e t o t u r n o v e r now t o C h a i r m a n 

M a r k o s ek f o r o p e n i ng r e m a r k s . 

R E P . MARKOSEK: Thank y o u , C h a i r m a n 

A d o l p h . 

And welcome e v e r y b o d y t o t h e -- t h i s 

y e a r ' s v e r s i o n o f o u r b u d g e t h e a r i n g s . 

As we a l l know, t h e g o v e r n o r has done 

h i s d u t y and p r o p o s e d a s t a t e b u d g e t a b o u t a month 

ago now, and i t ' s o u r j o b , o v e r t h e n e x t s e v e r a l 

weeks, t o b r i n g b e f o r e us many o f t h e f o l k s who a r e 

p a r t o f t h e b u d g e t , who r e q u i r e s p e n d i n g f r o m t h e 

b u d g e t , t o come i n f r o n t o f u s , t e l l us a b o u t what 

t h e y do, j u s t i f y what t h e y do, a n s w e r t h e t o u g h 

q u e s t i o n s . And so t h a t we, i n t h e l e g i s l a t u r e , c a n 

s i t down and p u t t o g e t h e r a b u d g e t t h a t i s good f o r 

a l l P e n n s y l v a n i a n s . 

As t h e C h a i r m a n m e n t i o n e d , we do have 

t o u g h t i m e s . T h a t ' s n o t h i n g new. I t ' s b e e n t h a t 

way now f o r a w h i l e . L a s t y e a r , we saw a s i t u a t i o n 

where we a c t u a l l y e n d e d up w i t h a l o t more money on 

hand t h a n was p r e v i o u s l y e x p e c t e d . We d o n ' t know 



what w i l l be t h i s y e a r . We see r e v e n u e s c o m i n g i n 

r o u g h l y a b o u t o r s l i g h t l y above where t h e y were 

l a s t y e a r . A l t h o u g h , c e r t a i n l y n o t t o t h e e x t e n t 

t h a t t h o s e r e v e n u e s have b e e n e x p e c t e d t o come. 

I t w i l l be a t o u g h b u d g e t , b u t we w i l l 

work t o g e t h e r . We, t h e D e m o c r a t s , p l e d g e t o work 

w i t h t h e R e p u b l i c a n s , i n a -- i n as much o f a 

b i p a r t i s a n f a s h i o n as we c a n , t o be p a r t o f t h e 

b u d g e t , t o be p a r t o f t h e b u d g e t n e g o t i a t i o n s , and 

t o move f o r w a r d and r e p r e s e n t a l l P e n n s y l v a n i a n s i n 

t h e b e s t way t h a t we know how. 

W i t h t h a t , M r . C h a i r m a n , I a p p r e c i a t e 

t h e o p e n i n g r e m a r k s . And I ' l l t u r n i t b a c k t o y o u . 

CHAIRMAN ADOLPH: Thank y o u , C h a i r m a n . 

I w o u l d now l i k e a l l t h e members o f t h e 

c o m m i t t e e as w e l l as s t a f f t h a t a r e s i t t i n g a t t h e 

t a b l e s t o i d e n t i f y t h e m s e l v e s , s t a r t i n g w i t h my 

l e f t . 

DR. NOLAN: Ed N o l a n , e x e c u t i v e 

d i r e c t o r , A p p r o p r i a t i o n s C o m m i t t e e . 

MR. CLARK: Dan C l a r k , c h i e f c o u n s e l , 

R e p u b l i c a n A p p r o p r i a t i o n s C o m m i t t e e . 

R E P . K I L L I O N : Tom K i l l i o n , D e l a w a r e 

and C h e s t e r C o u n t i e s . 

R E P . CHRI STI ANA: J i m C h r i s t i a n a , 



B e a v e r C o u n t y . 

R E P . PYLE: J e f f P y l e , A r m s t r o n g and 

I n d i a n a C o u n t i e s . 

R E P . SONNEY: C u r t S o n n e y , E r i e C o u n t y . 

R E P . E L L I S: B r i a n E l l i s , B u t l e r 

C o u n t y . 

R E P . CAUSER: Good M o r n i n g . M a r t y 

C a u s e r , M c K e a n , P o t t e r , C a m e r o n . 

R E P . BEAR: J o h n B e a r , L a n c a s t e r 

C o u n t y . 

R E P . P E I F E R : Good m o r n i n g . M i k e 

P e i f e r , P i k e C o u n t y . 

REP. O'NEILL: Y e a h , B e r n i e O ' N e i l l , 

B u c k s C o u n t y . 

R E P . GRELL: Good m o r n i n g . G l e n G r e l l , 

C u m b e r l a n d C o u n t y . 

R E P . DAY: G a r y D a y , L e h i g h and B e r k s 

C o u n t y . 

R E P . MILLARD: Dave M i l l a r d , C o l u m b i a 

C o u n t y . 

R E P . GINGRICH: Good m o r n i n g . Mauree 

G i n g r i c h f r o m L e b a n o n C o u n t y . W e l c o m e . 

R E P . SCAVELLO: Good m o r n i n g . M a r i o 

S c a v e l l o , Monroe C o u n t y . 

R E P . DENLINGER: Good m o r n i n g . G o r d o n 



D e n l i n g e r f r o m e a s t e r n L a n c a s t e r C o u n t y . 

R E P . BOYLE: B r e n d a n B o y l e , 

P h i l a d e l p h i a and Montgomery C o u n t i e s . 

R E P . MARKOSEK: Y e a h . S t a t e 

R e p r e s e n t a t i v e J o e M a r k o s e k , A l l e g h e n y , 

Wes t m o r e l and C o u n t y . 

MS. FOX: M i r i a m F o x , e x e c u t i v e 

d i r e c t o r , House D e m o c r a t i c A p p r o p r i a t i o n s 

C o m m i t t e e . 

R E P . KULA: D e b e r a h K u l a , F a y e t t e and 

W e s t m o r e l a n d C o u n t i e s . 

R E P . SABATINA: J o h n S a b a t i n a , 

P h i l a d e l p h i a C o u n t y . 

R E P . CONKLIN: S c o t t C o n k l i n , C e n t r e 

C o u n t y . 

R E P . MAHONEY: Tim M a h o n e y , F a y e t t e 

C o u n t y . 

R E P . COSTA: Good m o r n i n g , e v e r y b o d y . 

I'm P a u l C o s t a f r o m A l l e g h e n y C o u n t y . 

R E P . O'BRIEN: Good m o r n i n g . M i k e 

O ' B r i e n , P h i l a d e l p h i a . 

R E P . BROWNLEE: Good m o r n i n g . M i c h e l l e 

B r o w n l e e , P h i l a d e l p h i a . 

CHAIRMAN ADOLPH: O k a y . Thank y o u , 

members and s t a f f . 



I j u s t want t o go o v e r some g r o u n d 

r u l e s . I want a l l t h e members t o u n d e r s t a n d t h a t 

w e ' l l t r y t o g e t e v e r y b o d y ' s q u e s t i o n s i n , so keep 

i n m i n d i t ' s a l a r g e c o m m i t t e e , and keep y o u r 

q u e s t i o n s s h o r t and p r e c i s e . And I had w o u l d a s k 

t h e t e s t i f i e r s t o do t h e same. 

Sometimes a f o l l o w - u p q u e s t i o n i s 

n e c e s s a r y . I u n d e r s t a n d t h a t . And f o r t h e most 

p a r t , we w i l l go a l o n g w i t h t h a t . H o w e v e r , i f we 

g e t b o g g e d down on one q u e s t i o n , I m i g h t have t o 

i n t e r j e c t t o t r y t o move o n . 

We w i l l come t o a s e c o n d r o u n d o f 

q u e s t i o n s , so keep t h a t i n m i n d . Keep y o u r -- keep 

i n m i n d t h a t you have c o l l e a g u e s t h a t a r e w a i t i n g . 

F o r t h e D e m o c r a t s , p l e a s e g e t y o u r -¬

whoever w a n t s t o ask a q u e s t i o n t o C h a i r m a n 

M a r k o s e k , and f o r t h e R e p u b l i c a n s , g e t them o v e r 

h e r e t o D r . N o l a n , so we c a n go i n some t y p e o f 

o r d e r . And I t h i n k w e ' l l have a v e r y s u c c e s s f u l 

b u d g e t h e a r i n g . 

P u t t i n g t h i n g s i n p e r s p e c t i v e so t h e 

c o n s t i t u e n t s o u t t h e r e know, t h a t we d o n ' t e v e n 

have l i g h t b u l b s i n t h e s e t h i n g s t h i s y e a r . So I 

hope e v e r y b o d y c a n see i n f r o n t o f y o u . I went t o 

t u r n t h e l i g h t o n , and t h e r e ' s no l i g h t b u l b s i n 



h e r e , so t h e r e ' s c o s t c u t t i n g g o i n g on -- w e l l , 

s e e , t h e D e m o c r a t s have l i g h t s , so t h e R e p u b l i c a n s 

do n o t have l i g h t b u l b s h e r e on o u r s i d e . 

So -- b u t o u r f i r s t t e s t i f i e r , l a d i e s 

and g e n t l e m e n , i s A l a n Van N o o r d , c h i e f i n v e s t m e n t 

o f f i c e r o f t h e PA s t a t e e m p l o y e e s ' r e t i r e m e n t 

s y s t e m . 

We i n v i t e d Mr Van N o o r d t o come and 

p r o v i d e us w i t h h i s t a k e on t h e e c o n o m y . M r . Van 

N o o r d has a v e r y u n i q u e p e r s p e c t i v e , g i v e n h i s r o l e 

as an i n v e s t m e n t o f f i c e r who o v e r s e e s o v e r $50 

b i l l i o n w o r t h o f a s s e t s and makes i n v e s t m e n t 

d e c i s i o n s on how b e s t t o grow t h e v a l u e o f t h e 

p o r t f o l i o he m a n a g e s . 

I t i s i m p e r a t i v e t o remember t h a t 

M r . Van N o o r d i s h e r e t o t a l k a b o u t -- n o t h e r e t o 

t a l k a b o u t t h e p e n s i o n s y s t e m , as we w i l l h e a r f r o m 

t h a t g r o u p l a t e r on t h i s week. H o w e v e r , M r . Van 

N o o r d i s h e r e t o s h a r e h i s p e r s p e c t i v e on t h e 

economy and how t h e economy i s r e a c t i n g t o c u r r e n t 

e c o n o m i c c i r c u m s t a n c e s b e f o r e u s . 

I ' d now l i k e t o welcome M r . A l a n Van 

N o o r d . Good m o r n i n g . 

MR. VAN NOORD: Thank y o u . 

As was m e n t i o n e d , my name i s A l a n Van 



N o o r d . I am t h e c h i e f i n v e s t m e n t o f f i c e r f o r t h e 

PA P u b l i c S c h o o l E m p l o y e e s ' R e t i r e m e n t S y s t e m . 

W i t h me i s J e f f C l a y , o u r c h i e f e x e c u t i v e o f f i c e r . 

B o t h J e f f and I w i l l be b a c k on T h u r s d a y f o r t h e 

b u d g e t a r y h e a r i n g s . 

I was a s k e d t o g i v e a g l o b a l e c o n o m i c 

p e r s p e c t i v e , and what you have i n f r o n t o f you i s 

t h e h a n d o u t I w o u l d l i k e t o go o v e r . T h i s i s 

t y p i c a l l y t h e h a n d o u t t h a t t h e PSERS b o a r d w o u l d 

s e e . And R e p . G r e l l and R e p . M a r k o s e k a r e on t h a t 

b o a r d . 

B u t , b a s i c a l l y , I s t a r t o u t w i t h a 

m a r k e t p s y c h o l o g y , and i t ' s a p e n d u l u m . I t ' s 

I r r a t i o n a l d e s p a i r and i r r a t i o n a l e x u b e r a n c e , 

i n d i c a t i n g u n d e r v a l u e and o v e r v a l u e . And r i g h t 

now, i t ' s s o r t o f i n t h e m i d d l e . 

But some o f t h e i s s u e s t h a t we do t a l k 

a b o u t a t e a c h m e e t i n g , on t h e p o s i t i v e s i d e , we a r e 

s e e i n g l e a d i n g e c o n o m i c i n d i c a t o r i m p r o v i n g . T h i s 

i s v e r y i m p o r t a n t f o r t h e e q u i t y m a r k e t , b e c a u s e 

t h e r e ' s a v e r y c l o s e c o r r e l a t i o n b e t w e e n t h e t w o . 

We a l s o a r e e x p e r i e n c i n g l o w i n t e r e s t 

r a t e s , p r o d u c t i v i t y i s up w i t h t h e c o r p o r a t i o n s . 

C o r p o r a t i o n s a l s o have s t r o n g p r o f i t s . They have 

l o t s o f c a s h , and w i t h l o t o f c a s h you c a n do 



m e r g e r s , a c q u i s i t i o n s , and buy b a c k s . 

We have an e x t e n s i o n o f c u r r e n t t a x 

r e b a t e s i n c e n t i v e s -- r a t e s , I s h o u l d s a y , and we 

a r e s e e i n g , i n t h e a g g r e g a t e , s t a t e r e v e n u e s 

i n c r e a s i n g . 

H owever, t h e r e a r e a number o f 

n e g a t i v e s o u t t h e r e , and we w i l l a d d r e s s a number 

o f t h e s e as t h e p r e s e n t a t i o n goes on, b u t c o m m o d i t y 

p r i c e i n f l a t i o n i s o n e . S o v e r e i g n d e b t i s s u e s . We 

a r e d e a l i n g w i t h h o u s i n g woes y e t . Unemployment 

does r e m a i n h i g h . 

We a r e d e a l i n g w i t h p o l i t i c a l 

u n c e r t a i n t i e s , i n p a r t i c u l a r I r a n and w h a t ' s 

h a p p e n i n g r i g h t now w i t h o i l s u p p l i e s . 

D e - l e v e r a g i n g and r e s t r u c t u r i n g . 

D e - l e v e r a g i n g means r e d u c i n g y o u r d e b t p r o f i l e , 

g o i n g i n t o an a u s t e r i t y mode. And we're s e e i n g t h e 

c o n s u m e r , b o t h v o l u n t a r i l y and i n v o l u n t a r i l y , b e i n g 

d e l i v e r e d . 

S t a t e and l o c a l b u d g e t s a r e u n d e r 

p r e s s u r e i n s p i t e o f r i s i n g r e v e n u e s . The b u d g e t 

d e f i c i t a t t h e n a t i o n a l l e v e l i s e x p e c t e d t o be 

a b o u t $1.3 t r i l l i o n . We've s e e n a d owngrade o f 

U.S. d e b t s e c u r i t i e s t h i s y e a r . The d e b t c e i l i n g 

was r e c e n t l y i n c r e a s e d . We were a t $15.2 t r i l l i o n . 



They moved t h a t up $1 .2 t r i l l i o n . 

We a r e e x p e r i e n c i n g a g l o b a l e c o n o m i c 

s l o w d o w n . And we a r e e x p e r i e n c i n g a E u r o p e a n bank 

u n c e r t a i n t y . 

I f you t u r n t o t h e n e x t p a g e , a l i t t l e 

b a c k g r o u n d i s n e c e s s a r y i n l o o k i n g a t e m e r g i n g 

m a r k e t s v e r s u s d e v e l o p e d m a r k e t . F i r s t , i n t e r m s 

o f p o p u l a t i o n , d e v e l o p e d m a r k e t s r e p r e s e n t a b o u t 15 

p e r c e n t o f t h e t o t a l p o p u l a t i o n o u t t h e r e , w i t h 

e m e r g i n g m a r k e t s r e p r e s e n t i n g 85 p e r c e n t . The 

l a r g e s t e m e r g i n g m a r k e t s o u t t h e r e w o u l d be C h i n a , 

I n d i a , and I n d o n e s i a . The d e v e l o p e d m a r k e t s a r e 

g e n e r a l l y c o n s i d e r e d t o be t h e U.S., C a n a d a , many 

E u r o p e a n c o u n t r i e s , A u s t r a l i a , e t c e t e r a . 

When we l o o k a t G r o s s D o m e s t i c P r o d u c t , 

t h e U n i t e d S t a t e s i s t h e l a r g e s t , a t a b o u t 19.7 

p e r c e n t o f t o t a l w o r l d - w i d e g r o s s d o m e s t i c p r o d u c t . 

The e m e r g i n g m a r k e t s , t h o u g h , a r e r e a l l y p i c k i n g up 

a l o t o f s p e e d . R i g h t now, i t ' s e s t i m a t e d t h a t 

i t ' s a b o u t 47.7 p e r c e n t comes f r o m e m e r g i n g 

m a r k e t s . The l a r g e s t r i g h t now i s C h i n a . C h i n a 

r e p r e s e n t s a b o u t 1 5 p e r c e n t o f t o t a l w o r l d w i d e 

g l o b a l d o m e s t i c p r o d u c t . I t ' s e s t i m a t e d t h a t 

w i t h i n f i v e y e a r s C h i n a w i l l s u r p a s s t h e U.S. and 

become t h e l a r g e s t p r o d u c e r o f goods and s e r v i c e s . 



I n t e r m s o f m a r k e t c a p , t h i s i s , 

b a s i c a l l y , t h e m a r k e t s o f e a c h i n d i v i d u a l c o u n t r y . 

And, b a s i c a l l y , m a r k e t c a p i t a l i z a t i o n means number 

o f s h a r e s t i m e s t h e p r i c e . U.S. i s t h e l a r g e s t 

r i g h t now, a t 4 2.8 p e r c e n t . The o t h e r m a r k e t s 

r e p r e s e n t a b o u t 57 .2 p e r c e n t . T h i s by way o f a 

l i t t l e b i t o f b a c k g r o u n d . 

Now, on t h e n e x t page i s a c h a r t w h i c h 

we do t a l k a b o u t , l e v e r a g e a l o n g w i t h t h e t w i n 

d e f i c i t s . And t h e r e ' s b e e n a l o t w r i t t e n a b o u t 

G r e e c e r e c e n t l y , b u t i f you l o o k a t t h e o t h e r 

c o u n t r i e s , i n p a r t i c u l a r I r e l a n d and P o r t u g a l , 

S p a i n , I t a l y , and G r e e c e , t h e r e i s a l o t o f d e b t 

r e l a t i v e t o t h e i r g r o s s d o m e s t i c p r o d u c t . 

G r e e c e j u s t had a m a r a t h o n s e s s i o n and 

t h e y came t h r o u g h w i t h some s o r t o f n e g o t i a t i o n 

t h a t I'm n o t c o m p l e t e l y aware o f t h i s m o r n i n g what 

t h e d e t a i l s a r e , b u t a p p a r e n t l y t h e y -- i t ' s a v e r y 

f l u i d s i t u a t i o n , and I c a n t e l l y ou t h a t t h e 

E u r o p e a n m a r k e t s a r e a l i t t l e s o f t t h i s m o r n i n g so 

i t w a s n ' t t h e g r e a t e s t t h i n g . E v e r y b o d y s o r t o f 

a n t i c i p a t e d t h a t G r e e k w o u l d come w i t h some s o r t o f 

r e s o l u t i o n . 

B u t t h i s i s a s e c o n d t i m e t h a t t h e 

G r e e k s have r e c e i v e d a b a i l o u t . T h i s w i l l be w e l l 



o v e r a h u n d r e d t h i r t y b i l l i o n E u r o s , and i t w i l l be 

s u p p l i e d by t h e I M F . 

B u t you l o o k a t a n o t h e r c o u n t r y l i k e 

I r e l a n d , t h e y have a h u n d r e d and e i g h t p e r c e n t o f 

t h e i r s o v e r e i g n d e b t , m e a n i n g t h e i r g o v e r n m e n t d e b t 

r e l a t i v e t o GDP. P o r t u g a l has a h u n d r e d and two 

p e r c e n t . S p a i n , 7 0 p e r c e n t . I t a l y , a h u n d r e d 

t w e n t y - o n e p e r c e n t . B u t G r e e c e d e f i n i t e l y s t a n d s 

o u t a t a h u n d r e d s i x t y - t h r e e p e r c e n t . 

Then you l o o k a t t h e b u d g e t d e f i c i t 

r e l a t i v e t o t h e GDP, w h i c h i s t h e f a r c o l u m n on t h e 

l e f t . I r e l a n d has a b u d g e t d e f i c i t r e l a t i v e t o 

t h e i r GDP o f 10 .3 p e r c e n t . You l o o k a t G r e e c e 

r i g h t on t h e b o t t o m , t h e i r b u d g e t d e f i c i t r e l a t i v e 

t o t h e i r GDP i s 8.9 p e r c e n t . 

Now, I c a n ' t h e l p b u t n o t i c e a l s o t h a t 

t h e U.S. has a b u d g e t d e f i c i t r i g h t now o f 10 

p e r c e n t o f t h e i r GDP, and t h e d e b t r e p r e s e n t s 10 0 

p e r c e n t o f r e a l GDP. And t h i s i s t h e i s s u e t h a t 

we're t a l k i n g a b o u t on t h e n a t i o n a l l e v e l . 

The b u d g e t d e f i c i t i s e s t i m a t e d t o be 

a t $1.3 t r i l l i o n . We j u s t r a i s e d t h e d e b t c e i l i n g 

by $1.2 t r i l l i o n . So t h a t means o u r new d e b t 

c e i l i n g i s a t $16.4 t r i l l i o n . 

J a p a n i s s o r t o f v e r y u n u s u a l . They 



have a h u n d r e d -- 200 p e r c e n t o f d e b t -- g o v e r n m e n t 

d e b t r e l a t i v e t o GDP, b u t most o f t h a t i s f i n a n c e d 

i n t e r n a l l y . 

On t h e n e x t page, who r e a l l y owns t h e 

d e b t , t h e s o v e r e i g n d e b t ? Most o f t h e s o v e r e i g n 

d e b t i s owned by t h e b a n k s . The p r o b l e m you have 

h e r e i s t h e b a n k s do n o t m a r k e t t h e way t h e y do i t 

i n t h e U.S. They keep i t a t p a r . So a G r e e k i s s u e 

t h a t ' s g o i n g t o be m a r k e d down t o 70 p e r c e n t 

g e n e r a l l y i s h a i l e d a t a h u n d r e d p e r c e n t on t h e 

b o o k s o f t h e b a n k s , and t h a t ' s p r o b l e m a t i c i n and 

o f i t s e l f , b e c a u s e t h e i r c e n t r a l b a n k i n g s y s t e m has 

r e q u i r e d t h a t t h e y i n c r e a s e t h e i r r e s e r v e s . So i n 

o r d e r t o do t h a t , t h e y a r e c u r t a i l i n g l e n d i n g i n 

t h e E u r o p e a n a r e a . 

R i g h t now ECB, o r t h e E u r o p e a n C e n t r a l 

Bank, i s p r o v i d i n g t h e n e c e s s a r y l i q u i d i t y . I n 

f a c t , t h e y came o u t w i t h a b o u t a 650 b i l l i o n E u r o 

l o a n t o t h e b a n k s a t 1 p e r c e n t . They, i n t u r n , c a n 

l o a n i t a t 3 p e r c e n t , so t h e y a r e i n c r e a s i n g t h e i r 

r e s e r v e s t h r o u g h t h a t m e c h a n i s m . 

Now, i n t h e -- i n t h e f o r t h q u a r t e r , a 

number o f t h e c o u n t r i e s r e l e a s e d t h e i r r e a l GDP 

f i g u r e s . And i n t h e f o u r t h q u a r t e r , t h e E u r o z o n e 

d i d c o n t r a c t by t h r e e - t e n t h s o f 1 p e r c e n t , o r 



a n n u a l i z e d a t a r a t e o f 1.3 p e r c e n t . 

S p e c i f i c a l l y , we have f i v e c o u n t r i e s 

now t h a t have two q u a r t e r s o f n e g a t i v e r e a l GDP, 

w h i c h t e c h n i c a l l y does p u t them i n t o r e c e s s i o n . 

They were P o r t u g a l , B e l g i u m , I t a l y , t h e 

N e t h e r l a n d s , and G r e e c e . And a c t u a l l y G r e e c e ' s 

r e a l GDP c o n t r a c t e d by 1 8 p e r c e n t i n t h a t 

p a r t i c u l a r q u a r t e r . So t h i s i s an o n g o i n g p r o b l e m 

t h a t we c o n t i n u e t o l o o k a t a l l t h e t i m e . 

On t h e n e x t page, a p o s i t i v e i s U.S. 

s h o r t - t e r m i n t e r e s t r a t e s . C h a i r m a n B e r n a n k e has 

i n d i c a t e d t h a t we're g o i n g t o have l o w i n t e r e s t 

r a t e s t h r o u g h 2014. T h i s i s v e r y good news i f 

y o u ' r e a b o r r o w e r , i f y o u ' r e l o o k i n g t o buy a h o use 

and you n e e d a m o r t g a g e . I t ' s b a d news i f y o u ' r e a 

s e n i o r c i t i z e n l o o k i n g t o p u t money i n t o a 

c e r t i f i c a t e o f d e p o s i t . 

I t ' s g ood news i f y o u ' r e t h e s t a t e 

o f -- o r t h e Commonwealth o f PA and you n e e d t o 

b o r r o w money. A t e n - y e a r t a x a b l e r i g h t now i s 

a b o u t 2.9 p e r c e n t . A t e n - y e a r t a x exempt can be 

f l o a t e d a t a b o u t 1 .95 p e r c e n t . S o m e t h i n g t o 

c o n s i d e r . 

On t h e n e x t page, c o r p o r a t i o n s have a 

l o t o f c a s h on t h e i r b a l a n c e s h e e t . And you c a n 



see by t h i s c h a r t i t k e e p s m o v i n g h i g h e r . They 

have a p p r o x i m a t e l y $2 t r i l l i o n . Now, a company 

t h a t we're a l l v e r y f a m i l i a r w i t h , A p p l e C o m p u t e r , 

j u s t r e p o r t e d t h a t t h e y have on t h e i r b a l a n c e s h e e t 

$97 .2 b i l l i o n i n c a s h . 

C o r p o r a t i o n s a r e h o l d i n g c a s h f o r a l o t 

of d i f f e r e n t r e a s o n s . Some o f them t h a t I do h e a r 

a r e , number one, t h i s i s c a s h i n t h e a g g r e g a t e . 

Some o f t h i s c a s h i s o v e r s e a s . They a r e n o t g o i n g 

b r i n g i n g i t o v e r h e r e b e c a u s e t h e y w o u l d be t a x e d 

on i t . 

Number two, a l o t o f c o r p o r a t i o n s do 

have e x c e s s c a p a c i t y so t h e y ' r e n o t b u i l d i n g new 

f a c t o r i e s . 

And number t h r e e , t h e c h i e f e x e c u t i v e 

o f f i c e r s a r e s t i l l v e r y c o n s e r v a t i v e . They have 

f r e s h m emories o f t h e 20 08 f i n a n c i a l c r i s i s . 

On t h e n e x t page, what we a r e s e e i n g i s 

t h e y a r e a d d i n g t o t h e i r d e b t l e v e l , and i t ' s s o r t 

o f a conundrum r i g h t now. W i t h c a s h p o s i t i o n s as 

h i g h as t h e y a r e , why w o u l d t h e y be a d d i n g t o t h e i r 

d e b t ? W e l l , t a k e i n t o c o n s i d e r a t i o n a company l i k e 

V e r i z o n , w h i c h now has a d i v i d e n d y i e l d o f 5.3 

p e r c e n t . They c a n go o u t i n t o t h e d e b t m a r k e t and 

b o r r o w money a t 3.5 p e r c e n t . I n t e r e s t i s t a x 



d e d u c t i b l e . D i v i d e n d s a r e a f t e r t a x . So t h e y c a n 

a c t u a l l y do a p r e t t y good a r b i t r a g e by b u y i n g b a c k 

t h e i r s t o c k and f l o a t i n g d e b t . 

We're a l s o s e e i ng a l o t o f c o m p a n i e s 

b u y i n g e q u i p m e n t b e c a u s e t h e y have v e r y , v e r y 

f a v o r a b l e d e p r e c i a t i o n r a t e s a t t h e p r e s e n t t i m e . 

So you c a n p u t e q u i p m e n t i n , d e p r e c i a t e i t t o a 

h u n d r e d p e r c e n t , and we're s e e i n g c o m p a n i e s do 

t h a t . 

We're a l s o s e e i ng c o m p a n i e s b o r r o w i n g 

U.S. d o l l a r s and i n v e s t i n t e r n a t i o n a l l y . What 

we're n o t s e e i n g i s a t r e m e n d o u s amount o f i n c r e a s e 

i n p l a n t e q u i p m e n t , b u t we a r e b e g i n n i n g t o see 

i n c r e a s e s i n e m p l o y m e n t . 

On t h e n e x t p a g e , t o u n d e r s t a n d 

i n f l a t i o n , I t h i n k , b a s i c a l l y , you have t o l o o k a t 

t h e c o m p o s i t i o n . The l a s t t h r e e q u a r t e r s o f l a s t 

y e a r , t h e C P I b a s i c a l l y was u n c h a n g e d , t h e Consumer 

P r i c e I n d e x . The P r o d u c e r P r i c e I n d e x was a c t u a l l y 

down j u s t a l i t t l e b i t . 

B u t l o o k a t t h e c o m p o s i t i o n o f 

i n f l a t i o n i n t h e U.S. " O t h e r , " a t 4 7 p e r c e n t , 

p e r t a i n s p r i m a r i l y t o wages and b e n e f i t s . And 

w h a t ' s h a p p e n e d t o wages and b e n e f i t s i s t h e y ' r e 

j u s t n o t g o i n g u p . T h i r t y p e r c e n t i s d e r i v e d f r o m 



r e n t , and t h e r e n t e q u i v a l e n t o f y o u r home i s i n 

t h e r e a l s o . And home p r i c e s g e n e r a l l y a r e n o t 

g o i n g u p . 

What we a r e s e e i n g a r e i n c r e a s e s i n 

r e n t a l i n c o m e . And we're a l s o s e e i n g a v a c a n c y 

r a t e d e c r e a s e . 

F i n a l l y , f o o d and e n e r g y , g r o c e r i e s a r e 

u p . C r u d e o i l i s u p . I t ' s c r o s s e d o v e r a h u n d r e d 

d o l l a r s a b a r r e l . A t s e r v i c e s t a t i o n s r i g h t now, 

i t ' s a b o u t 3.70 f o r a g a l l o n o f u n l e a d e d g a s . 

O f f s e t t o t h a t i s we've had a p r e t t y good w i n t e r , a 

v e r y m i l d w i n t e r , so t h a t ' s b e e n a p r e t t y good 

o f f s e t . 

B u t b o t t o m l i n e , i n f l a t i o n a f f e c t s 

p e o p l e d i f f e r e n t l y . E v e r y f a m i l y ' s s i t u a t i o n c a n 

be d i f f e r e n t . To compound i t , i f you do have a 

y o u n g s t e r t h a t ' s g o i n g t o h i g h e r e d u c a t i o n , 

g e n e r a l l y y o u ' r e s e e i n g b i g i n c r e a s e s t h e r e . 

On t h e n e x t p a g e , y e a r - o v e r - y e a r change 

i n f o o d p r i c e s . A n y b o d y t h a t ' s g o i n g t o t h e 

g r o c e r y s t o r e r e a l i z e s t h a t f o o d p r i c e s have moved 

up . 

B u t f r o m a g l o b a l s t a n d p o i n t , we saw a 

l o t o f g l o b a l u n r e s t i n A r a b n a t i o n s l a s t y e a r . A 

l o t o f t h a t was a t t r i b u t e d t o i n f l a t i o n a r y f a c t o r s . 



F o o d p r i c e s d r a m a t i c a l l y g o i n g u p . So t h i s i s 

s o m e t h i n g t h a t ' s v e r y , v e r y i m p o r t a n t . And i t 

a f f e c t s p e o p l e a t d i f f e r e n t i n c o m e l e v e l s . 

On t h e n e x t p a g e , i n e m p l o y m e n t - t o -

p o p u l a t i o n r a t i o . We a l l have s e e n t h e employment 

s t a t i s t i c s . We've s e e n employment move f r o m 9.1 

p e r c e n t i n S e p t e m b e r o f 201 1 down t o J a n u a r y ' s 

number 8.3 p e r c e n t . We've s e e n t h e f o u r - w e e k 

m o v i n g a v e r a g e o f unemployment c l a i m s move down 

f r o m 4 20,000 t o 36 6,0 0 0 . P r i v a t e s e c t o r i s a d d i n g 

j o b s . P u b l i c s e c t o r i s a c t u a l l y r e d u c i n g j o b s , 

w h e t h e r a t t h e f e d e r a l l e v e l , t h e s t a t e s , o r a t t h e 

l o c a l l e v e l . 

What t h i s shows i s b a c k i n J a n u a r y o f 

2000, we had 82 p e r c e n t o f t h o s e i n t h e 2 4 - t o - 5 4 

age b r a c k e t a c t u a l l y w o r k i n g . What we're s e e i n g 

r i g h t now i s 75 p e r c e n t o f t h o s e i n t h e 24 - t o - 5 4 

age g r o u p w o r k i n g . T h i s i s t h e e m p l o y m e n t - t o -

p o p u l a t i o n r a t i o . 

We a r e s e e i n g p e o p l e t h a t a r e d r o p p i n g 

o u t o f t h e s y s t e m . We a r e s e e i n g p e o p l e t h a t a r e 

t a k i n g p a r t - t i m e work r a t h e r t h a n f u l l - t i m e w o r k . 

We a r e s e e i n g p e o p l e t h a t a r e u n e m p l o y e d . 

To p u t t h i s i n t o p e r s p e c t i v e , we h a v e , 

i n D e t r o i t , o v e r 4 0 p e r c e n t o f t h o s e have b e e n 



u n e m p l o y e d f o r o v e r f i f t y - t w o w e e k s . Same 

s t a t i s t i c f o r A t l a n t a . And i n P h i l a d e l p h i a , t h e 

l a t e s t s t a t i s t i c I saw was 34 p e r c e n t o f t h o s e o u t 

of work have b e e n o u t o f work f o r f i f t y - t w o weeks 

or mor e . 

On t h e n e x t page i s t h e employment c o s t 

i n d e x . You c a n see t h a t i t i s p o s i t i v e , b u t i t ' s 

v e r y l o w . We've s e e n v e r y l o w wage g r o w t h . And 

any o f f s e t s h e r e have b e e n o f f s e t by b e n e f i t 

i n c r e a s e s t h a t t h e e m p l o y e e has t o p a y . Then when 

you a d j u s t i t f o r i n f l a t i o n , you a c t u a l l y a r e 

p r e t t y f l a t t o p r o b a b l y down. 

On t h e n e x t p a g e , t h e consumer i s 

g e t t i n g b e t t e r . The consumer -- b u t t h e consumer 

s t i l l i s b e h i n d on i t s b i l l s . You l o o k a t t h i s , 

t h i s i s as o f 2011, s t i l l h ad $96.8 b i l l i o n i n 

b i l l s t h a t were a t l e a s t s i x t y d a y s l a t e . S e e i n g 

an i m p r o v e m e n t , b u t t h i s i s s t i l l a b i g p r o b l e m . 

On t h e n e x t page, how a r e t h e c o n s u m e r s 

p a y i n g f o r t h e b i l l s , we a r e s e e i n g many, many 

c o n s u m e r s t a k e o u t l o a n s a g a i n s t t h e i r 401 ( k ) . 

T h i s i s s o r t o f a new phenomena, and i t ' s much 

d i f f e r e n t t h a n p a s t r e c e s s i o n s , b e c a u s e p a s t 

r e c e s s i o n s you a c t u a l l y c o u l d -- you c o u l d a c t u a l l y 

g e t money o u t o f y o u r home e q u i t y l o a n . T h i s t i m e 



a r o u n d , w i t h t h e h o u s e p r i c e s as weak as t h e y a r e , 

you c a n n o t t a p y o u r home e q u i t y l o a n a n y m o r e . 

The o t h e r t h i n g , t h e I R S has c h a n g e d 

some o f t h e r e g u l a t i o n s , i n t h a t you w i l l n o t have 

a p e n a l t y i f you p u l l money o u t o f y o u r 40 1 ( k ) and 

use i t f o r e d u c a t i o n e x p e n s e s f o r y o u r s o n o r 

d a u g h t e r . I f you j u s t u se i t f o r d a i l y 

n e c e s s i t i e s , you do have a 10 p e r c e n t p e n a l t y p l u s 

i t ' s c o n s i d e r e d o r d i n a r y i n c o m e . So we a r e s e e i n g 

t h i s . 

We d o n ' t have t h e d a t a y e t f o r 20 11, 

b u t I w o u l d i m a g i n e y o u ' d see t h a t move a l i t t l e 

b i t h i g h e r . 

On t h e n e x t page, t h e number o f 

p r o p e r t i e s b e i n g f o r e c l o s e d , i t d e f i n i t e l y i s 

m o v i n g down. B u t we're s t i l l e x p e c t i n g a b o u t 2.75 

m i l l i o n u n i t s t h a t a r e e i t h e r t h r e e months 

d e l i n q u e n t o r b e i n g f o r e c l o s e d on t h i s y e a r . L o t s 

o f homeowners a r e u n d e r w a t e r . 

And we have t a l k e d t o a number o f 

m o r t g a g e s e r v i c i n g p e o p l e , and t h e y t e l l us t h a t 

p e o p l e t e n d t o w a l k when t h e i r l o a n - t o - v a l u e e q u a l s 

a b o u t a h u n d r e d f o r t y p e r c e n t . And we a r e s t a r t i n g 

t o see more and more p e o p l e a t t h a t l e v e l . 

I n many s t a t e s , you c a n s t i l l l i v e i n 



y o u r h o u s e f o r s i x h u n d r e d and s e v e n h u n d r e d d a y s 

w i t h o u t p a y i n g a m o r t g a g e . And t h a t i s a l s o 

a n o t h e r s o u r c e o f income t h a t c o n s u m e r s c a n use t o 

pay down d e b t o r buy goods and s e r v i c e s . B u t I do 

n o t b e l i e v e t h a t we a r e o u t o f t h e woods y e t w i t h 

h o u s i n g . I t h i n k we're g o i n g t o see l o w e r h o u s i n g 

p r i c e s t h i s y e a r y e t . 

We a r e s e e i n g a s h i f t f r o m o w n i n g t o 

r e n t i n g . And i f you l o o k a t t h i s c h a r t , t h e b l u e 

w o u l d be home o w n e r s h i p , t h e r e d w o u l d be t h e 

r e n t e r s . And, b a s i c a l l y , t h e l e f t - h a n d s i d e w o u l d 

be t h e home o w n e r s h i p . The r i g h t - h a n d s i d e w o u l d 

be t h e p e r c e n t o f r e n t e r s . 

B a c k i n 1 980 , we had 66 p e r c e n t o f t h e 

h o u s e h o l d s o u t t h e r e own t h e i r own home, 34 p e r c e n t 

o f them r e n t e d . We saw a b o t t o m b a c k i n 1 995, w i t h 

home o w n e r s h i p a t 64 p e r c e n t and r e n t a l s a t 36 

p e r c e n t . 

We saw a peak, and p r e t t y much 

c o i n c i d e n t a l w i t h a r u n - u p i n home p r i c e s i n 200 4, 

w i t h home o w n e r s h i p r e p r e s e n t i n g 69 p e r c e n t o f 

t o t a l u n i t s , w i t h r e n t s a t 31 p e r c e n t . And r i g h t 

now, t h a t has come b a c k down t o a b o u t 6 6 p e r c e n t 

home o w n e r s h i p , 34 p e r c e n t r e n t a l i n c o m e . 

We a r e s e e i n g a s h a r p i n c r e a s e i n 



r e n t a l r a t e s , where we're s e e i n g i n c r e a s e s i n new 

h o u s i n g . I t h a p p e n s t o be i n m u l t i - f a m i l y . 

I w i l l s a y , t h o u g h , t h a t c o n d i t i o n s a r e 

r i p e f o r a t u r n a r o u n d i n h o u s i n g . The number o f 

h o u s e h o l d f o r m a t i o n s b e i n g -- has i n c r e a s e d 

s i g n i f i c a n t l y o v e r t h e l a s t c o u p l e o f y e a r s . 

Number two, when you l o o k a t t h e p r i c e 

o f t h e h o u s e , i t i s s u b s t a n t i a l l y c h e a p e r t h a n i t 

was o n c e , and i f you l o o k a t t h e i n t e r e s t r a t e s , 

t h e y ' r e v e r y , v e r y l o w . So i t i s r i p e f o r a 

t u r n a r o u n d . 

On t h e n e x t page, m o n e t a r y p o l i c y 

w o r l d w i d e has b e e n v e r y , v e r y a c c o m m o d a t i v e . 

C e n t r a l b a n k s have l o w e r e d i n t e r e s t r a t e s . T h e y ' v e 

r e p u r c h a s e d f i x e d i n come s e c u r i t i e s , b u t i t ' s 

f i s c a l p o l i c y t h a t i s v e r y , v e r y t i g h t a t t h e 

p r e s e n t t i m e . 

We're s e e i n g t h e f e d e r a l g o v e r n m e n t -¬

t h e i r s t i m u l u s p r o g r a m s have s o r t o f e x h a u s t e d , and 

you b r i n g f o r w a r d t h i n g s , and now we're i n t o a s o r t 

o f a d r a g . We're s t a r t i ng t o see a u s t e r i t y 

p r o g r a m s pop up i n E u r o p e i n p a r t i c u l a r . And i n 

t h e l a t e s t d e b t n e g o t i a t i o n w i t h G r e e c e , t h e 

Germans r e a l l y demanded a l o t o f a u s t e r i t y f r o m t h e 

G r e e k s . So a n y b o d y t h a t ' s l o o k i n g t o g e t a l o a n 



f r o m t h e I n t e r n a t i o n a l M o n e t a r y a u t h o r i t y i s g o i n g 

t o be u n d e r p r e s s u r e t o i n c r e a s e a u s t e r i t y 

m e a s u r e s . 

On t h e n e x t page, m e n t i o n e d b e f o r e 

t h a t , f r o m a l a b o r s t a n d p o i n t , t h e f e d e r a l 

g o v e r n m e n t , t h e s t a t e s i n t h e a g g r e g a t e and l o c a l s 

a r e r e d u c i n g t h e i r e m p l o y m e n t . And we do n o t 

e x p e c t f e d e r a l g o v e r n m e n t s t o be a s t i m u l u s g o i n g 

f o r w a r d . R a t h e r , t h e y ' r e g o i n g t o be a d r a g . 

On page n i n e t e e n , t h i s i s s o r t o f a 

d i f f e r e n t c h a r t , and i t needs a l o t o f 

e x p l a n a t i o n . I f we c o n s i d e r e a c h v e r t i c a l b a r and 

l o o k a t i t i n 2 007 , p r i o r t o t h e r e c e s s i o n , and 

t h e n l o o k a t i t a t t h e b o t t o m i n t e r m s o f t h e 

t r o u g h , t h i s w o u l d be a p e r c e n t a g e i n c r e a s e o f f o f 

t h e t r o u g h . The -- t h e c h a r t i s a l i t t l e b i t 

o u t d a t e d b e c a u s e i t ' s as o f t h e t h i r d q u a r t e r o f 

20 1 1 -- we h a v e n ' t r e c e i v e d t h e f o u r t h q u a r t e r 

s t a t i s t i c s y e t -- b u t what you c a n see i s o n l y 

h i g h - e n d consumer r e t a i l i s b a c k t o where i t was 

p r i o r t o t h e s t a r t o f t h e r e c e s s i o n . The r e s t o f 

t h e s e i t e m s a r e much b e l o w where t h e y w e r e . 

T h i s i s a much, much d i f f e r e n t r e c o v e r y 

t h a n we've e v e r s e e n b e f o r e . T y p i c a l l y , y o u ' d see 

e v e r y one o f t h e s e v e r t i c a l b a r s t o w a r d s t h e t o p , 



r a t h e r t h a n where t h e y a r e r i g h t now. 

F i n a l l y, on t h e l a s t p age, I do t h i n k 

we're i n t o a new n o r m a l . I t h i n k we're l o o k i n g a t 

r e a l GDP t h i s y e a r o f 2 p e r c e n t . We're l o o k i n g a t 

i n f l a t i o n o f a b o u t 2 p e r c e n t . And we're l o o k i n g 

f o r t e n - y e a r t r e a s u r i e s t o t r a d e i n t h e a r e a o f 2 

p e r c e n t t o 3 p e r c e n t . 

T h e r e a r e some c o n c e r n s t h a t I h a v e . 

201 2 i s s t a r t i n g o u t much l i k e i t d i d i n 2 011 . We 

had p r e t t y s t r o n g e c o n o m i c g r o w t h t h e l a s t p a r t o f 

201 0. The m a r k e t s b a s i c a l l y p e a k e d i n M a r c h , A p r i l 

o f 20 1 1 and t r a i l e d down i n t h e s e c o n d and t h i r d 

q u a r t e r . We saw employment a c t u a l l y b o t t o m i n 

M a r c h , and t h e n i t p i c k e d up t i l l i t h i t a h i g h 

a g a i n i n S e p t e m b e r o f 9.1 p e r c e n t . 

The m a r k e t t h u s f a r has bee n v e r y 

s t r o n g . We've had s i x g o o d w e e k s . Two weeks have 

b e e n r e l a t i v e l y f l a t , t h e l a s t two w e e k s . B u t I 

t h i n k , l o o k i n g i n t o -- f o r w a r d , l o o k i n g a t 20 13, 

t h e r e a r e two t h i n g s o u t t h e r e t h a t I t h i n k we have 

t o be aware o f . 

Number one i s t h e e x p i r a t i o n o f t h e 

B u s h t a x c u t s , w h i c h means a b o u t $24 0 b i l l i o n . And 

we a r e g o i n g t o be s t a r t i n g s p e n d i n g c u t s . 

I a l r e a d y m e n t i o n e d t h a t E u r o p e , I 



b e l i e v e , i s i n a r e c e s s i o n . C h i n a , t h e v e r y l a r g e 

e c o n o m i c power o u t t h e r e , has e x p e r i e n c e d a p o l i c y -

i n d u c e d s l o w d o w n , b u t I d o n ' t t h i n k t h a t t h a t ' s 

g o i ng t o a b i g c o n s i d e r a t i o n b e c a u s e t h e y a r e g o i n g 

t o change l e a d e r s h i p come t h i s f a l l , and I t h i n k 

t h e y ' r e g o i n g t o do e v e r y t h i n g t h e y c a n t o p r o p up 

t h a t e con omy . 

So t h i s c o n c l u d e s my r e m a r k s . Thank 

you . 

CHAIRMAN ADOLPH: Thank y o u , Mr. Van 

N o o r d , f o r y o u r p r e s e n t a t i o n . 

I have a v e r y q u i c k q u e s t i o n t h a t maybe 

you c a n h e l p e x p l a i n i t t o me r e g a r d i n g t h e p a y r o l l 

t a x c u t t h a t we h e a r so much a b o u t . T h i s i s 

a c t u a l l y t h e p e r c e n t a g e o f t h e S o c i a l S e c u r i t y 

c o n t r i b u t i o n r a t e t h a t e m p l o y e e s have b e e n p a y i n g . 

I s t h a t c o r r e c t ? 

MR. VAN NOORD: T h a t ' s c o r r e c t . 

CHAIRMAN ADOLPH: O k a y . And so t h e r e ' s 

X amount o f d o l l a r s now no l o n g e r g o i n g i n t o t h e 

S o c i a l S e c u r i t y f u n d . I s t h a t c o r r e c t ? 

MR. VAN NOORD: T h a t ' s c o r r e c t . 

CHAIRMAN ADOLPH: O k a y . On a macro 

l e v e l , what do you t h i n k t h e y ' r e t h i n k i n g o f w i t h 

t h a t ? I was a l w a y s u n d e r t h e i m p r e s s i o n , t h e l a s t 



c o u p l e y e a r s , t h a t o u r S o c i a l S e c u r i t y f u n d was 

k i n d o f u n d e r f u n d e d , and I know p r e v i o u s 

a d m i n i s t r a t i o n s have b e e n t r y i n g t o f i g u r e o u t a 

way t o g e t t h i s s t a b i l i z e d , so when we g e t t o 2024, 

t h a t f o l k s w i l l have S o c i a l S e c u r i t y t o l o o k 

f o r w a r d t o . And I 'm t r y i n g t o t h i n k o f t h i s 

p h i l o s o p h y where t h e -- i t ' s b e t t e r o f f n o t t o 

c o n t r i b u t e i n t o t h i s f u n d f o r t h e e c o nomy. 

MR. VAN NOORD: The i n t e n t o f t h e 

p a y r o l l t a x i s t o t r y and p r o d t h e c o n s umer t o 

s p e n d m o r e . T h e o r e t i c a l l y , and o n l y t h e o r e t i c a l l y , 

i f t h e c onsumer s p e n d s more w i l l i t s p u r t h e 

economy t o h i g h e r l e v e l s . I f t h e c onsumer d e c i d e s 

t o s a v e o r t h e c onsumer d e c i d e s t o pay down d e b t , 

i t does n o t h i n g t o i n c r e a s e t h e -- t h e r a t e o f 

e c o n o m i c g r o w t h . 

And you a r e a b s o l u t e l y c o r r e c t , y o u ' r e 

b o r r o w i n g f r o m P e t e r t o pay P a u l . And a t some 

p o i n t i n t i m e , you have t o pay t h e p i p e r . 

CHAIRMAN ADOLPH: I t ' s k i n d o f 

i n t e r e s t i n g , y o u know, d u r i n g t h i s e n t i r e d e b a t e -¬

and t h e d e b a t e ' s been g o i n g on f o r a b o u t a y e a r now 

i n W a s h i n g t o n -- I 'm t r y i n g t o k eep t h i s on a macro 

l e v e l -- and when you t a l k t o so many o f o u r 

c o n s t i t u e n t s , you know, w h e t h e r t h e y a r e r e t i r e d o r 



a p p r o a c h i n g r e t i r e m e n t age, you know, t h e y ' r e 

a l w a y s c o n c e r n e d a b o u t S o c i a l S e c u r i t y . 

And i t seems l i k e t o me, t h a t d u r i n g 

t h i s d e b a t e , no one's t a l k i n g a b o u t where t h i s 

p a y r o l l t a x c u t , w h i c h i n my o p i n i o n i s j u s t a 

d e c r e a s e i n t h e d e f i n e d b e n e f i t p r o g r a m , i s 

h u r t i n g . And t h a t s u b j e c t n e v e r comes u p . And I 

know y o u , t h a t d e a l s w i t h t h e p e n s i o n p l a n s , w o u l d 

have a p e r s p e c t i v e on t h i s . 

MR. VAN NOORD: I t s o u n d s v a g u e l y 

f a m i l i a r t o what we've e x p e r i e n c e d h e r e i n 

PA w i t h t h e p e n s i o n s y s t e m . And i t s o u n d s v a g u e l y 

f a m i l i a r t o t h e r e s o l u t i o n t h a t t h e House and 

S e n a t e came t o i n 2010, b u t , y e s , i f you u n d e r f u n d , 

w h e t h e r i t ' s a S o c i a l S e c u r i t y s y s t e m o r a p e n s i o n 

s y s t e m , f o r an e x t e n d e d p e r i o d o f t i m e , you have t o 

p u t more money i n t o i t a t a l a t e r p o i n t i n t i m e , 

s o , i n e s s e n c e , i t i s s o r t o f l i k e k i c k i n g t h e c a n 

down t h e r o a d . 

CHAIRMAN ADOLPH: O k a y . Thank y o u . 

C h a i r M a r k o s e k . 

R E P . MARKOSEK: Thank y o u , C h a i r m a n 

A d o l p h . 

A c o u p l e o f h o u s e k e e p i n g t h i n g s h e r e , 

f i r s t . R e p . B r a d f o r d f r o m Montgomery C o u n t y i s 



w i t h u s . R e p . M a t t S m i t h f r o m A l l e g h e n y C o u n t y and 

R e p . Ron W a t e r s f r o m P h i l a d e l p h i a C o u n t y a r e a l s o 

p r e s e n t . 

I r e a l l y -- I ' v e h e a r d t h e p r e s e n t a t i o n 

b e f o r e , as you know, as you m e n t i o n e d b e i n g on t h e 

PSERS b o a r d , and i t i s v e r y good i n f o r m a t i o n t o 

h e a r . 

And I t h i n k , i f we c a n j u s t assume, f o r 

a s e c o n d -- and I know t h a t ' s maybe a bad word t o 

use a r o u n d e c o n o m i s t s -- b u t t h a t we d o n ' t have a 

m a j o r c r i s i s i n E u r o p e o f e i t h e r e c o n o m i c o r 

po l i t i c a l c r i s i s w i t h I r an o r , yo u k no w, wo r l d w i de, 

how i s t h e economy p e r k i n g a l o n g as we move 

f o r w a r d ? You know, a s s u m i n g t h a t a n y t h i n g m a j o r 

d o e s n ' t h a p p e n , do you p r e d i c t t h a t t h e economy i s 

g e t t i n g b e t t e r ? To what e x t e n t ? A r e we k i n d o f 

h o l d i n g o u r own? A r e we g e t t i n g s l i g h t l y b e t t e r ? 

I t seems l i k e more p e o p l e a r e w o r k i n g , 

a l t h o u g h c e r t a i n l y nowhere n e a r what we'd l i k e t o 

see t h e r e . 

And j u s t w o u l d l i k e y o u r t h o u g h t s on 

a l l o f t h a t . 

MR. VAN NOORD: I f you l o o k a t t h e 

e c o n o m i c g r o w t h i n t h e U n i t e d S t a t e s l a s t y e a r , t h e 

f i r s t q u a r t e r o f l a s t y e a r , we were up f o u r - t e n t h s 



o f one p e r c e n t . We i n c r e a s e d e a c h q u a r t e r u n t i l 

t h e f o u r t h q u a r t e r , we a c t u a l l y were up 2.8 

p e r c e n t . 

However, 1.9 p e r c e n t o f t h a t a c t u a l l y 

came f r o m i n v e n t o r y b u i l d i n g , and a t some p o i n t i n 

t i m e , p e o p l e w i l l draw down on t h a t i n v e n t o r y . I 

p e r s o n a l l y t h i n k t h a t we a r e i n t o w h a t ' s c a l l e d a 

new n o r m a l , i n t h a t we w i l l have s l o w e c o n o m i c 

g r o w t h f o r s e v e r a l y e a r s y e t . We w i l l be d e a l i n g 

w i t h some s u b d u e d i n f l a t i o n a r y p r e s s u r e s , u n d e r 2 

p e r c e n t , and we w i l l be d e a l i n g w i t h l o w i n t e r e s t 

r a t e s . 

The economy d e f i n i t e l y has t h e l o o k and 

f e e l l i k e i t i s g e t t i n g b e t t e r . The l e a d i n g 

e c o n o m i c i n d i c a t o r s o u t t h e r e w o u l d v e r i f y t h a t . 

The s t o c k m a r k e t i t s e l f has been d o i n g q u i t e w e l l . 

Remember we b o t t o m e d i n O c t o b e r . The f o u r q u a r t e r 

was s t r o n g . The f i r s t q u a r t e r t h u s f a r i s p r e t t y 

s t r o n g . B u t t h e r e s t i l l a r e m a j o r c o n c e r n s o u t 

t h e r e . 

R E P . MARKOSEK: The i n t e r e s t r a t e s 

c u r r e n t l y t h a t we see have r e a l l y b een p r e t t y much 

n e x t t o z e r o f o r many o f t h e bonds and b o r r o w i n g . 

And y o u j u s t m e n t i o n e d t h a t , y o u know, some 

a n a l y s t s and e c o n o m i s t s had i n d i c a t e d t h a t t h e y 



w o u l d r e m a i n p r e t t y much t h e same t h r o u g h 201 4, I 

b e l i e v e y o u s a i d . Am I c o r r e c t i n t h a t ? 

MR. VAN NOORD: C o r r e c t . The b e s t 

e c o n o m i s t o u t t h e r e r i g h t now i s C h a i r m a n B e r n a n k e 

o f t h e f e d e r a l r e s e r v e s y s t e m . And t h e c h a i r m a n 

has i n d i c a t e d t h a t t h e economy i s n o t s t r o n g . I t ' s 

weak. We have t o do e v e r y t h i n g we c a n t o s u p p o r t 

i t . So he has i n d i c a t e d t h a t i n t e r e s t r a t e s w i l l 

s t a y l o w f o r -- u n t i l 20 1 4. We a r e t a l k i n g a b o u t a 

c o u p l e y e a r s y e t . 

REP. MARKOSEK: Okay. Thank y o u . 

CHAIRMAN ADOLPH: Thank y o u , C h a i r m a n . 

I ' d l i ke t o a c k n o w l e d g e t h e p r e s e n c e o f 

R e p . Q u i g l e y o f Montgomery C o u n t y , R e p . B e a r o f 

L a n c a s t e r C o u n t y , and R e p . M u s t i o o f A l l e g h e n y 

C o u n t y . 

At t h i s t i m e I ' d l i k e t o a c k n o w l e d g e 

R e p . Dave M i l l a r d f o r q u e s t i o n s . 

R E P . MILLARD: Thank y o u , 

M r . C h a i r m a n . 

M r . Van N o o r d , e x c u s e my b a c k h e r e , 

b u t , two q u e s t i o n s f o r y o u , and I 'm g o i n g t o , i n an 

e f f o r t t o s a v e t i m e h e r e , a sk b o t h o f them, and ask 

you t o e x p a n d upon y o u r a n s w e r s . 

F i r s t o f a l l , s l i d e s e v e n o f y o u r 



p r e s e n t a t i o n s t a t e s t h a t c o r p o r a t i o n s c o n t i n u e t o 

c l i n g t o t h e i r c a s h . And t h e n s l i d e e i g h t f o l l o w s 

t h i s up w i t h a s t a t e m e n t t h a t c o r p o r a t i o n s a r e a l s o 

a d d i n g t o t h e i r d e b t . Now, t h e s e two s t a t e m e n t s 

c o n t r a d i c t e a c h o t h e r . And c a n you e x p l a i n why 

c a s h r e s e r v e s and d e b t l e v e l s o f c o r p o r a t i o n s a r e 

r i s i n g s i m u l t a n e o u s l y ? 

And t h e s e c o n d q u e s t i o n , I g u e s s , y o u 

know, o u r a i r waves and t h e p r i n t m e d i a a r e a l l 

f l u s h w i t h e c o n o m i s t s and f o r e c a s t e r s r e p o r t i n g 

t h a t c o r p o r a t i o n s a r e f l u s h w i t h c a s h , and y o u r 

s l i d e s e v e n i n d i c a t e s t h a t a t a l e v e l o f a b o u t 2 .1 

t r i l l i o n , and y ou m e n t i o n e d a l s o t h a t t h e n a t i o n a l 

d e b t d e f i c i t i s 1.3 t r i l l i o n . 

A l o t o f a r t i c l es a l l o v e r t h e p l a c e s , 

a g a i n g o i n g b a c k t o t h e s e two s l i d e s , t h a t 

b u s i n e s s e s a r e f l u s h w i t h c a s h , and I g u e s s t h e b i g 

q u e s t i o n i s why t h e y ' r e n o t s p e n d i n g i t i n 

i n v e s t i n g i n p r o d u c t i o n o r h i r i n g b a c k w o r k e r s . 

And, y o u know, g i v e n y o u r e x p e r i e n c e , c a n you g i v e 

us some i n s i g h t w i t h r e g a r d s t o t h e s e two 

c o n c e r n s ? 

Thank y o u . 

MR. VAN NOORD: I t h i n k t h a t ' s a v e r y , 

v e r y good q u e s t i o n . And e a c h c o r p o r a t i o n i s g o i n g 



t o have a d i f f e r e n t r e a s o n why t h e y w o u l d want t o 

have t h e i r own p a r t i c u l a r c a s h p o s i t i o n on h a n d . 

So i t ' s d i f f i c u l t t o go c o r p o r a t i o n by 

c o r p o r a t i o n . 

B u t I t h i n k t h a t t h e r e a r e a c o u p l e 

r e a s o n s . Number one, when you l o o k a t t h e c a s h 

p o s i t i o n , i t ' s c a s h i n t h e a g g r e g a t e , so i t 

i n c l u d e s f o r e i g n s u b s i d i a r i e s . A l o t o f t h e 

c o r p o r a t i o n s a r e n o t m o v i n g t h e i r c a s h f r o m t h e i r 

f o r e i g n s u b s i d i a r i e s t o home c o r p o r a t i o n l e v e l s 

b e c a u s e o f a t a x t h a t t h e y w o u l d have t o p a y . I f 

t h a t t a x was n o t t h e r e , I'm s u r e y o u ' d see a l o t o f 

them move t h e i r c a s h f r o m f o r e i g n s u b s i d i a r i e s t o 

t h e i r home c o r p o r a t i o n . 

Number two, I t h i n k t h a t t h e r e s t i l l i s 

a l o t o f e x c e s s c a p a c i t y , so a l o t o f t h e 

c o r p o r a t i o n s a r e n o t d o i n g b i g , b i g , b i g p r o j e c t s . 

I a l s o s h o u l d m e n t i o n t h a t t h e 

r e c i p r o c a l o f a d d i n g t o t h e d e b t w o u l d i n d i c a t e 

t h a t t h e c a s h p o s i t i o n s have moved u p . So t h a t 

w o u l d be a n o t h e r r e a s o n . 

B u t I h e a r f r o m some c o r p o r a t i o n s t h a t 

t h e c h i e f e x e c u t i v e o f f i c e r g e n e r a l l y has n o t been 

t h e r e more t h a n , y o u know, two, t h r e e , f o u r y e a r s . 

T h e r e ' s been a l o t o f t u r n o v e r i n t h a t e x e c u t i v e 



o f f i c e . And t h e y j u s t b a s i c a l l y want t o be 

c o n s e r v a t i v e . T h e y ' r e l i s t e n i n g t o t h e f i n a n c i a l 

o f f i c e r t h a t went t h r o u g h a f i n a n c i a l c r i s i s i n 

200 8, i n w h i c h he d i d n o t have l i q u i d i t y , and he 

w a n ts t o have as much l i q u i d i t y as p o s s i b l e o u t 

t h e r e t o pay b i l l s . And he's l i s t e n i n g t o t h e 

m a r k e t i n g p e r s o n who s a y s , you know, I'm s e e i n g 

b u s i n e s s i n c r e a s e . B u t t h e y s t i l l want t o be v e r y , 

v e r y c o n s e r v a t i v e . 

T h e r e a r e a l s o t a x r e a s o n s why a 

c o r p o r a t i o n m i g h t want t o add t o i t s d e b t l e v e l . 

And I m e n t i o n e d V e r i z o n as an e x a m p l e . T h e i r 

common s t o c k y i e l d s 5.3 p e r c e n t . They c a n go i n t o 

t h e m a r k e t and l o a n money a t 3.5 p e r c e n t . The 

i n t e r e s t p a y a b l e i s t a x d e d u c t i b l e w h e r e a s t h e 

d i v i d e n d payment i s an a f t e r - t a x e x p e n s e . So 

t h e y ' r e -- you c a n c r e a t e a n i c e a r b i t r a g e w i t h a 

h i g h - y i e l d s t o c k . 

The o t h e r t h i n g i s , t h e d e p r e c i a t i o n 

r u l e s a r e s u c h t h a t b a s i c a l l y you c a n w r i t e o f f a l l 

y o u r e q u i p m e n t i n one y e a r , so you m i g h t want t o 

c o n s i d e r u s i n g d e b t f o r t h a t . 

B u t i t i s one o f t h e s e q u e s t i o n s t h a t 

r e m a i n s on e v e r y b o d y ' s m i n d , why a l l t h e c a s h ? Why 

d o es A p p l e n e e d t o have $97.8 b i l l i o n on hand? 



So, i n t e r e s t i n g q u e s t i o n . V e r y , v e r y 

good q u e s t i o n . 

REP. MILLARD: Thank y o u . 

CHAIRMAN ADOLPH: Thank y o u . 

Rep. O ' B r i e n . 

R E P . O'BRIEN: Thank y o u , 

M r . C h a i r m a n . 

Thanks t o R e p . M i l l a r d ' s l i ne o f 

q u e s t i o n , my q u e s t i o n ' s g o i n g t o be r a t h e r 

t r u n c a t e d . And I am j u s t t a k e n b a c k t h a t t h e r e ' s 

$2 t r i l l i o n l i q u i d . And I'm a b s o l u t e l y t a k e n b a c k 

t h a t A p p l e has $ 9 7 .8 b i l l i o n i n r e s e r v e , c a s h . 

C a s h . 

Now, i t ' s my u n d e r s t a n d i n g t h a t A p p l e 

does most o f t h e i r m a n u f a c t u r i n g i n f o r e i g n 

mar k e t s ; c o r r e c t ? 

MR. VAN NOORD: I d o n ' t know what t h e 

e x a c t p e r c e n t a g e i s , b u t I w o u l d have t o assume 

t h a t , y e s . 

R E P . O'BRIEN: So, my t r u n c a t e d 

q u e s t i o n , on t h e g o v e r n m e n t p o l i c y s i d e o f t h e 

e q u a t i o n , what w o u l d t h e Commonwealth o f 

PA have t o do t o s t i m u l a t e t h a t m a n u f a c t u r i n g ? 

What w o u l d be s o u n d g o v e r n m e n t p o l i c y t o b r i n g 

t h o s e j o b s home? 



MR. VAN NOORD: W e l l , I t h i n k t h a t ' s a 

v e r y , v e r y d i f f i c u l t q u e s t i o n f o r me t o a n s w e r . 

The Commonwealth does n o t have m o n e t a r y a u t h o r i t y , 

so i t c a n n o t p r i n t money. I t has t o c r e a t e 

i n c e n t i v e s t h a t mi ght b r i n g t h a t money b a c k , b u t 

what s p e c i f i c s a r e o u t t h e r e , I t h i n k t h a t ' s a 

q u e s t i o n r e s e r v e d more f o r t h e f i s c a l a g e n c y and 

f o r t h e r eve nue co mmi s s i o n . 

REP . O'BRIEN: Take a s t a b . 

MR. VAN NOORD: I c a n ' t answer t h e 

q u e s t i o n . 

R E P . O'BRIEN: Thank you v e r y much. 

CHAIRMAN ADOLPH: Thank y o u . 

R e p . G o r d o n D e n l i n g e r . 

R E P . DENLINGER: Thank y o u , 

M r . C h a i r m a n . 

And t h a n k y o u f o r y o u r t e s t i m o n y , 

Mr. Van N o o r d . 

One q u e s t i o n , k i n d o f r e l a t e s t o Rep. 

O ' B r i e n ' s q u e s t i o n t h a t he j u s t a s k e d . I n y o u r 

d i s c u s s i o n a b o u t t h e g r o w t h -- o r t h e s t a g n a t i o n o f 

wages, i n f a c t , some d e c l i n e s , e v e n c o n s i d e r i n g 

b e n e f i t s and so f o r t h , i t s p a r k s some c u r i o s i t y 

w i t h me o v e r r a t e s o f wage and t h i n k i n g a b o u t s o r t 

o f t h a t t r i l a t e r a l c o m p a r a t i v e b e t w e e n E u r o p e , t h e 



N o r t h A m e r i c a n economy, and A s i a , C h i n a , w h i c h i s , 

o f c o u r s e , c o m i n g o n l i n e h e r e i n a p o w e r f u l w a y . 

We know we're g o i n g t h r o u g h a t i m e when t h e C h i n e s e 

economy i s e x p a n d i n g , g r o w i n g , and C h i n e s e 

e m p l o y e e s a r e g o i n g t o e x p e c t h i g h e r wages and a 

b e t t e r s t y l e o f l i f e . 

I'm w o n d e r i n g where a r e we i n t h e 

c o n t i n u u m o f s e e i n g , I g u e s s , t h e wage c o m p a r a t i v e 

b e t w e e n t h e N o r t h A m e r i c a n economy and C h i n a 

s t a r t i n g t o b a l a n c e o u t i n s u c h a way t h a t 

c o m p a n i e s l i k e A p p l e o r w h o e v e r e l s e m i g h t , you 

know, r e l o o k a t t h o s e e c o n o m i c s and s a y , you know, 

i t makes a l o t more s e n s e t o b r i n g t h o s e 

m a n u f a c t u r i n g j o b s b a c k home, l e s s p e o p l e 

t r a n s f e r r i n g them o u t . 

I'm j u s t w o n d e r i n g , a r e we, you know -¬

w i t h i n t h e n e x t f i v e y e a r , a r e we g o i n g t o see 

enough e q u a l i z a t i o n t h a t we m i g h t s t a r t t o see t h e 

r e v e r s e o f t h a t o u t s o u r c i n g o f j o b s ? 

MR. VAN NOORD: V e r y , v e r y good 

q u e s t i o n . 

I do n o t have s p e c i f i c s i n t e r m s o f 

numbers i n t e r m s o f what t h e a c t u a l wage r a t e s a r e 

b e t w e e n t h e d i f f e r e n t c o u n t r i e s . I t ' s my 

u n d e r s t a n d i n g , h o w e v e r , when t a l k i n g w i t h c o r p o r a t e 



l e a d e r s , t h a t more o f them a r e c o n s i d e r i n g m o v i n g 

m a n u f a c t u r i n g c a p a c i t y b a c k i n t h e U n i t e d S t a t e s . 

We've s e e n t h a t p a r t i c u l a r l y w i t h t h e a u t o m o t i v e 

i n d u s t r y , where a l o t o f t h e E u r o p e a n c o m p a n i e s 

have moved p r o d u c t i o n o v e r h e r e , b a s e d on, you 

know, a w h o l e h o s t o f f a c t o r s , i n c l u d i n g c u r r e n c y 

v a l u a t i o n s . 

So t h e r e d e f i n i t e l y i s a t r e n d t o move 

more and more j o b s h e r e , as we become more and more 

c o m p e t i t i v e . And I t h i n k t h a t i s a t r e n d t h a t w i l l 

c o n t i n u e g o i n g f o r w a r d . 

R E P . DENLINGER: T h a t ' s p o s i t i v e . 

One o t h e r q u i c k q u e s t i o n , i f I may, and 

i t r e l a t e s t o o u r r o l e as p o l i c y makers h e r e . You 

m e n t i o n e d some t h i n g s t h a t a r e , f r a n k l y , c o n c e r n i n g 

l o n g - t e r m t r e n d s , move t o w a r d more r e n t i n g as 

o p p o s e d t o home o w n e r s h i p . P e o p l e t a p p i n g i n t o 

t h e i r r e t i r e m e n t s a v i n g s on a more s i g n i f i c a n t way, 

p o t e n t i a l l y f o r c o l l e g e e d u c a t i o n o r w h a t e v e r e l s e , 

maybe t o g e t b y . Bad d e c i s i o n , l o n g t e r m . J u s t a 

number o f t h i n g s , you know, l e s s p e o p l e i n t h e j o b 

m a r k e t , as y o u r s l i d e i n d i c a t e d , l e s s p r o d u c t i v e 

e mployment g o i n g o n . 

Of t h o s e m a j o r n e g a t i v e l o n g - t e r m 

t r e n d s , w h i c h one o r two do you t h i n k we, as p o l i c y 



m a k e r s , w o u l d be b e s t , most w i s e t o a t t a c k o r go 

a f t e r ? I s i t t h e home o w n e r s h i p i s s u e l o n g e r 

t e r m ? I s i t t h e t a p p i n g i n t o r e t i r e m e n t s ? Where 

do you t h i n k t h e b i g b a r i s i n t e r m s o f o u r p o l i c y 

d i r e c t i o n s i n t h e f u t u r e ? 

MR. VAN NOORD: A g a i n , t h o s e a r e v e r y , 

v e r y good and t h o u g h t - p r o v o k i n g q u e s t i o n s . Home 

o w n e r s h i p has a l w a y s been s o r t o f l i k e t h e 

c o r n e r s t o n e o f a f a m i l y ' s b a l a n c e s h e e t , and once 

you s t o p t h a t d e c l i n e , I t h i n k t h e consumer i s 

g o i n g t o have c o n f i d e n c e . And once t h e consumer 

has h i s c o n f i d e n c e b a c k , I t h i n k t h a t y o u ' l l see 

i n c r e a s e s i n sp end i n g pa t t e r n s an d y o u ' l l see 

g r o w t h i n t h e ec o n o m y . So w h a t e v e r c o u l d be done 

t o h e l p on t h e home f r o n t . 

Now, q u i t e f r a n k l y , PA n e v e r went 

t h r o u g h t h e r a p i d i n c r e a s e s l i k e a s t a t e -- l i k e 

C a l i f o r n i a o r F l o r i d a . So t h e f a l l has n o t been as 

i n t e n s e as i t has been i n C a l i f o r n i a o r i n 

F l o r i d a . I t i s my u n d e r s t a n d i n g t h a t t h e r e s t i l l 

a r e a b o u t 25,000 homes i n PA t h a t a r e b e i n g 

f o r e c l o s e d o r i n t h e p r o c e s s o f b e i n g f o r e c l o s e d , 

b u t t h a t ' s a s m a l l number c o m p a r e d t o a s t a t e l i k e 

F l o r i d a , w h i c h i s e x p e r i e n c i n g p r o b a b l y 50 0 , 0 0 0 

homes b e i n g f o r e c l o s e d o n . 



But I t h i n k t h a t home o w n e r s h i p has 

a l w a y s been t h e c o r n e r s t o n e o f a f a m i l y ' s w e a l t h , 

and once t h e y f e e l l i k e t h e i r w e a l t h i s i n c r e a s i n g , 

t h e y ' r e g o i n g t o be more c o n f i d e n t a b o u t s p e n d i n g . 

R E P . DENLINGER: V e r y g o o d . Thank 

y o u . 

Thank y o u , M r . C h a i r m a n . 

CHAIRMAN ADOLPH: Thank y o u . 

R e p . M a t t S m i t h . 

R E P . SMITH: Thank y o u , M r . C h a i r m a n . 

Thank y o u , M r . Van N o o r d , f o r y o u r 

t e s t i m o n y t o d a y . 

J u s t a few q u e s t i o n s as i t r e l a t e s t o 

t h e v a r i o u s c o n t r a c t i o n and a u s t e r i t y m e a s u r e s t h a t 

you d e t a i l b o t h i n t h i s c o u n t r y and i n o t h e r 

c o u n t r i e s . And I'm j u s t w o n d e r i n g , what i s y o u r 

o p i n i o n on s o r t o f t h e g e n e r a l c o n t r a c t i o n a t t h e 

f e d e r a l g o v e r n m e n t l e v e l as i t r e l a t e s t o GDP 

g r o w t h o r GDP d e c r e a s e i n g r o w t h ? I s t h e r e a 

c o n n e c t i o n t h e r e b e t w e e n t h e a u s t e r i t y and 

c o n t r a c t i o n m e a s u r e s and GDP g r o w t h ? 

MR. VAN NOORD: The one c h a r t t h a t I 

d i d have w o u l d i n d i c a t e t h a t t h e f e d e r a l g o v e r n m e n t 

i s g o i n g t o be a d r a g on r e a l GDP g r o w t h . So t h e r e 

i s a v e r y good c o n n e c t i o n b e t w e e n a u s t e r i t y 



p r o g r a m s . 

You know, yo u c a n l o o k t o G r e e c e as now 

b e i n g t h e e x a m p l e . They have gone t h r o u g h f i v e 

y e a r s o f c o n t r a c t i o n . And e v e r y t i m e t h e y g e t a 

l o a n f r o m t h e I n t e r n a t i o n a l M o n e t a r y F u n d , t h e y a r e 

r e q u i r e d t o go t h r o u g h a n o t h e r a u s t e r i t y p r o g r a m . 

Once you keep p u l l i n g b a c k l i k e t h a t , i t does 

p r e s e n t s o r t o f l i k e t h i s s t o n e t h a t ' s r o l l i n g 

d o w n h i l l . And now i n t h e l a t e s t q u a r t e r , t h e G r e e k 

GDP c o n t r a c t e d a t 18 p e r c e n t , so t h a t ' s a v e r y 

l a r g e n u m b e r . And y e t , i n t h e most r e c e n t b u d g e t 

o r l o a n n e g o t i a t i o n s , i t i s my u n d e r s t a n d i n g t h a t 

t h e Germans have d e c i d e d t h a t t h e G r e e k s n e e d more 

a u s t e r i t y . 

I t ' s one o f t h e i s s u e s y o u r u n i n t o 

when you have s e v e n t e e n n a t i o n s t h a t have s h a r e d 

t h e common c u r r e n c y , and you have some n a t i o n s t h a t 

a r e v e r y good e x p o r t n a t i o n , l i k e Germany, b u t t h e n 

you have a n a t i o n l i k e G r e e c e , w h i c h b a s i c a l l y 

d o e s n ' t have an e x p o r t e c o n o m y . I t ' s a n o t h e r 

p r o b l e m when you have an E u r o p e a n U n i o n , w h i c h 

i n c l u d e s t w e n t y - s e v e n c o u n t r i e s . So you have 

t w e n t y - s e v e n c o u n t r i e s i n a E u r o p e a n U n i o n . You've 

g o t s e v e n t e e n c o u n t r i e s i n a E u r o b a s e . 

R E P . SMITH: I t ' s s o r t o f t a k i n g t h a t 



e x a m p l e , and i n some ways you c a n a l m o s t l o o k a t 

t h e i n d e p e n d e n t EU c o u n t r i e s as i n d e p e n d e n t s t a t e s 

o f t h e l a r g e r EU, G r e e c e b e i n g one o f them, I t a l y , 

e t c e t e r a , e t c e t e r a . 

And so t h a t s o r t o f b r i n g s me t o my 

n e x t q u e s t i o n as i t r e l a t e s t o t h e s t a t e s h e r e a t 

home. 

I s n ' t t h e same t h i n g b a s i c a l l y 

a p p l i c a b l e t o t h e s t a t e s , where t h e r e ' s s t a t e 

c o n t r a c t i o n and a u s t e r i t y m e a s u r e s , t h a t t h e r e 

w o u l d be s o r t o f a d r a g i n t h e s t a t e ' s economy? So 

t h a t i f a s t a t e d r a s t i c a l l y r e d u c e s s p e n d i n g and 

e x p e n d i t u r e s and t h a t c a u s e s a n e t r e s u l t s i n l o s s 

o f j o b s , p a r t i c u l a r l y on t h e p u b l i c s e c t o r s i d e , 

t h a t t h a t w o u l d t h e n be a d r a g on t h a t p a r t i c u l a r 

s t a t e ' s e c o n o m y . 

MR. VAN NOORD: T h a t w o u l d be c o r r e c t . 

REP. SMITH: You had m e n t i o n e d e a r l i e r 

one t h i n g t h a t I t h o u g h t was i n t e r e s t i n g , t h a t y o u r 

f o r e c a s t and t h e c h a i r m a n -- C h a i r m a n B e r n a n k e ' s 

f o r e c a s t on f u t u r e i n t e r e s t r a t e s i s t h a t f o r t h e 

f o r e s e e a b l e f u t u r e t h e y w o u l d be, o b v i o u s l y , v e r y 

l o w , and t h a t t h a t w o u l d , o b v i o u s l y , be bad f o r 

s a v e r s , good f o r b o r r o w e r s . 

Can yo u e l a b o r a t e on -- you know, t h e 



t i m i n g o f b o r r o w i n g I t h i n k i s s o m e t h i n g t h a t g e t s 

l o s t i n t h e s h u f f l e i n o u r d e b a t e on d e b t -- and 

w h e t h e r , i n y o u r o p i n i o n , i t makes s e n s e f o r -- i f 

t h e r e i s a ne e d t o b o r r o w , t h a t t h a t b o r r o w i n g 

o c c u r w i t h i n t h i s window where we're g o i n g t o have 

d r a s t i c a l l y r e d u c e d i n t e r e s t r a t e s ? 

MR. VAN NOORD: I m e n t i o n e d , i n 

p a r t i c u l a r , where t h e Commonwealth r i g h t now s h o u l d 

be a b l e t o b o r r o w money. I m e n t i o n t h a t o n l y i n 

t h e c o n t e x t o f h a v i n g a n o t h e r a r r o w o r -- i n y o u r 

q u i v e r i n c a s e you m i g h t n e e d t o do s o m e t h i n g a l o n g 

t h a t l i n e . 

And when you c a n b o r r o w a t 1.95 p e r c e n t 

f o r t e n y e a r s t a x exempt o r 2.9 p e r c e n t on PA 

t a x a b l e i s s u e , i t i s s o m e t h i n g t h a t you a t l e a s t 

sho u l d ha ve i n t h e ba ck o f you r m i n d . 

W h e t h e r y o u d e c i d e as a g r o u p t o i s s u e 

more d e b t , y o u know, t h a t i s an A p p r o p r i a t i o n 

C o m m i t t e e d e c i s i o n . And I c a n ' t recommend. 

RE P . SMITH: S u r e . What i s -- where 

does PA f i t i n r i g h t now i n t e r m s o f i t s d e b t 

r a t i n g t o o t h e r s t a t e s ? 

MR. VAN NOORD: PA r i g h t now i s a AA. 

Th e r e a r e t h r e e g r o u p s : Moody's, S and P, and 

F i t c h . And a l l o f them have AA p l u s o r m i n u s . So 



i t ' s a AA. 

REP . SMITH: W h i c h i s -- where does 

t h a t f i t i n among o t h e r s t a t e s and on t h e s c a l e 

o f 

MR. VAN NOORD: AAA i s t h e b e s t r a t i n g , 

so i t ' s a n o t c h b e l o w t h a t . And I h o n e s t l y d o n ' t 

know what a l l t h e o t h e r f i f t y s t a t e s , I c a n ' t g i v e 

you t h a t . B u t I c a n e a s i l y g e t y ou t h a t 

i n f o r m a t i o n i f you w o u l d l i k e t h a t . 

R E P . SMITH: That w o u l d be g r e a t . 

MR. VAN NOORD: S u r e . 

R E P . SMITH: You c a n c e r t a i n l y d i r e c t 

i t t h r o u g h C h a i r m a n A d o l p h and C h a i r m a n M a r k o s e k . 

I a p p r e c i a t e t h a t . 

MR. VAN NOORD: S u r e . 

R E P . SMITH: J u s t one f i n a l q u e s t i o n . 

You had m e n t i o n e d t h e d e b a t e i n 

W a s h i n g t o n on t h e e x t e n s i o n o f t h e p a y r o l l t a x c u t s 

and e x t e n s i o n o f unemployment c o m p e n s a t i o n 

i n s u r a n c e . 

I n y o u r o p i n i o n , what w o u l d be more 

s t i m u l a t i v e t o t h e economy? That c o m b i n a t i o n o f 

i m m e d i a t e p a y r o l l t a x c u t s , where t h e i n d i v i d u a l s 

a r e s a v i n g more money t h r o u g h t h e i r b i w e e k l y 

p a y c h e c k a n d / o r t h e y ' r e c o n t i n u i n g t o r e c e i v e t h o s e 



unemployment b e n e f i t s , v e r s u s t h e s t i m u l a t i v e 

e f f e c t o f s o m e t h i n g l i k e t h e B u s h t a x c u t s , t h a t 

y o u ' v e m e n t i o n e d a r e s e t t o e x p i r e i n 2013, I t h i n k 

you had m e n t i o n e d t o t h e t u n e o f 240 b i l l i o n a y e a r 

as a c o s t t o t h e f e d e r a l g o v e r n m e n t ? What w o u l d be 

more s t i m u l a t i v e as a s h o r t - t e r m j o l t t o t h e 

economy? 

MR. VAN NOORD: I n g e n e r a l , e c o n o m i s t s 

f e e l t h a t unemployment -- a c t u a l l y , you w o u l d g e t 

p r o b a b l y a f a c t o r o f 1 t o 1 .2 s t i m u l a t i v e e f f e c t t o 

t h e e c o nomy. B a s i c a l l y , i f y o u ' r e on u n e m p l o y m e n t , 

you a r e g o i n g t o s p e n d a h u n d r e d p e r c e n t o f what 

you g e t . A p a y r o l l t a x , i n o r d e r f o r i t t o work, 

you n e e d t o s p e n d i t . B u t a l o t o f p e o p l e , I 

t h i n k , a r e g o i n g t o s a v e i t , o r t h e y ' r e g o i n g t o 

pay down d e b t w i t h i t . I f t h e l a t t e r two o c c u r , 

you r e a l l y do n o t s t i m u l a t e t h e e c o n o m y . 

REP . SMITH: And how a b o u t w i t h r e s p e c t 

t o t h e B u s h t a x c u t s , b e c a u s e t h e t h i n g t h a t 

w o r r i e s me t h e r e i s , t h a t s o m e t h i n g s i m i l a r t o what 

R e p . O ' B r i e n a s k e d a b o u t i s -- i s c o r p o r a t e -¬

c o r p o r a t i o n s a r e s i t t i n g on c a s h r e s e r v e s . I s t h a t 

a p o s s i b i l i t y w i t h t h o s e p a r t i c u l a r t a x c u t s f o r 

t h o s e m a k i n g o v e r $20 0,0 00 t h a t , l i k e t h e p a y r o l l 

t a x c u t e x a m p l e you m e n t i o n e d , t h a t t h a t money w i l l 



n o t a c t u a l l y be s p e n t , i t w i l l a c t u a l l y be s a v e d o r 

p u t i n t o some f o r m o f a r e s t r i c t e d a c c e s s a c c o u n t ? 

MR. VAN NOORD: I t h i n k t h a t t h e 

i m p o r t a n t t h i n g r i g h t now i s c o n f i d e n c e . And t h e 

two i t e m s I m e n t i o n e d , t h e B u s h t a x c u t a l o n g w i t h 

t h e s p e n d i n g c u t s , a r e b o t h p o l i c y d e c i s i o n s . 

P o l i c y d e c i s i o n s c a n be c h a n g e d a t any p o i n t i n 

t i m e . B u t how do you have c o n f i d e n c e t h a t i t ' s n o t 

g o i n g t o change o r t h a t i t w i l l c h ange n e x t y e a r ? 

You d o n ' t know f o r c e r t a i n i f y o u ' r e g o i n g t o be 

p a y i n g a h i g h e r t a x r a t e , t h e same t a x r a t e , o r 

s o m e t h i n g l o w e r . I t ' s -- t h e r e ' s g o i n g t o be a l o t 

o f d e b a t e on t h o s e i t e m s t h i s y e a r . 

So I t h i n k i f c o r p o r a t i o n s had more 

c o n f i d e n c e i n t h e t a x p o l i c i e s a t t h e f e d e r a l 

l e v e l , I t h i n k t h e y w o u l d be more f r e e t o i n v e s t 

t h e i r c a s h b e c a u s e t h e y c a n t h i n k more l o n g t e r m . 

One y e a r f r o m now, t h i n g s c o u l d be e n t i r e l y 

d i f f e r e n t t h a n where t h e y a r e . 

REP . SMITH: And j u s t one f i n a l 

q u e s t i o n , M r . C h a i r m a n . 

Do you -- do you t h i n k t h a t -- c o r r e c t 

me i f I'm wrong -- b u t one o f t h e t h i n g s I 'm t a k i n g 

away f r o m y o u r t e s t i m o n y i s t h a t we s o r t o f have t o 

move on two s o r t o f m u t u a l l y e x c l u s i v e t r a c k s , one 



o f w h i c h i s s h o r t - t e r m s t i m u l u s , s h o r t - t e r m d o l l a r s 

i n t o t h e m a r k e t , c r e a t i n g demand, and t h e o t h e r 

t r a c k i s a l o n g e r t e r m , a f i v e - , t e n - , f i f t e e n - y e a r 

p l a n t h a t p r o v i d e s some c e r t a i n t y w i t h r e s p e c t t o 

t a x r a t e s , w i t h r e s p e c t t o r e d u c i n g t h e d e b t and 

t h a t s o r t o f t h i n g , and m o v i n g on t h o s e two t r a c k s , 

I t h i n k i s d i f f i c u l t , b u t t h a t seems t o be what 

y o u ' r e s a y i n g , t h a t t h e r e ' s a n e e d f o r a s h o r t - t e r m 

j o l t , b u t , a l s o , a t t h e same t i m e , a n e e d f o r a 

l o n g e r t e r m c e r t a i n t y t o h o p e f u l l y remove some o f 

t h a t c a s h f r o m t h e c o r p o r a t e b a l a n c e s h e e t s . 

MR. VAN NOORD: That w o u l d be c o r r e c t . 

The p o s i t i v e t h i n g r i g h t now i s , I d o n ' t t h i n k 

t h e r e a r e many e c o n o m i s t s o r any e c o n o m i s t s o u t 

t h e r e t h a t a r e l o o k i n g f o r c o n t r a c t i o n i n o u r G r o s s 

D o m e s t i c P r o d u c t t h i s y e a r o r n e x t y e a r . I t ' s -¬

bu t i t ' s b a s i c a l l y v e r y , v e r y s l o w g r o w t h , and 

t h a t ' s much d i f f e r e n t t h a n any o t h e r r e c o v e r y t h a t 

we've had i n t h e p a s t . And I t h i n k i t ' s g o i n g t o 

be -- i t ' s g o i n g t o t a k e t i m e f o r us t o g e t b a c k t o 

a n o r m a l i z e d g r o w t h r a t e . 

R E P . SMITH: Thank y o u , M r . C h a i r m a n . 

CHAIRMAN ADOLPH: Thank y o u . 

I ' d l i ke t o a c k n o w l e d g e t h e p r e s e n c e o f 

R e p . Ron M i l l e r o f Y o r k C o u n t y , c h a i r m a n o f t h e 



L a b o r C o m m i t t e e . Thank you f o r j o i n i n g u s . 

R e p . B r i a n E l l i s has t h e n e x t q u e s t i o n . 

R E P . E L L I S: Thank y o u v e r y much, 

M r . C h a i r m a n . 

M r . Van N o o r d , t h a n k you v e r y much f o r 

comi ng i n t o d a y . 

At t h e v e r y b e g i n n i n g o f y o u r 

p r e s e n t a t i o n , y o u s t a r t e d t o u c h i n g on t h e 

g e o p o l i t i c a l f a c t o r s t h a t e n t e r i n t o t h e m a r k e t 

p s y c h o l o g y , s p e c i f i c a l l y w i t h I r a n . Were you 

r e f e r r i n g t o g a s p r i c e s a t t h a t p o i n t ? 

MR. VAN NOORD: Y e s . T h e r e ' s a l o t o f 

t e n s i o n r i g h t now. And t h e E u r o p e a n U n i o n has p u t 

s a n c t i o n s o u t t h e r e . T h e y ' r e c u r t a i l i n g t h e i r 

p u r c h a s e s f r o m I r a n i n t h e t u n e o f 600,000 b a r r e l s 

a d a y . We're h e a r i n g t h a t L l o y d ' s o f L o n d o n has 

s t o p p e d i n s u r i n g t a n k e r s i n t h a t p a r t i c u l a r a r e a . 

So t h e r e ' s a l o t o f t e n s i o n r i g h t now, and we've 

s e e n t h a t r e f l e c t e d i n g a s o l i n e p r i c e s . 

H i g h e r g a s o l i n e p r i c e s do a c t as a 

t a x . So t h e h i g h e r t h e g a s o l i n e p r i c e i s g o i n g , 

and, b a s i c a l l y , i t ' s become an e v e n i n g news i t e m . 

E v e r y n i g h t t h e y t a l k a b o u t where g a s o l i n e i s and 

where p e o p l e p r o j e c t i t ' s g o i n g t o g o . 

REP . E L L I S: I g u e s s , s p e c i f i c a l l y , 



what I 'm a s k i n g , you know, f o u r y e a r s ago, when t h e 

Obama a d m i n i s t r a t i o n t o o k o v e r , g a s was a l i t t l e 

u n d e r 1.80 a g a l l o n . Now we're l o o k i n g a t i t g o i n g 

u p wards o f 4 and b e y o n d . 

At t h a t p o i n t -- when -- i s t h e r e a 

t r i g g e r p o i n t where gas p r i c e s a r e so h i g h t h a t 

t h i s s l o w g r o w t h t r e n d c o u l d be r e v e r s e d , where 

f o l k s w i l l s a y , l i k e , Oh, my g o s h , i t ' s $4 a 

g a l l o n , I 'm n o t s p e n d i n g i t on a n y t h i n g b e c a u s e 

I n e e d t o do t h a t ? I s t h e r e a t r i g g e r p o i n t i n 

y o u r m i n d where PA's economy i s r e a l l y g o i n g t o 

s u f f e r b e c a u s e o f t h e gas p r i c e s p e c i f i c a l l y ? 

MR. VAN NOORD: T h e r e d e f i n i t e l y has t o 

be a t r i g g e r p o i n t i n w h i c h t h a t t a k e s p l a c e . W i t h 

e a c h i n d i v i d u a l , i t ' s g o i n g t o be l i t t l e b i t 

d i f f e r e n t . I c a n ' t g i v e a good f e e l . B u t what I 

can t e l l y o u , t h a t g a s o l i n e i s l i k e a t a x . You 

have X number o f d o l l a r s i n p e r s o n a l d i s p o s a l 

i n c o m e . I f you see a r e d u c t i o n i n t h a t , t h a t means 

you c a n ' t s p e n d i t some o t h e r p l a c e . So i f you 

have i n c r e a s e s i n f u e l c o s t , d e f i n i t e l y y o u have t o 

r e a d j u s t y o u r b a l a n c e . 

Now, f o r t u n a t e l y , we, i n PA, have 

e x p e r i e n c e d a r e l a t i v e l y m i l d w i n t e r , so t h a t i s a 

n i c e o f f s e t . B u t h i g h e r g a s o l i n e p r i c e s d e f i n i t e l y 



a r e a c o n c e r n t h a t I h a v e . 

REP. E L L I S : Okay. I a p p r e c i a t e t h a t . 

I f I c a n j u s t t o u c h on one o t h e r a r e a , 

i f you c a n h e l p me u n d e r s t a n d a l i t t l e b e t t e r . On 

s l i d e t h i r t e e n , y o u l i s t i t as b e h i n d on t h e 

b i l l s . How does t h a t a f f e c t t h e economy i n PA, t h e 

f a c t t h a t , you know, n a t i o n w i d e , $96.8 b i l l i o n i s 

s i x t y d a y s l a t e on m o r t g a g e s and o t h e r b i l l s ? How 

does t h a t t r a n s l a t e and a f f e c t u s ? And what can we 

do t o t r y t o c u r b t h a t i n PA? And I g u e s s a l s o , i s 

PA one o f t h e w o r s t s t a t e s ? A r e we i n t h e m i d d l e ? 

Or do you have any i n f o r m a t i o n a l o n g t h o s e l i n e s ? 

MR. VAN NOORD: I'm s o r r y . I do n o t 

have s p e c i f i c i n f o r m a t i o n . I t ' s v e r y p o s s i b l e t h e 

n e x t two g r o u p s w i l l have v e r y , v e r y s p e c i f i c 

i n f o r m a t i o n . I t ' s my u n d e r s t a n d i n g t h a t we were 

g o i n g t o go f r o m t h e g l o b a l , t h e macro, t o t h e 

m i c r o . So v e r y l i k e l y t h e y w o u l d have v e r y 

s p e c i f i c i n f o r m a t i o n . 

B u t i f y o u ' r e s i x t y d a y s b e h i n d , 

g e n e r a l l y , y o u ' r e g o i n g t o s t a r t , y o u know, w o r k i n g 

w i t h a bank o r w o r k i n g w i t h a w o r k - o u t g r o u p t o 

b r i n g y o u r p a y m e n t s up t o where t h e y s h o u l d b e . 

Y o u ' r e n o t g o i n g t o b e g r a n t e d e x t e n s i o n s o n y o u r 

c r e d i t . So any t i m e you p u l l b a c k on c r e d i t , y o u 



a r e g o i n g t o i m p a c t t h e economy. 

Now, f o r t u n a t e l y , t h i s i s g o i n g i n t h e 

r i g h t d i r e c t i o n , b u t , you know, i t ' s s t i l l n o t 

where i t s h o u l d be o r where i t was p r i o r t o t h e 

s t a r t o f t h e f i n a n c i a l c r i s i s t h a t we had i n 200 8. 

R E P . E L L I S: B u t , o v e r a l l , you t h i n k 

we're g o i n g t o c o n t i n u e on t h a t number g o i n g down. 

MR. VAN NOORD: Y e s . 

R E P . E L L I S: O k a y . Thank you v e r y 

much. 

CHAIRMAN ADOLPH: Thank y o u , 

R e p r e s e n t a t i v e . 

N e x t q u e s t i o n i s R e p . Mauree G i n g r i c h . 

REP. GINGRICH: Thank y o u , 

M r . C h a i r m a n . 

Thank y o u , M r . Van N o o r d . I t h i n k y o u r 

p r e s e n t a t i o n was e x c e l l e n t and o b v i o u s l y has 

g e n e r a t e d a l o t o f d i s c u s s i o n and a l o t on t h e 

c o r p o r a t e l e v e l , w h i c h was i m p o r t a n t , and t h a n k you 

f o r a n s w e r i n g a l l t h o s e . 

I 'm i n c l i n e d t o a s k a l i t t l e b i t mo r e 

a b o u t w h a t ' s g o i n g on w i t h t h e 40 1 ( k ) p l a n s , and 

I ' l l t e l l y o u why and s h a r e y o u r t h o u g h t s w i t h me. 

We -- we have an e s c a l a t i n g o l d e r 

p o p u l a t i o n h e r e i n P A . And, o f c o u r s e , we know 



t h e r e ' s a p r i c e t o l o n g e v i t y . When we l o o k a t 

p e o p l e a c c e s s i n g t h e i r 4 0 1 ( k ) p l a n s , w h i c h , i n t h e 

p r i v a t e s e c t o r i s t h e i r r e t i r e m e n t p l a n i n t h i s 

p a r t i c u l a r t i m e and f r a m e w o r k , p e o p l e a r e l i v i n g 

l o n g e r . T h i s , I g u e s s , i s g o i n g t o r e q u i r e them t o 

work l o n g e r as w e l l , i f y o u ' r e g o i n g t o be 

b o r r o w i n g a g a i n s t t h e 40 1 ( k ) and h a v i n g an 

o p p o r t u n i t y now t o do i t , i n some c a s e s , w i t h o u t 

p e n a l t y , I w o u l d assume t h a t , w i t h most s t u d e n t s 

w a n t i n g t o go on t o h i g h e r e d u c a t i o n and a r e a s t h a t 

a r e a c c e s s i b l e t o t h e s e f u n d s , we may see more o f 

t h a t . 

I'm l o o k i n g a t t h i s b a r g r a p h , and i t ' s 

a s i g n i f i c a n t i n c r e a s e . 

What i s y o u r t h o u g h t , l o n g t e r m , on 

t h a t p i e c e o f t h e economy? A s i d e f r o m e v e r y t h i n g 

t h a t ' s g o i n g on -- economy a t l a r g e and 

c o r p o r a t i o n s and t h e i r d e c i s i o n s and b u i l d i n g 

j o b s -- a c c e s s t o t h e 40 1 ( k ) s i n t h e numbers we're 

l o o k i n g a t on t h e c h a r t , do you see t h a t 

c o n t i n u i n g ? And do you a g r e e w i t h me on t h a t 

h a v i n g a s i g n i f i c a n t i m p a c t ? 

MR. VAN NOORD: I w o u l d a g r e e w i t h you 

t h a t i t does have a s i g n i f i c a n t i m p a c t . You 

m e n t i o n e d t h e s e n i o r c i t i z e n o u t t h e r e . W i t h CD 



r a t e s where t h e y ' r e a t r i g h t now, t h e s e n i o r 

c i t i z e n i s r e a l l y b e i n g harmed g r e a t l y . I t a f f e c t s 

h i s c u r r e n t i ncome l e v e l . 

When we see i n c r e a s e s i n drawdowns f r o m 

t h e 40 1 ( k ) , t h a t ' s v e r y d i s t u r b i n g , w h i c h means -¬

i t means y o u ' r e n o t s a v i n g enough f o r r e t i r e m e n t . 

And i f y o u ' r e n o t s a v i n g e n ough f o r r e t i r e m e n t , you 

c a n ' t r e t i r e . So, t h e r e f o r e , y o u ' r e i n t h e work 

f o r c e l o n g e r , and t h a t a f f e c t s u n e m p l o y m e n t . 

The s t a t i s t i c s we're s e e i n g r i g h t now 

i n t e r m s o f c a s h b a l a n c e s o r b a l a n c e s i n a 40 1 ( k ) 

a r e v e r y d i s t u r b i n g . I mean, t h e y ' r e u n d e r 

$50,000. And when you have $50,000 i n a 4 0 1 ( k ) , 

and y o u ' r e l o o k i n g f o r a f i x e d i n c o m e i n v e s t m e n t , 

y o u ' r e j u s t -- y o u ' r e j u s t n o t a b l e t o l i v e t h e 

l i f e s t y l e t h a t you had once hoped you w o u l d l i v e . 

So i t i s a v e r y a l a r m i n g s t a t i s t i c s . 

The s t a t i s t i c s I showed i n t h e r e were f o r t h e y e a r 

e n d i n g December 31 o f 2010. E v e r y i n d i c a t i o n we've 

s e e n i s t h a t 20 11 w i l l be v e r y , v e r y s i m i l a r , and 

i t wi l l be h i g h e r . 

I w o u l d hope a t some p o i n t i n t i m e t h a t 

w o u l d r e v e r s e , b u t , you know, you a r e r i g h t on i n 

t h e s t a t e m e n t t h a t y o u made. 

RE P . GINGRICH: I'm c o n c e r n e d a b o u t 



t h a t c y c l e , b e c a u s e i t ' s a c y c l e t h a t y o u j u s t 

d e s c r i b e d . C a n ' t r e t i r e b e c a u s e you c a n ' t a f f o r d 

t o r e t i r e , have t o keep t h e j o b s , so t h e j o b s a r e 

no t a v a i l a b l e , and, u l t i m a t e l y , we end up w i t h a 

v e r y p o o r e l d e r l y p o p u l a t i o n , w h i c h comes b a c k , o f 

c o u r s e , on t h e g o v e r n m e n t as we make o u r p o l i c i e s 

d e c i s i o n s and how we're g o i n g t o c a r e f o r t h o s e 

p e o p l e . 

So I r e a l l y a p p r e c i a t e y o u h a v i n g t h a t 

c h a r t i n t h e r e a l o n g w i t h a l l t h e o t h e r good 

i n f o r m a t i o n . 

T ha nk yo u, M r . Van No o r d . 

MR. VAN NOORD: Y o u ' r e w e l c o m e . 

CHAIRMAN ADOLPH: Thank y o u , 

R e p r e s e n t a t i v e . 

S e e i n g no o t h e r q u e s t i o n s , I want y o u 

t h a n k y o u , M r . Van N o o r d , f o r a v e r y i n t e r e s t i n g 

and i n f o r m a t i v e p r e s e n t a t i o n and l o o k i n g f o r w a r d t o 

be w o r k i n g w i t h y o u d u r i n g t h i s b u d g e t p r o c e s s . 

MR. VAN NOORD: Thank y o u . We do t h a n k 

you f o r t h e o p p o r t u n i t y t o be h e r e . We c o n s i d e r 

o u r s e l v e s a r e s o u r c e f o r y o u . I f t h e r e ' s e v e r 

a n y t h i n g t h a t we c a n do, p l e a s e c a l l . And we l o o k 

f o r w a r d t o s e e i n g you on T h u r s d a y . 

CHAIRMAN ADOLPH: Thank y o u . 



Thank y o u . 

(Whereupon, t h e h e a r i n g c o n c l u d e d 

a t 10: 44 a.m.) 

* * * * * 



p r e s e n t upon t h e h e a r i n g o f t h e a b o v e - e n t i t l e d 

m a t t e r and t h e r e r e p o r t e d s t e n o g r a p h i c a l l y t h e 

p r o c e e d i n g s had and t h e t e s t i m o n y p r o d u c e d ; 

and I f u r t h e r c e r t i f y t h a t t h e f o r e g o i n g i s a 

t r u e and c o r r e c t t r a n s c r i p t o f my s a i d 

s t e n o g r a p h i c n o t e s . 

BRENDA J . PARDUN, RPR 
C o u r t R e p o r t e r 
N o t a r y P u b l i c 
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P R O C E E D I N G S 

CHAIRMAN ADOLPH: Thank y o u . 

The n e x t h e a r i n g w i l l be w i t h t h e 

I n d e p e n d e n t F i s c a l O f f i c e . I t ' s my p l e a s u r e t o 

i n t r o d u c e M a t t h e w K n i t t e l , t h e d i r e c t o r o f t h e 

I n d e p e n d e n t F i s c a l O f f i c e as w e l l as Mark R y a n , t h e 

d e p u t y d i r e c t o r , and J e n n i f e r B o g e r , s e n i o r b u d g e t 

a n a l y s t . 

Good m o r n i n g . 

By way o f b a c k g r o u n d f o r t h e members, 

t h e I n d e p e n d e n t F i s c a l O f f i c e was c r e a t e d by A c t 

120 o f 20 1 0 . The I n d e p e n d e n t F i s c a l O f f i c e was 

c r e a t e d t o p r o v i d e a n o n p a r t i s a n f i s c a l a n a l y s i s o f 

e c o n o m i c , r e v e n u e , and b u d g e t i s s u e s t o a s s i s t t h e 

g e n e r a l a s s e m b l y and t h e g o v e r n o r . 

The 20 11-201 2 b u d g e t made an 

a p p r o p r i a t i o n o f $1.9 m i l l i o n t o t h i s o f f i c e . The 

d i r e c t o r was h i r e d on S e p t e m b e r 1 9 t h , 2 011 , and 

t h e r e a r e c u r r e n t l y t h r e e e m p l o y e e s . The o f f i c e 

e x p e c t s t o be f u l l y s t a f f e d by t h i s f a l l , w i t h 

t o t a l a t o t a l o f t e n t o e l e v e n e m p l o y e e s . 

The m a j o r m a n d a t o r y o b l i g a t i o n s o f t h i s 

o f f i c e a r e , number o n e , p u b l i s h a f i v e - y e a r 

o u t l o o k ; number t w o , c o n v e n e a r e v e n u e c o n f e r e n c e ; 

a n d , number t h r e e , p r o d u c e an i n i t i a l r e v e n u e 



e s t i m a t e by May 1 s t o f e a c h f i s c a l y e a r and p r o d u c e 

an o f f i c i a l e s t i m a t e by J u n e 1 5 t h o f e a c h f i s c a l 

y e a r . 

Thank y o u . And w i t h o u t f u r t h e r a d o , 

M r . D i r e c t o r , t h e t i m e ' s y o u r s . 

DIRECTOR KNI TTEL: Thank y o u . 

C h a i r m a n A d o l p h , C h a i r m a n M a r k o s e k , and 

members o f t h e c o m m i t t e e , t h a n k you f o r t h e 

o p p o r t u n i t y t o t e s t i f y b e f o r e you t o d a y . 

The I n d e p e n d e n t F i s c a l O f f i c e was 

c r e a t e d t o p r o v i d e r e v e n u e p r o j e c t i o n s f o r t h e 

a n n u a l b u d g e t p r o c e s s and i m p a r t i a l f i s c a l a n a l y s i s 

o f e c o n o m i c , r e v e n u e , and b u d g e t a r y i s s u e s . The 

o f f i c e s e e k s t o p r o v i d e t h e p u b l i c and t h e g e n e r a l 

a s s e m b l y w i t h i n f o r m a t i o n t h a t c a n be u s e d t o 

e v a l u a t e t h e p o t e n t i a l f i s c a l and e c o n o m i c 

i m p l i c a t i o n o f p o l i c y d e c i s i o n s . 

W i t h i n t h a t r o l e , t h e o f f i c e m i g h t 

e s t i m a t e t h e e c o n o m i c or f i s c a l i m p a c t o f a 

p r o p o s e d p o l i c y , b u t w i l l n o t recommend, s u p p o r t , 

or o p p o s e any s p e c i f i c p r o p o s a l . 

F o r a l l a n a l y s i s , t h e o f f i c e w i l l 

e x p l a i n t h e m e t h o d o l o g y u s e d as w e l l as any 

a s s u m p t i o n s or r e s e a r c h t h a t a r e i n c o r p o r a t e d 

t h e r e i n . 



I ' d l i ke t o d i r e c t my b r i e f comment 

t o w a r d s t h r e e i s s u e s : t h e c u r r e n t s t a t u s o f t h e 

o f f i c e , t h e e c o n o m i c o u t l o o k f o r 20 1 2, and t h e 

r e v e n u e o u t l o o k f o r t h e r e s t o f t h e f i s c a l y e a r . 

T u r n i n g t o t h e o f f i c e s t a t u s , I s t a r t e d 

i n my c a p a c i t y as d i r e c t o r o f t h e I n d e p e n d e n t 

F i s c a l O f f i c e on S e p t e m b e r 1 9 . Two a d d i t i o n a l 

s t a f f j o i n e d i n November and December so t h a t t h e 

o f f i c e c u r r e n t l y e m p l o y s t h r e e i n d i v i d u a l s . 

We a n t i c i p a t e h i r i n g two more s t a f f 

d u r i n g t h e n e x t few w e e k s . And we e x p e c t t h a t t h e 

o f f i c e w i l l be f u l l y s t a f f e d by t h e end o f t h e 

f a l l , a t w h i c h p o i n t t h e o f f i c e w i l l h ave t e n t o 

e l e v e n i n d i v i d u a l s . 

F o r FY '12-'13, t h e e x e c u t i v e b u d g e t 

p r o p o s e d an a p p r o p r i a t i o n o f 1 .80 5 m i l l i o n . And 

a f t e r t a k i n g i n t o a c c o u n t e x p e c t e d o p e r a t i n g c o s t s 

and mi s c e l l a n e o u s , o n e - t i m e e x p e n d i t u r e s , we do 

a n t i c i p a t e t h a t t h a t a p p r o p r i a t i o n w i l l be 

s u f f i c i e n t t o f u n d t h e o f f i c e f o r t h e c u r r e n t 

f i s c a l -- t h e n e x t f i s c a l y e a r once we're f u l l y 

s t a f f e d . 

S i n c e i t s e s t a b l i s h m e n t a l i t t l e more 

t h a n f o u r months a g o , t h e o f f i c e has p u b l i s h e d a 

f i v e - y e a r o u t l o o k r e p o r t , c o n v e n e d a r e v e n u e 



c o n f e r e n c e , and e s t a b l i s h e d an o f f i c e w e b s i t e , and 

we v i e w t h o s e a c h i e v e m e n t s as b a s i c t e m p l a t e s f o r 

f u t u r e a c t i v i t y , and we w i l l e x p a n d upon t h o s e 

e f f o r t s once t h e o f f i c e i f f u l l y s t a f f e d and 

a c q u i r e d t h e n e c e s s a r y d a t a and s t a t i s t i c a l 

p a c k a g e s t o p e r f o r m more r i g o r o u s a n a l y s i s . 

T u r n i n g t o t h e e c o n o m i c o u t l o o k , t h e 

t a b l e s u b m i t t e d w i t h t h i s t e s t i m o n y d e t a i l s 

s e l e c t e d s e r i e s f r o m t h e e c o n o m i c f o r e c a s t p r o v i d e d 

by IHS G l o b a l I n s i g h t f o r J a n u a r y 20 1 2 . T h a t 

f o r e c a s t was u s e d f o r t h e r e c e n t r e l e a s e o f t h e 

e x e c u t i v e b u d g e t . 

The 20 12 f o r e c a s t has weakened s i n c e 

t h e o f f i c i a l e s t i m a t e f o r t h e c u r r e n t f i s c a l y e a r 

was r e l e a s e d l a s t J u n e . The w e a k e r e c o n o m i c s 

e x p l a i n much o f t h e d e c l i n e i n e x p e c t e d r e v e n u e s 

f o r t h e y e a r . 

F o r b o t h t h e U.S. and P A , r e a l o u t p u t 

and employment were r e v i s e d down f o r most y e a r s , 

w h i l e unemployment r a t e s were r e v i s e d u p . 

The J a n u a r y e c o n o m i c f o r e c a s t c a l l s f o r 

modest r e a l g r o w t h f o r t h e Commonwealth f o r 2 012 o f 

1.6 p e r c e n t and modest r e a l g r o w t h i n n o m i n a l wage 

income o f 3.5 p e r c e n t . The p r o j e c t e d unemployment 

r a t e r e m a i n s a t 7.9 p e r c e n t f o r t h e y e a r , and 



a v e r a g e unemployment -- a v e r a g e employment l e v e l s 

i n c r e a s e d by 66,000 j o b s . 

The f o r e c a s t a l s o s u g g e s t s t h a t t h e 

h o u s i n g m a r k e t b o t t o m e d o u t i n 2011, as e x i s t i n g 

home s a l e s and new homes s a l e s i n c r e a s e i n 20 1 2 . 

O v e r a l l , we b e l i e v e t h a t t h e e c o n o m i c 

f o r e c a s t i s p l a u s i b l e b u t l e a n s s l i g h t l y 

p e s s i m i s t i c . Some v e r y r e c e n t e c o n o m i c r e p o r t s 

s u g g e s t t h a t g r o w t h c o u l d be a b i t more r o b u s t t h a n 

t h e c u r r e n t f o r e c a s t . 

A t t h e r e v e n u e c o n f e r e n c e t h e o f f i c e 

h o s t e d l a s t month, s e v e r a l p r e s e n t e r s commented on 

t h e i m p r o v i n g o u t l o o k f o r s t a t e s . The p r e s e n t a t i o n 

by t h e N a t i o n a l C o n f e r e n c e o f S t a t e L e g i s l a t u r e s 

show t h a t t h e s t a t e r e v e n u e c o l l e c t i o n s a r e now 

g e n e r a l l y i n l i n e w i t h p r o j e c t i o n s . A n o t h e r 

p r e s e n t a t i o n f r o m t h e P h i l a d e l p h i a F e d e r a l R e s e r v e 

show t h a t l e a d i n g e c o n o m i c i n d i c a t o r s f o r t h e 

Commonwealth a r e p o s i t i v e , s u g g e s t i n g a g u a r d e d l y 

o p t i m i s t i c o u t l o o k . 

We b e l i e v e t h a t i f t h e l a b o r m a r k e t 

c o n t i n u e s t o i m p r o v e , t h e n i t w i l l b o l s t e r c onsumer 

c o n f i d e n c e and i m p l y a d d i t i o n a l s p e n d i n g , h i r i n g , 

and i n v e s t m e n t . 

T u r n i n g t o t h e y e a r - t o - d a t e r e v e n u e s , 



t h r o u g h J a n u a r y , y e a r - t o - d a t e g e n e r a l f u n d t a x 

r e v e n u e s have f a l l e n s h o r t o f t h e l e v e l s p r o j e c t e d 

a t t h e t i m e t h e b u d g e t was e n a c t e d , by $497 

m i l l i o n , a p p r o x i m a t e l y 3.5 p e r c e n t . However, t h e y 

have shown a modest i n c r e a s e y e a r o v e r y e a r o f $ 326 

m i l l i o n , a p p r o x i m a t e l y 2 .4 p e r c e n t . 

L o o k i n g f o r w a r d t o t h e r e m a i n d e r o f t h e 

f i s c a l y e a r , we e x p e c t a modest f i n a l payment f o r 

A p r i l p e r s o n a l i ncome t a x e s ; c o n t i n u e d g r o w t h i n 

s a l e t a x e s , e s p e c i a l l y m o t o r v e h i c l e t a x e s , w h i c h 

have shown s t r o n g g r o w t h f o r t h e f i r s t h a l f o f t h e 

f i s c a l y e a r ; a weak f i n a l payment f o r c o r p o r a t i o n s ; 

and r e a l t y t r a n s f e r t a x p a y m e n t s t h a t s l o w l y 

r e f l e c t an i m p r o v i n g h o u s i n g m a r k e t . 

O v e r a l l , we do n o t a n t i c i p a t e a s p r i n g 

s u r p r i s e s i m i l a r t o t h e one t h a t o c c u r r e d l a s t y e a r 

when we had a s u r g e i n p e r s o n a l i n c o m e and 

c o r p o r a t e i n c o m e t a x f i n a l p a y m e n t s ; h o w e v e r , we do 

a n t i c i p a t e t h a t r e v e n u e s w i l l r e f l e c t an economy 

t h a t i s g r a d u a l l y g a i n i n g s t r e n g t h . 

We a l s o a n t i c i p a t e s i g n i f i c a n t 

h e a d w i n d s f r o m t h e s c h e d u l e d e x p i r a t i o n o f many 

f e d e r a l t a x p r o v i s i o n s i n 2 0 1 3 . The e x p i r i n g 

p r o v i s i o n s i n c l u d e t h e p a y r o l l t a x c u t ; r e d u c e d 

c a p i t a l g a i n s and d i v i d e n d t a x r a t e s ; l o w e r t a x 



r a t e b r a c k e t s ; h i g h e r c h i l d t a x c r e d i t s ; t h e 

r e i n s t a t e m e n t o f l i m i t a t i o n s on t h e i t e m i z e d 

d e d u c t i o n s and p e r s o n a l e x e m p t i o n p h a s e o u t , known 

as PEP and P e a s e ; and t h e e l i m i n a t i o n o f a l l 

f e d e r a l bonus d e p r e c i a t i o n and h i g h e r S e c t i o n 17 9 

e x p e n s i n g t h r e s h o l d s . 

A u t o m a t i c s p e n d i n g c u t s a r e a l s o 

s c h e d u l e d t o o c c u r . I f c u r r e n t l a w r e m a i n s 

u n c h a n g e d , t h e s e a c t i o n s w i l l h ave a s i g n i f i c a n t 

i m p a c t on t h e d i s p o s a b l e i n c o m e o f Commonwealth 

r e s i d e n t s and g e n e r a l f u n d t a x r e v e n u e s . The 

o f f i c e i s c u r r e n t l y w o r k i n g t o q u a n t i f y t h a t i m p a c t 

as p a r t o f i t s p r e l i m i n a r y r e v e n u e e s t i m a t e on May 

1 s t . 

Thank y o u . And I ' d be happy t o a nswer 

any q u e s t i o n s t h a t you m i g h t h a v e . 

CHAIRMAN ADOLPH: Thank y o u . 

I have j u s t a c o u p l e s h o r t , l i t t l e 

q u e s t i o n s r e g a r d i n g t h e I n d e p e n d e n t F i s c a l O f f i c e 

i t s e l f . Where a r e you l o c a t e d ? 

DIRECTOR KNI TTEL: We're c u r r e n t l y 

l o c a t e d i n t h e N o r t h O f f i c e B u i l d i n g , on t h e f i r s t 

f l o o r . 

CHAIRMAN ADOLPH: N o r t h O f f i c e 

B u i l d i n g . 



DIRECTOR KNITTEL: And we're s c h e d u l e d 

t o move n e x t week t o t h e R a c h e l C a r s o n B u i l d i n g , on 

t h e s e c o n d f l o o r . 

CHAIRMAN ADOLPH: O k a y . And we had 

a p p r o p r i a t e d $1 .9 m i l l i o n t o y o u r o f f i c e f o r t h e 

c u r r e n t f i s c a l y e a r , and b a s e d upon -- we're 

l o o k i n g a t t h e e n t i r e I n d e p e n d e n t F i s c a l O f f i c e 

r i g h t now? 

DIRECTOR KNI TTEL: T h a t ' s c o r r e c t . 

CHAIRMAN ADOLPH: You t h r e e f o l k s ? 

O k a y . The $ 1.9 m i l l i o n , I'm s u r e , i s n o t b e i n g 

d i v i d e d among you t h r e e ; i s t h a t c o r r e c t ? 

DIRECTOR KNI TTEL: T h a t i s c o r r e c t . 

CHAIRMAN ADOLPH: T h a t ' s c o r r e c t . 

O k a y . 

So we s h o u l d have some e x c e s s money 

l e f t o v e r i n t h e I n d e p e n d e n t F i s c a l O f f i c e come 

J u n e 3 0 t h ? 

DIRECTOR KNI TTEL: T h a t ' s c o r r e c t . We 

do have some l a r g e , o n e - t i m e e x p e n d i t u r e s c o m i n g up 

f o r o u r o f f i ce f u r n i t u r e , c o m p u t e r s , 

i n f r a s t r u c t u r e , b u t we do a n t i c i p a t e t h e r e ' l l be 

moneys l e f t o v e r . 

CHAIRMAN ADOLPH: O k a y . And I 'm 

l o o k i n g f o r w a r d t o y o u r f i r s t r e p o r t t o t h e g e n e r a l 



a s s e m b l y . 

C h a i r m a n M a r k o s e k . 

R E P . MARKOSEK: Thank y o u , C h a i r m a n . 

J u s t t h e q u e s t i o n t h a t y o u a s k e d , 

C h a i r m a n , was one o f t h e b e s t ones I ' v e h e a r d h e r e 

s i n c e we've been d o i n g t h e s e : Where a r e you 

l o c a t e d . 

Y o u r f i s c a l r e p o r t i s due i n May? 

DIRECTOR KNI TTEL: T h a t ' s c o r r e c t . May 

1 s t . 

REP. MARKOSEK: Okay. What do you 

what do you b a s e t h a t on, and -- how do you g e t 

y o u r i n f o r m a t i o n , I g u e s s , i s a b e t t e r way t o ask 

t h a t q u e s t i o n . You have -- I t h i n k I know t h e 

a n s w e r , b u t p e r h a p s f o r t h e -- j u s t some g e n e r a l 

i n f o r m a t i o n h e r e , what k i n d o f c o n s u l t a n t s do y ou 

use o r d o n ' t u s e ? And where e l s e do y ou g e t y o u r 

i n f o r ma t i o n f r o m? 

DIRECTOR KNI TTEL: Y e a h . Our m a i n d a t a 

w i l l be o f two v a r i e t i e s . One w i l l be n o n p u b l i c 

d a t a . T h i s w o u l d be t a x d a t a , t h a t t h e o f f i c e i s 

c u r r e n t l y work w i t h r e v e n u e d e p a r t m e n t t o s e c u r e , 

t h a t we w i l l be u s i n g f o r p u r p o s e s o f p r o j e c t i o n s 

and f o r s c o r i n g o u t p r o p o s e d c h a n g e s t o t a x 

p o l i c y . The o t h e r ones a r e p u b l i c l y a v a i l a b l e , 



t h i n g s t h a t w o u l d be on t h e B u r e a u o f L a b o r 

S t a t i s t i c s BEA w e b s i t e s , t h i n g s o f t h a t n a t u r e , 

t h a t w e ' l l be u s i n g t o -- c o n s t r u c t i n g t h e m o d e l s 

and p r o j e c t i n g r e v e n u e s f o r w a r d . 

R E P . MARKOSEK: Has t h e r e v e n u e 

d e p a r t m e n t been c o o p e r a t i v e ? 

DIRECTOR KNI TTEL: Y e s . So f a r we've 

met s e v e r a l t i m e s w i t h t h e r e v e n u e d e p a r t m e n t , 

t h r e e o r f o u r t i m e s , and we've had good d i s c u s s i o n s 

w i t h them and a r e m a k i n g good p r o g r e s s . 

R E P . MARKOSEK: O k a y . T h e y ' r e g o i n g t o 

be i n t h i s a f t e r n o o n , any q u e s t i o n s t h a t y o u have 

f o r us t o ask them? 

DIRECTOR KNI TTEL: Not i m m e d i a t e l y , n o . 

RE P . MARKOSEK: A l l r i g h t . 

Thank y o u , M r . C h a i r m a n . 

CHAIRMAN ADOLPH: Thank y o u , C h a i r m a n . 

R e p . G o r d o n D e n l i n g e r . 

R E P . DENLINGER: Thank y o u , 

M r . C h a i r m a n . 

T h a n k y o u f o r y o u r t e s t i mo n y . 

Two q u e s t i o n s t h a t a r e somewhat 

u n r e l a t e d , b u t as we're g e t t i n g t o know you and 

y o u ' l l be a key p a r t t o t h i s w h o l e b u d g e t p r o c e s s , 

f i r s t , c o u l d y o u g i v e us -- we're n o t t h e S e n a t e 



s i d e so we d o n ' t do t h e w h o l e a p p r o v a l p r o c e s s -¬

c o u l d you g i v e us a b r i e f k i n d o f b i o g r a p h i c a l 

s n a p s h o t o f y o u r p r o f e s s i o n a l b a c k g r o u n d ? 

And I'm g o i n g t o go a h e a d and g i v e t h e 

s e c o n d q u e s t i o n r i g h t away. You t o u c h e d on t h e 

s u b j e c t o f t h e bonus d e p r e c i a t i o n i s s u e . We're 

o b v i o u s l y v e r y i n t e r e s t e d i n t h a t f r o m a p o l i c y 

s t a n d p o i n t . I t e f f e c t i v e l y e n d e d , I g u e s s , a t t h e 

end o f 20 1 1 . Do you have a m e t r i c t h a t y o u c a n 

s h a r e w i t h us on what t h e i m p a c t t o PA t a x 

c o l l e c t i o n s and r e v e n u e w i l l be as we're now 

g e t t i n g i n t o t h i s n e x t c y c l e ? 

DIRECTOR KNI TTEL: Um-hum. S u r e . 

R e s p o n d i n g t o y o u r f i r s t q u e s t i o n , I 

r e c e i v e my m a s t e r s and d o c t o r a t e f r o m M i c h i g a n 

S t a t e U n i v e r s i t y . S h o r t l y t h e r e a f t e r , I w o r k e d f o r 

f o u r y e a r s a t t h e M i c h i g a n D e p a r t m e n t o f T r e a s u r y , 

w h i c h d o u b l e s as t h e i r r e v e n u e d e p a r t m e n t . I n 

1998, I a c c e p t e d a p o s i t i o n w i t h t h e U.S. t r e a s u r y 

d e p a r t m e n t , where I was an a n a l y s t m a i n l y f o r 

c o r p o r a t e i n c o m e t a x e s and b u s i n e s s t a x e s 

g e n e r a l l y . And I w o r k e d t h e r e u n t i l 20 1 1 . 

I have a l s o t a u g h t a t G e o r g e W a s h i n g t o n 

and J o h n s H o p k i n s U n i v e r s i t i e s p e r i o d i c a l l y . 

R e g a r d i n g y o u r s e c o n d q u e s t i o n on bonus 



d e p r e c i a t i o n , y e s , o u r o f f i c e i s t r a c k i n g t h a t v e r y 

c l o s e l y , and m o v i n g f o r w a r d , i t does make a b i g 

d i f f e r e n c e how one c h a r a c t e r i z e s w h a t ' s o c c u r r i n g 

i n t h i s f i s c a l y e a r , b e c a u s e i f a l o t o f t h e 

s h o r t f a l l i s due t o bonus d e p r e c i a t i o n , t h o s e 

r e v e n u e s w i l l be made up i n t h e n e x t t h r e e t o f o u r 

y e a r s . H o w e v e r , i f i t i s r e a l l y a s h o r t f a l l i n 

p r o f i t s , t h e n we won't make t h o s e moneys u p . 

L o o k i n g a t t h e p r o v i s i o n , we do t h i n k , 

g e n e r a l l y , t h a t t h e bonus p r o v i s i o n has c o n t r i b u t e d 

t o t h e s h o r t f a l l t h i s f i s c a l y e a r . We c a n n o t 

e x a c t l y q u a n t i f y t h a t u n t i l we g e t t h e t a x r e t u r n 

d a t a i n ; h o w e v e r , we do t h i n k i t was a b i t more 

t h a n t h e o f f i c i a l r e v e n u e e s t i m a t e . 

R E P . DENLINGER: A r e you h e a r i n g any 

i n d i c a t i o n s f r o m y o u r s o u r c e s t h a t t h e Obama 

a d m i n i s t r a t i o n ' s c o n s i d e r i n g a r e - u p o f t h a t 

p r o v i s i o n ? 

DIRECTOR KNI TTEL: I have h e a r d t a l k 

a b o u t i t . A t t h e f e d e r a l l e v e l , o f c o u r s e , we do 

have 50 p e r c e n t bonus d e p r e c i a t i o n f o r 2012. How 

i t w i l l t u r n o u t , I'm u n s u r e . 

R E P . DENLINGER: Thank y o u . 

Thank y o u , M r . C h a i r m a n . 

CHAIRMAN ADOLPH: Thank y o u . 



R e p . M a r i o S c a v e l l o . 

R E P . SCAVELLO: Thank y o u , 

M r . C h a i r m a n . 

And t h a n k y o u f o r y o u r t e s t i m o n y . 

The f i r s t q u e s t i o n t h a t I h a d , when t h e 

c h a i r m a n a s k e d where y o u ' r e l o c a t e d , y o u know, i n 

t h e I r v i s B u i l d i n g , a l l t h e j u d i c i a l moved o u t and 

moved a c r o s s t h e s t r e e t . T h e r e ' s p l e n t y o f room up 

t h e r e . I s t h e r e any i n q u i r i e s a b o u t p o s s i b l y 

c o m i n g i n - h o u s e and s a v i n g t a x p a y e r d o l l a r s , r a t h e r 

t h a n r e n t i n g ? Was t h a t a p o s s i b i l i t y ? D i d y ou 

t a l k t o anyone a b o u t t h a t ? 

DIRECTOR KNI TTEL: We're n o t p a y i n g -¬

i n t h e R a c h e l C a r s o n B u i l d i n g , we won't be p a y i n g 

r e n t . 

R E P . SCAVELLO: You won't be p a y i n g 

r e n t ? 

DIRECTOR KNI TTEL: T h a t ' s c o r r e c t . 

R E P . SCAVELLO: What i s y o u r p r o j e c t i o n 

f o r -- f o r r e v e n u e f o r t h i s -- t h i s c o m i n g y e a r , i n 

d o l l a r s ? What w o u l d you p r o j e c t a dded d o l l a r s t o 

t h e s t a t e b u d g e t ? 

DIRECTOR KNI TTEL: The o f f i c i a l 

p r o j e c t i o n r i g h t now i s a s h o r t f a l l o f a b o u t $719 

m i l l i o n , and o u r t a k e on t h e e c o n o m i c a s s u m p t i o n s , 



we're a b i t more o p t i m i s t i c m o v i n g f o r w a r d . We do 

t h i n k t h e r e ' s some r e p o r t s t h a t have come ou t t h a t 

s u g g e s t a b i t more o f an o p t i m i s t i c o u t l o o k . A n d , 

i n f a c t , i f you l o o k a t t h e g l o b a l i n s i g h t f o r e c a s t 

f o r F e b r u a r y v e r s u s t h e one t h a t was u s e d i n 

J a n u a r y f o r t h e b u d g e t , t h i n g s have g o t t e n a l i t t l e 

b e t t e r . 

So we do t h i n k t h a t t h e s h o r t f a l l w i l l 

be somewhat l e s s t h a n $ 7 1 9 m i l l i o n . 

R E P . SCAVELLO: O k a y . I n o u r 

p r o j e c t i o n f o r 2 0 1 2 - 2 0 1 3 , what c o u l d we e s t i m a t e i n 

i n c r e a s e d r e v e n u e ? Do you have an i d e a ? 

DIRECTOR KNI TTEL: We h a v e n ' t l o o k e d a t 

t h a t y e a r y e t . W e ' l l do t h a t f o r o u r May 1 s t 

r e l e a s e . 

R E P . SCAVELLO: B e c a u s e f o r t h e 

g o v e r n o r ' s b u d g e t , h i s s p e n d i n g n umbers, we'd l i k e 

t o see what t h e r e v e n u e s w o u l d be t o o f f s e t t h a t . 

I t h i n k -- I w o u l d have l o v e d t o have 

y o u r o f f i c e f o r t h e p a s t e i g h t y e a r s , w o u l d have 

been g r e a t f o r u s . U n f o r t u n a t e l y , you w e r e n ' t h e r e 

t h e n . 

B u t t h a n k you v e r y much, and I w i s h you 

t h e b e s t . 

DIRECTOR KNI TTEL: Thank y o u . 



CHAIRMAN ADOLPH: Thank y o u . 

Rep. O ' B r i e n . 

R E P . O'BRIEN: Thank y o u , 

M r . C h a i r m a n . 

Welcome. 

DIRECTOR KNI TTEL: Thank y o u . 

REP . O'BRIEN: As you know, y o u r o f f i c e 

had a b i t o f a r o c k y b i r t h . 

DIRECTOR KNI TTEL: I ' v e l e a r n e d t h a t , 

y e s . 

REP . O'BRIEN: L i t t l e b i t o f a r o c k y 

b i r t h . B u t I have t o s a y , t h e t h r e e o f y ou a r e -¬

come w i t h good r e p u t a t i o n s and good r e g a r d . 

But on t h e f l i p s i d e , i t has been s a i d 

t h a t y o u r o f f i c e i s t a s k e d t o do what t h e f o u r 

a p p r o p r i a t i o n s t a f f s have done o v e r t h e y e a r s . So 

l e t ' s t a k e a moment and be p r o s p e c t i v e . 

Where do you see y o u r o f f i c e i n f i v e 

y e a r s , d o i n g w h a t ? What w i l l be y o u r a s s e t t o t h e 

Commonwealth f i v e y e a r s down t h e r o a d ? 

DIRECTOR KNI TTEL: L o n g t e r m , t h e way I 

v i e w t h e o f f i c e , a g a i n , v e r y b r o a d l y , as an 

i n f o r m a t i o n p r o v i d e r . And I w o u l d f a l l b a c k on t h e 

f e d e r a l m o d e l , where I v i e w t h e o f f i c e as c o m b i n i n g 

t h e d u t i e s o f t h e j o i n t c o m m i t t e e on t a x a t i o n and 



t h e c o n g r e s s i o n a l b u d g e t o f f i c e . So a n y t h i n g t h a t 

has t o do w i t h e c o n o m i c or f i s c a l o r b u d g e t a r y 

i s s u e s , t h a t o u r o f f i c e w o u l d be a b l e t o p r o v i d e an 

a n a l y s i s o f t h a t , b o t h t o t h e g e n e r a l a s s e m b l y and 

t o t h e p u b l i c . 

And we w i l l a l s o have a c c e s s t o d a t a 

t h a t a r e n o t c u r r e n t l y a v a i l a b l e t o t h e c a u c u s e s , 

i n p a r t i c u l a r t a x d a t a , t o do t h o s e a n a l y s e s . 

R E P . O'BRIEN: Thank y o u . 

Thank y o u , M r . C h a i r m a n . 

CHAIRMAN ADOLPH: Thank y o u , 

R e p r e s e n t a t i v e . 

R e p . Mauree G i n g r i c h . 

R E P . GINGRICH: Thank y o u , 

M r . C h a i r m a n . 

Wel come a b o a r d . 

DIRECTOR KNI TTEL: Thank y o u . 

R E P . GINGRICH: Y o u ' r e g o i n g t o f i n d i t 

an i n t e r e s t i n g r i d e w i t h a l l o f u s , I'm s u r e . 

We t a l k e d a l i t t l e b i t j u s t now a b o u t 

y o u r p r o j e c t i o n s . I d o n ' t e x p e c t y o u t o be a 

s o o t h s a y e r , b u t p a r t o f y o u r j o b , o f c o u r s e , i s t h e 

r e v e n u e p r o j e c t i o n s . 

T h i s m o r n i n g , b e f o r e t h i s s e s s i o n , we 

t a l k e d a l o t a b o u t t h e g l o b a l economy i n g e n e r a l 



and t h e f a c t o r s t h e r e . So t h e r e ' s a d i f f e r e n t i a l , 

o b v i o u s l y , i n what you s t a t e d a g a i n t h i s m o r n i n g , 

and I r e a d b e f o r e , t h e numbers t h a t you p r o j e c t 

v e r s u s what t h e g o v e r n o r s h a r e d w i t h us i n h i s 

b u d g e t p r o p o s a l . 

So we're a l l k i nd o f c u r i o u s a b o u t 

where t h a t d i f f e r e n c e l i e s . F o r one t h i n g , w h e t h e r 

t h i s i s t h e g o v e r n o r ' s f l o o r , and, you know, an 

e x p e c t a t i o n . As y ou s a i d , t h i n g s c a n g e t b e t t e r , 

b u t t h i n g s d o n ' t n e c e s s a r i l y have t o g e t b e t t e r . 

DIRECTOR KNI TTEL: T r u e 

R E P . GINGRICH: T h e r e ' s a f l i p s i d e t o 

t h a t . 

On t h e h e e l s o f what we d i s c u s s e d t h i s 

m o r n i n g , and my f i l l i n g up my t a n k on t h e way t o 

H a r r i s b u r g t o d a y , and e v e r y t h i n g I ' v e h e a r d t h i s 

p a s t week f r o m a l l t h e p u n d i t s on t h e news and o u r 

p r o j e c t i o n s f o r g a s o l i n e p r i c e s , how do you 

a n t i c i p a t e t h i n g s l i k e t h a t , and maybe ev e n j u s t 

s p e c i f i c a l l y t h e i m p a c t o f g a s o l i n e c o s t , w h i c h i s 

a maj o r d r i v e r i n t h e economy a t e v e r y l e v e l , 

i n d i v i d u a l l y and on t h e b u s i n e s s s i d e ? How 

c o n f i d e n t a r e you or c a n you c o n t i n u e t o be -- t e l l 

me how y o u ' r e g o i n g t o do t h i s w i t h o u t f i r m 

n u m b e r s . Or we j u s t have t o w a i t u n t i l y o u g e t 



t h o s e f i r m n u m b e r s ? We've g o t t o make d e c i s i o n s 

p o s t h a s t e h e r e . 

DIRECTOR KNI TTEL: Y e a h . A b s o l u t e l y . 

REP. GINGRICH: T h a n k s . 

DIRECTOR KNI TTEL: S u r e . 

R e g a r d i n g what we assume i n a l l t h e 

m o d e l s t h a t we're g o i n g t o c o n s t r u c t , o f c o u r s e 

w e ' l l be u s i n g t h e i n p u t f r o m g l o b a l i n s i g h t , 

t h e -- o u r e c o n o m i c s p r o v i d e r s , w h i c h i s t h e same 

as t h e O f f i c e o f t h e B u d g e t , t h e same as t h e 

r e v e n u e d e p a r t m e n t . So what t h e i r a s s u m p t i o n s w i l l 

be a b o u t t h e p r i c e o f gas o r d i s p o s a b l e i n c o m e o r 

wage in c o m e w i l l be f e d i n t o o u r m o d e l s . And we 

w i l l be c h e c k i n g them c l o s e l y t o make s u r e t h e y 

l o o k r e a s o n a b l e and p l a u s i b l e and t o make s u r e t h a t 

t h e y ' r e l i n i n g up w i t h what we're o b s e r v i n g i n t h e 

r e c e i p t s . And i f t h e y d o n ' t l i n e up w i t h what we 

see i n t h e r e c e i p t s , t h e n , o f c o u r s e , y o u want t o 

make some a d j u s t m e n t , a t e c h n i c a l a d j u s t m e n t , t o 

y o u r m o d e l s , t o a d j u s t t h e o u t p u t o f i t . So w e ' l l 

be w a t c h i n g t h o s e c l o s e l y . 

And as y ou n o t e d , c e r t a i n l y g a s o l i n e , 

t h e r i s i n g p r i c e o f g a s o l i n e , i s a m a j o r c o n c e r n 

m o v i n g f o r w a r d , t a k i n g l e s s -- h a v i n g -- c o n s u m e r s 

have l e s s d i s p o s a b l e i n c o m e . 



But b r o a d l y s p e a k i n g , we do t h i n k t h a t 

t h e consumer o u t l o o k i s v e r y i m p o r t a n t . The 

e x p e c t a t i o n s , t h e s e n t i m e n t a p p e a r s t o be 

i m p r o v i n g . We do hope t h a t w e ' l l g e t some more 

w e a l t h e f f e c t s m o v i n g f o r w a r d , b o t h f r o m t h e s t o c k 

m a r k e t and f r o m i m p r o v i n g h o u s e p r i c e s , and t h a t 

w i l l l e a d t o more s p e n d i n g . We do t h i n k t h a t 

bus i n e s s e s a r e r e a d y t o e x p a n d , and t h e y have t h e 

l i q u i d i t y t o do s o . 

R E P . GINGRICH: T h a n k s . 

We t a l k e d t h i s m o r n i n g a b o u t c o n f i d e n c e 

i n maj or i n d u s t r i e s , t o o , and how t h e y ' r e h o l d i n g 

on t o an a w f u l l o t o f t h e i r c a s h , and one o f t h e 

r e a s o n s i t s t u c k w i t h me i s t h e y have f r e s h 

m e m o r i e s o f what h a p p e n e d j u s t a c o u p l e y e a r s a g o . 

So does t h e c o n s u m e r . 

And when t h e gas -- j u s t , f o r i n s t a n c e , 

when t h e g a s o l i n e p r i c e s go up, t h a t ' s g o i n g t o 

a l t e r how many t i m e s I go t o t h e s t o r e t o buy and 

how many d e c i s i o n we make p e r v a c a t i o n s . And a l l 

of t h o s e w o n d e r f u l t h i n g s t h a t we were p r o j e c t i n g 

w i l l c o n t i n u e t o i n c r e a s e on t h e s a l e s t a x and 

consumer s i d e . So, I t h i n k we're a l l p a y i n g c l o s e 

a t t e n t i o n . 

T h a n k s . 



CHAIRMAN ADOLPH: Thank y o u , 

R e p r e s e n t a t i v e . 

R e p . P a u l C o s t a . 

R E P . COSTA: Thank y o u , M r . C h a i r m a n . 

And t h a n k y o u a l l f o r t e s t i f y i n g h e r e 

t o d a y . 

I'm j u s t c u r i o u s , May 1 s t y o u r f i r s t 

r e p o r t comes o u t . What h a p p e n s i f t h e r e ' s a 

d i s p a r i t y b e t w e e n t h e f o u r c a u c u s e s and y o u r 

g r o u p ? Whose numbers do we f o l l o w ? 

DIRECTOR KNI TTEL: We do hope t o meet 

w i t h t h e c a u c u s e s on a r e g u l a r b a s i s and t o s h a r e 

i n f o r m a t i o n a b o u t what we're s e e i n g , and t h e r e ' s a 

l o t o f e x p e r t i s e o u t t h e r e , and we want t o t a k e 

t h a t i n t o c o n s i d e r a t i o n . 

I w o u l d a n t i c i p a t e t h a t numbers w o u l d 

d i f f e r , b o t h b e t w e e n us and t h e c a u c u s e s , t h e 

numbers t h a t t h e y ' r e c a r r y i n g , as w e l l as t h e 

O f f i c e o f t h e B u d g e t . And we v i e w t h a t n o t as a 

bad t h i n g , b e c a u s e t h e n you c a n work t h r o u g h t h e 

numbers and t h e d i f f e r e n c e s and u n d e r s t a n d w h a t ' s 

d r i v i n g t h e m . I s i t t e c h n i c a l a s s u m p t i o n s ? I s i t 

e c o n o m i c a s s u m p t i o n s ? A r e t h e r e b e h a v i o r a l 

p a r a m e t e r s t h e r e i n ? 

So I w o u l d a n t i c i p a t e t h a t t h e numbers 



w o u l d be somewhat d i f f e r e n t , b u t as l o n g as y ou c a n 

p i n them down t o t h e r e a s o n s , r e a s o n a b l e p e o p l e c a n 

be l o o k i n g a t t h e same s e t s o f f i g u r e s and come up 

w i t h s omewhat d i f f e r e n t n u m b e r s . 

R E P . COSTA: B u t t h e r e ' s no h i e r a r c h y 

you w o u l d have t o work i t o u t . You d o n ' t have t h e 

a u t h o r i t y o v e r t h e c a u c u s e s o r v i c e v e r s a ? 

DIRECTOR KNI TTEL: No. W e ' l l p u b l i s h 

o u r numbers on May 1 s t and a g a i n on J u n e 1 5 t h . And 

what t h e g o v e r n o r s i g n s o f f o n , o u r numbers c a n be 

u s e d o r t h e y n e e d n o t be u s e d . 

R E P . COSTA: So t h e g o v e r n o r has t h e 

l a s t s a y . 

DIRECTOR KNI TTEL: Y e s . 

R E P . COSTA: O k a y . 

Thank y o u , v e r y much. 

CHAIRMAN ADOLPH: Thank y o u . 

R e p . G a r y D a y . 

R E P . DAY: Thank y o u . 

Thank you f o r b e i n g h e r e t o d a y . 

My q u e s t i o n s a r e a l o n g t h e l i n e s o f 

r e v e n u e f o r e c a s t i n g as w e l l . Can y ou e x p l a i n -¬

I ' l l a s k you t h e q u e s t i o n s and t h e n you c a n 

a n s w e r . 

Can y o u e x p l a i n t h e methods f o r t h e 



f o r e c a s t i n g ? You m e n t i o n e d i n y o u r comments j u s t 

now t h a t you i n t e n d t o u s e t h e same d a t a i n p u t o r 

v a r i a b l e s i n y o u r f o r e c a s t i n g . 

The o t h e r s p e c i f i c q u e s t i o n I want t o 

ask i s , do y ou see i n t h e f u t u r e u s i n g a d i f f e r e n t 

s e t o f v a r i a b l e s o r d a t a t h a n we have been u s i n g o r 

t h a t -- t h a t maybe e a c h o f t h e c a u c u s e s w o u l d be 

u s i n g d i f f e r e n t d a t a t h a n you? 

DIRECTOR KNI TTEL: T h a t ' s c e r t a i n l y 

p o s s i b l e . A g a i n , I t h i n k t h e r e ' s some v a l u e t o a l l 

p a r t i e s u s i n g t h e same u n d e r l y i n g e c o n o m i c 

a s s u m p t i o n s , as l o n g as t h e y ' r e p l a u s i b l e and 

r e a s o n a b l e , b e c a u s e t h e r e ' s g o i n g t o be a l o t o f 

d i f f e r e n c e s , e v e n h o l d i n g t h o s e a s s u m p t i o n s 

c o n s t a n t m o v i n g f o r w a r d . A g a i n , t h e r e ' s t e c h n i c a l 

p a r a m e t e r s o r b e h a v i o r a l a s s u m p t i o n s t h a t w o u l d be 

b u i l t i n t o t h e e s t i m a t e s . And i f you add d i f f e r e n t 

e c o n o m i c f o r e c a s t s i n t h e r e as w e l l , t h e n t h e 

n u m b e r s , i t ' s h a r d t o compare t h e m , t o make an 

a p p l e s - t o - a p p l e s c o m p a r i s o n . 

H o w e v e r , a g a i n , we w i l l be l o o k i n g a t 

our e c o n o m i c s p r o v i d e r v e r y c l o s e l y , m a k i n g s u r e 

t h a t t h i n g s l o o k r e a s o n a b l e . We have had some 

q u e s t i o n s w i t h t h e m . T h e y ' v e been v e r y r e s p o n s i v e 

t o t h i s p o i n t . 



R e g a r d i n g t h e m o d e l s , t h e r e ' s a number 

o f d i f f e r e n t m o d e l s one c o u l d use m o v i n g f o r w a r d 

f o r t h e s e p r o j e c t i o n s . You c a n u s e a s i m p l e t i m e 

s e r i e s m o d e l , you c a n u s e a s t r u c t u r a l e q u a t i o n 

m o d e l , some e x t r a p o l a t i o n s p r o c e d u r e s . So t h e r e ' s 

a l o t o f room f o r d i f f e r e n c e s , d e p e n d i n g on t h e 

model one c h o o s e s and t h e e x p l a n a t o r y v a r i a b l e s 

u s e d w i t h t h e m . 

RE P . DAY: Have you e x p l o r e d -- you 

m e n t i o n e d t i m e s e r i e s . T h a t was k i n d o f -- my n e x t 

q u e s t i o n i s , j u d g m e n t a l , c o n s e n s u s , or t i m e -- you 

know, what methods -- have you s e e n t h a t t h e 

c a u c u s e s have u s e d t i m e s e r i e s o r -- a n d , you know, 

w h a t e v e r i n f o r m a t i o n you have a b o u t what c u r r e n t 

methods a r e u s e d and what w h i c h ones y o u ' r e w i l l i n g 

t o e x p l o r e . 

DIRECTOR KNI TTEL: Y e a h . I 'm n o t s u r e 

what m e t h o d o l o g y t h e c a u c u s e s use r i g h t now. Of 

c o u r s e , t h e r e v e n u e d e p a r t m e n t p u t s o u t t h e i r 

m e t h o d o l o g y g u i d e . We have l o o k e d a t t h a t . 

My e x p e r i e n c e has b e e n , f o r v e r y s h o r t -

r u n f o r e c a s t , maybe one or two y e a r s o u t , t h a t t i m e 

s e r i e s m o d e l s do v e r y w e l l . They p e r f o r m e d -- i t ' s 

h a r d t o b e a t t h e m . 

RE P . DAY: And t h e l a s t q u e s t i o n i s , 



c o u l d you e x p l a i n a r e v e n u e c o n f e r e n c e t h a t ' s one 

o f t h i n g s t h a t you have t o d o , and c o u l d y o u j u s t , 

f o r my e d u c a t i o n , what i s w r i t t e n , and a l s o i f y ou 

p l a n t o e x p a n d on what -- w h a t e v e r y o u t h i n k i t i s , 

and w h a t e v e r y o u t h i n k i t w i l l be? 

DIRECTOR KNI TTEL: A b s o l u t e l y . So t h i s 

p a s t y e a r , i n J a n u a r y , we h o s t e d our f i r s t r e v e n u e 

e s t i m a t i n g c o n f e r e n c e , and we -- i n a d d i t i o n t o our 

o f f i c e t h e r e were f o u r o t h e r g r o u p s m a k i n g 

p r e s e n t a t i o n s . And t h e i d e a was t o g e t a g e n e r a l 

s e n s e o f t h e o u t l o o k o f t h e -- t h e e c o n o m i c o u t l o o k 

f o r t h e U.S. and t h e Commonwealth and see what t h e 

r e v e n u e t r e n d s were l i k e m o v i n g f o r w a r d , t o 

e x c h a n g e s i d e a s . And we do hope t o e x p a n d on t h a t 

m o v i n g f o r w a r d , and -- b u t , a g a i n , i t w o u l d be 

h o s t e d i n J a n u a r y . By s t a t u t e , we have t o h o s t i t 

by J a n u a r y 3 1 s t . 

R E P . DAY: Thank you f o r y o u r a n s w e r s . 

And t h a n k y o u , M r . C h a i r m a n . 

CHAIRMAN ADOLPH: Thank y o u . 

R e p . M a t t B r a d f o r d . 

R E P . BRADFORD: Thank y o u , C h a i r m a n . 

I j u s t had a q u e s t i o n i n f o l l o w - u p on 

t h e q u e s t i o n o f c a p i t a l -- o f bonus d e p r e c i a t i o n , 

t h e a c c e l e r a t e d d e p r e c i a t i o n . 



My u n d e r s t a n d i n g i s t h a t t h e f e d e r a l 

l a w , o b v i ous l y a t t h e f e d e r a l l e v e l , s a i d -- or 

b a s i c a l l y a l l o w e d t h e s t a t e s t o o p t - i n , and 

P e n n s y l v a n i a c h o s e o r e l e c t e d t o o p t i n t o t h a t . 

How d i d t h a t e x a c t l y w o r k ? 

DIRECTOR KNI TTEL: My u n d e r s t a n d i n g i s 

t h a t w i t h t h e -- i t was a t e c h n i c a l i n t e r p r e t a t i o n , 

and w i t h t h e h u n d r e d p e r c e n t , t h e i n t e r p r e t a t i o n 

was t h a t PA c o u l d c o n f o r m t o t h e f e d e r a l 

p r o v i s i o n . 

R E P . BRADFORD: O k a y . So t h a t was t h e 

s e c r e t a r y o f Revenue and t h e g o v e r n o r ' s d e c i s i o n , 

b a s i c a l l y , t o e l e c t i n t o t h a t ? 

DIRECTOR KNI TTEL: I'm n o t s u r e whose 

u l t i m a t e d e c i s i o n i t w a s , b u t my u n d e r s t a n d i n g , i t 

was a t e c h n i c a l i n t e r p r e t a t i o n . 

R E P . BRADFORD: What was t h e c o s t o f 

t h a t t a x e x p e n d i t u r e t o t h e Commonwealth? I know 

you s a i d i t was h i g h e r t h a n what was b u d g e t e d , b u t 

do we have any i d e a what t h e f i n a l c o s t o f t h a t 

c o r p o r a t e t a x c u t was? 

DIRECTOR KNI TTEL: F o r c o n f o r m i n g t o 

t h e 100 b o n u s ? 

REP. BRADFORD: Y e s . 

DIRECTOR KNI TTEL: A g a i n , l e t me 



e m p h a s i z e we d o n ' t have t h e t a x d a t a y e t t o e x a c t l y 

q u a n t i f y t h a t , b u t u s i n g some e x t r a p o l a t i o n f r o m 

e x i s t i n g d a t a , we t h i n k i t m i g h t be r o u g h l y 30 0 t o 

350 m i l l i o n i n t o t a l . A g a i n , most o f t h o s e moneys 

w i l l be made up i n t h e n e x t t h r e e t o f o u r y e a r s . 

R E P . BRADFORD: And what was t h e -- do 

you r e c o l l e c t what was t h e b u d g e t e d amount? Was i t 

l i k e 200 m i l l i o n was what t h e g o v e r n o r e x p e c t e d t h e 

c o s t o f t h a t t a x b r e a k ? 

DIRECTOR KNI TTEL: I b e l i e v e 2 00 was 

t h e o f f i c i a l , t h e o r i g i n a l e s t i m a t e . C o r r e c t . 

R E P . BRADFORD: O k a y . 

S i m i l a r -- s i m i l a r i s s u e , I was 

w o n d e r i n g a b o u t , one o f y o u r p r o j e c t i o n f o r modest 

wage g r o w t h was 3.5 p e r c e n t . 

DIRECTOR KNI TTEL: C o r r e c t . 

R E P . BRADFORD: One o f t h e t h i n g s 

t h a t ' s c o m i n g up a l o t now i s t h e i s s u e o f wage and 

e q u a l i t y , and as we're t a l k i n g a b o u t wage g r o w t h i s 

who's a c t u a l l y s e e i n g more d o l l a r s i n t h e i r b a n k , 

who's s e e i n g more d o l l a r s i n t h e i r p a y r o l l . We're 

s e e i n g -- and t h e numbers e a r l i e r i n d i c a t e d t h a t 

c o r p o r a t i o n s a r e s e e i n g h i g h b a n k r o l l s and a r e 

s i t t i n g on t h a t c a s h , and we're s e e i ng modest wage 

g r o w t h . 



Even among t h a t wage g r o w t h , have y o u 

s t a r t e d t o l o o k a t who's g o i n g t o see t h a t g r o w t h ? 

I s i t t h e b o t t o m ? The t o p ? Who's s e e i n g t h e wage 

g r o w t h i n t e r m s o f o u r e a r n e r s ? I s i t b e i n g e v e n l y 

d i s t r i b u t e d ? 

DIRECTOR KNI TTEL: We h a v e n ' t l o o k e d a t 

t h a t i s s u e y e t . What we do see i n t h e d a t a , a n d , 

a g a i n , t h e j obs d a t a , p a y r o l l , employment n u m b e r s , 

where most o f t h e g a i n s and t h e j obs a r e c o m i n g a r e 

i n t h e s e r v i c e s e c t o r . And t h o s e a r e g e n e r a l l y a 

b i t l o w e r p a y i n g t h a n o t h e r j o b s , s a y , i n t h e 

m a n u f a c t u r i n g s e c t o r . A l t h o u g h m a n u f a c t u r i n g i s 

a l s o s h o w i n g some g a i n s m o v i n g f o r w a r d , b u t , 

d i s p r o p o r t i o n a t e l y , t h e g a i n s a r e i n t h e s e r v i c e 

s e c t o r , and t h a t ' s j u s t a t r e n d o f p a s t j o b g a i n s . 

R E P . BRADFORD: So t h e a c t u a l 

e mployment g a i n s a r e i n t h e s e r v i c e s e c t o r ? 

DIRECTOR KNI TTEL: Most o f t h e m . 

RE P . BRADFORD: A r e we a c t u a l l y s e e i n g 

wage i n c r e a s e s , t h o u g h , a t a l l l e v e l s i n a l l 

s e c t o r s , o r a r e we s e e i n g i t -¬

DIRECTOR KNI TTEL: T h a t , we h a v e n ' t 

e x a m i n e d y e t , w h e t h e r i t ' s b e i n g -- t h e r e ' s an e v e n 

d i s t r i b u t i o n o v e r a l l p r o f e s s i o n s and in c o m e 

d i s t r i b u t i o n s , w h e t h e r t h e y ' r e a l l g a i n i n g i n a 



s i m i l a r f a s h i o n , I 'm n o t s u r e . 

R E P . BRADFORD: Thank y o u , C h a i r m a n . 

Thank you f o r t h e q u e s t i o n s . 

CHAIRMAN ADOLPH: Thank y o u . 

I b e l i e v e t h a t ' s t h e l a s t q u e s t i o n on 

t h e f i r s t r o u n d . And s e c o n d r o u n d , w e ' l l s t a r t 

w i t h R e p . M a r i o S c a v e l l o . 

R E P . SCAVELLO: Thank y o u , 

M r . C h a i r m a n . 

I want t o go b a c k t o bonus 

d e p r e c i a t i o n . I know t h a t t h e g o v e r n o r had 

e s t i m a t e d 20 0 m i l l i o n i n t h e f i r s t y e a r . And t h a t 

350 you m e n t i o n e d i s o v e r t h e l i f e , c o r r e c t , i n 

w h i c h we g e t t h a t b a c k ? 

DIRECTOR KNI TTEL: Y e a h . The 350 w o u l d 

be what we c a l l a l i a b i l i t y e f f e c t . 

R E P . SCAVELLO: E x a c t l y . A n d , you 

know, I was r e c e i v i n g e - m a i l s a l l l a s t y e a r t h a t 

t h a t number was l i k e 750, 800 m i l l i o n , i n t h a t 

a r e a , and I knew t h a t t h o s e numbers w e r e n ' t 

a c c u r a t e . So i t ' s money t h a t we're g o i n g t o g e t 

b a c k anyway, so 20 0 t h a t f i r s t y e a r was a c c u r a t e , 

t h a t b u d g e t number was a c c u r a t e . 

DIRECTOR KNI TTEL: My u n d e r s t a n d i n g was 

t h a t t h e r e was 70 m i l l i o n i n l a s t f i s c a l y e a r and a 



h u n d r e d t h i r t y i n t h i s f i s c a l y e a r , so -¬

REP. SCAVELLO: O k a y . Thank y o u . 

CHAIRMAN ADOLPH: Thank y o u . 

M r . D i r e c t o r , I g u e s s my q u e s t i o n w o u l d 

be, r e g a r d i n g t h e g r o s s r e c e i p t s t a x , s o m e t h i n g 

s p e c i f i c a l l y i n t h e g o v e r n o r ' s b u d g e t t h a t c a u g h t 

many o f o u r e y e s . He c a l l s f o r a b o u t a 30 p e r c e n t 

i n c r e a s e i n t h e g r o w t h r e c e i p t s c o l l e c t i o n f o r t h e 

f i s c a l y e a r '12 -'1 3, w h i c h i s a b o u t a 30 p e r c e n t 

i n c r e a s e . The l a s t s e v e r a l y e a r s t h e g r o s s 

r e c e i p t s t a x has d e c l i n e d a b o u t -- maybe 1 5 

p e r c e n t , 16 p e r c e n t . Y o u r t h o u g h t s ? 

DIRECTOR KNI TTEL: Y e a h . We d i d meet 

w i t h r e v e n u e d e p a r t m e n t on F r i d a y o f l a s t week 

and -- e x c u s e me, t h e p r e v i o u s F r i d a y , and we were 

t a l k i n g t h r o u g h t h a t i s s u e w i t h t h e m . And t h e y 

w a l k e d us t h r o u g h t h e i r r e a s o n i n g f o r t h e l a r g e 

i n c r e a s e . And i t does a p p e a r t o be t h a t t h e r e ' s 

some t i m i n g i s s u e s g o i n g on, some s a f e h a r b o r 

i s s u e s as w e l l as c u s t o m e r s s w i t c h i n g p r o v i d e r s . 

And, c l e a r l y , when you l o o k a t t h e t a x 

d a t a , t h e r e i s a d e c l i n e i n t h e r e m i t t a n c e s , m a i n l y 

by t e l e c o m f i r m s . So i t does l o o k a l i t t l e s t r o n g 

t o u s , and we're l o o k i n g a t i t a b i t more c l o s e l y 

and w o r k i n g w i t h t h e r e v e n u e d e p a r t m e n t t o see i f 



t h a t w i l l h o l d u p . 

CHAIRMAN ADOLPH: Can you e x p l a i n t o 

t h e c o m m i t t e e members as w e l l as t h e v i e w e r s o u t 

t h e r e e x a c t l y what t h e g r o s s r e c e i p t s t a x i s ? 

DIRECTOR KNI TTEL: I t ' s j u s t a l e v y on 

t e l e c o m and e l e c t r i c u t i l i t y p r o v i d e r s t o o f 59 

m i l l s o r 50 m i l l s on t h e a n n u a l v a l u e o f t h e 

p r o d u c t i o n . 

CHAIRMAN ADOLPH: Thank you f o r t h a t 

e x p l a n a t i o n . 

N e x t q u e s t i o n i s R e p . M a t t S m i t h . 

R E P . SMITH: Thank y o u , M r . C h a i r m a n . 

Thank you f o r y o u r t e s t i m o n y t o d a y . 

J u s t a q u i c k q u e s t i o n on t h e t i m i n g as 

i t r e l a t e s t o y o u r o f f i c e ' s r e v e n u e e s t i m a t e s . 

I t ' s my u n d e r s t a n d i n g t h a t on May 1 s t , a n n u a l l y , 

y o u ' l l s u b m i t s o r t o f a p r e l i m i n a r y i n i t i a l r e v i e w 

o f t h e r e v e n u e e s t i m a t e f o r t h e u p c o m i n g f i s c a l 

y e a r . I s t h a t c o r r e c t ? 

DIRECTOR KNI TTEL: T h a t ' s c o r r e c t . 

R E P . SMITH: And t h e n on J u n e 1 5 t h 

e v e r y y e a r y o u ' l l s u b m i t what i s t h e o f f i c i a l 

r e v e n u e e s t i m a t e f r o m y o u r o f f i c e . I s t h a t 

c o r r e c t ? 

DIRECTOR KNI TTEL: T h a t ' s c o r r e c t . 



REP. SMITH: I s t h e r e a m a t e r i a l 

d i f f e r e n c e , i n y o u r e s t i m a t i o n , b e t w e e n what y o u ' r e 

a b l e t o s u b m i t on May 1 s t v e r s u s J u n e 1 5 t h , and i f 

so, what i s t h e d i f f e r e n c e ? 

DIRECTOR KNI TTEL: T h e r e s h o u l d n ' t be 

t o o much d i f f e r e n c e i n t e r m s o f t h e e c o n o m i c d a t a 

t h a t a r e f e d i n t o o ur m o d e l s . W e ' l l o n l y have one 

more month o f d a t a . I t r e a l l y won't c h a n g e t h i n g s 

t o o much. 

What c o u l d be a b i t d i f f e r e n t a r e some 

of t h e t a x p a y m e n t s t h a t come i n . I n p a r t i c u l a r , 

we've been t o l d t h a t we c o u l d t a k e t h e J u n e 1 5 t h 

f i n a l -- e x c u s e me, e s t i m a t e d payment f o r 

c o r p o r a t i o n s i n t o c o n s i d e r a t i o n . So t h a t c o u l d 

move t h i n g s a b i t . 

R E P . SMITH: So t h e J u n e 1 5 t h e s t i m a t e 

w o u l d o b v i o u s l y be t h e -- I d o n ' t want t o 

o v e r s t a t e , b u t t h e much more a c c u r a t e v i e w o f what 

t h e r e v e n u e i n t a k e w i l l be f o r t h e c o m i n g f i s c a l 

y e a r . 

DIRECTOR KNI TTEL: Y e s . B u t I w o u l d n ' t 

t h i n k t h i n g s c h a n g e t o o much b e t w e e n t h e May 1 s t 

and t h e J u n e 1 5 t h . 

R E P . SMITH: O k a y . 

Thank y o u , M r . C h a i r m a n . 



CHAIRMAN ADOLPH: Thank y o u . 

Rep. G a r y d a y . 

RE P . DAY: One more q u e s t i o n a b o u t 

p r o j e c t i o n s . 

I s t h e r e a m e a s u r e o f a c c u r a c y o f 

p r o j e c t i o n s , l i k e p e r c e n t e r r o r o r s o m e t h i n g l i k e 

t h a t t h a t y o u p l a n t o u s e t o m o n i t o r y o u r own 

p e r f o r m a n c e ? 

DIRECTOR KNI TTEL: Most d e f i n i t e l y . 

W e ' l l be t r a c k i n g t h o s e , much l i k e t h e 

c o n g r e s s i o n a l b u d g e t o f f i c e d o e s . They have a 

m e t h o d o l o g y t o t r a c k t h e i r f o r e c a s t a c c u r a c y . 

R E P . DAY: What i s t h a t c a l l e d ? What 

do you c a l l t h a t ? 

DIRECTOR KNI TTEL: I'm n o t s u r e t h e 

o f f i c i a l t e r m t h e y g i v e t o i t . 

R E P . DAY: O k a y . 

Do you p l a n t o p u b l i s h t h a t m e a s u r e f o r 

y o u r own o f f i c e ? The g o v e r n o r ' s g o i n g t o g i v e y o u , 

i n h i s b u d g e t , r i g h t , t h e g o v e r n o r and t h e f o u r 

c a u c u s e s . I s t h e r e a way t h a t y o u c a n p u b l i s h t h e 

e r r o r d i f f e r e n c e on t h e e s t i m a t e s f o r e v e r y o n e ? 

DIRECTOR KNI TTEL: S u r e . I f t h e r e ' s 

i n t e r e s t i n t h a t , we'd be happy t o do s o . T h a t ' s 

e a s i l y d o n e . 



R E P . DAY: Thank y o u v e r y much. 

Thank y o u , M r . C h a i r m a n . 

CHAIRMAN ADOLPH: Thank you f o r t h a t , 

R e p r e s e n t a t i v e . 

Seems t o be a l l t h e q u e s t i o n s f o r 

t o d a y . 

I have one f i n a l q u e s t i o n . I know 

e v e r y b o d y t h a t was on t h i s c o m m i t t e e l a s t y e a r and 

was i n t h i s g e n e r a l a s s e m b l y remembers t h e d e b a t e 

t h a t was g o i n g on r e g a r d i n g t h e amount o f s u r p l u s 

v e r s u s -- t h a t was l e f t o v e r f r o m l a s t y e a r . 

Have y o u had an o p p o r t u n i t y t o a n a l y z e 

l a s t y e a r ' s r e v e n u e s o v e r e x p e n s e s , and c o u l d 

you -- c o u l d y o u e x p l a i n t h a t t o t h e members o f 

t h i s c o m m i t t e e b r i e f l y . 

DIRECTOR KNI TTEL: We h a v e n ' t had a 

c h a n c e t o l o o k a t i t t o o c l o s e l y . I do know, 

l o o k i n g a t t h e p a t t e r n o f p a y m e n t s , t h e r e was some 

v e r y u n u s u a l l y l a r g e p a y m e n t s t h a t one w o u l d n ' t 

have e x p e c t e d l a s t y e a r , b o t h on t h e c o r p o r a t e and 

t h e i n d i v i d u a l s i d e . They l o o k e d v e r y u s u a l . 

CHAIRMAN ADOLPH: I f I may, I w o u l d 

a p p r e c i a t e i f y ou c o u l d go i n t o f u r t h e r d e t a i l f o r 

t h i s c o m m i t t e e , b e c a u s e , y o u know, o b v i o u s l y , i t ' s 

a r e a c t i o n t h a t l e g i s l a t o r s w i l l h ave t h a t , y o u 



know, c o m i n g o u t o f t h e r e c e s s i o n , and a l l o f a 

s u d den you have one good month, t h a t t o r e a c t i n a 

way t h a t , hey, happy d a y s a r e h e r e a g a i n . 

And I t h i n k we c a n l e a r n f r o m j u s t l a s t 

y e a r t h a t you s t i l l h ave t o be v e r y c a r e f u l i n t h i s 

f r a g i l e e c o nomy. And, I know, R e p . S m i t h , and I 

w o u l d a g r e e him, you know, t h e l o n g e r you go 

t o w a r d s t h e end o f t h e f i s c a l y e a r , you g e t a 

b e t t e r l o o k a t t h e r e v e n u e b e c a u s e you a c t u a l l y 

know what came i n , i n s t e a d o f p r o j e c t i n g i t . And I 

c a n u n d e r s t a n d t h a t . 

B u t s o m e t i m e s , c u r r e n t r e v e n u e i s n o t 

a l w a y s w h a t ' s g o i n g t o be i n n e x t month and -- o r 

s i x months f o r t h c o m i n g , and I w o u l d l o o k -- I ' d 

l i k e , i n y o u r r e p o r t s t o u s , I ' d l i k e y o u t o 

d i s c u s s t h a t a l i t t l e b i t . 

DIRECTOR KNI TTEL: S u r e 

CHAIRMAN ADOLPH: And t h e n , f i n a l l y , 

how d oes PA's economy compare t o t h e s u r r o u n d i n g 

s t a t e s , i f n o t n a t i o n w i d e ? I f you c o u l d comment on 

t h a t a l i t t l e b i t f o r u s . Thank y o u . 

DIRECTOR KNI TTEL: S u r e . Be happy t o . 

Oh, r i g h t now? 

CHAIRMAN ADOLPH: R i g h t now. R i g h t 

now . 



DIRECTOR KNITTEL: I do t h i n k t h e PA 

economy has b e e n p e r f o r m i n g w e l l and o u t p e r f o r m i n g 

many o f t h e s u r r o u n d i n g s t a t e s , a n d , c e r t a i n l y , i f 

you l o o k a c r o s s t h e n a t i o n , has b e e n d o i n g much 

b e t t e r t h a n a number o f s t a t e s , and t h e r e a r e 

v a r i o u s f a c t o r s f o r t h a t , b o t h on t h e d e m o g r a p h i c 

makeup a n d , o f c o u r s e , w i t h t h e c e r t a i n i n d u s t r i e s 

t h a t a r e e x p e r i e n c i n g v e r y s i g n i f i c a n t g r o w t h , 

m i n i n g b e i n g one o f t h e m . B u t t h e r e ' s a number o f 

f a c t o r s t h a t a r e h e l p i n g t h e Commonwealth m o v i n g 

f o r w a r d . 

And I w o u l d a n t i c i p a t e , much l i k e when 

we went down i n t o t h e r e c e s s i o n , PA d i d n ' t s u f f e r 

as much as some o t h e r s , c o m i n g o u t o f i t , we m i g h t 

n o t have t h e g r o w t h t h a t some o f t h e o t h e r s 

e x p e r i e n c e f o r t h e same r e a s o n s . 

CHAIRMAN ADOLPH: O k a y . 

At t h i s t i m e , I ' d l i k e t o a c k n o w l e d g e 

t h e p r e s e n c e o f R e p . S c o t t P e t r i o f Buck C o u n t y , 

who j o i n e d us e a r l i e r t o d a y . 

Any o t h e r q u e s t i o n s o f any members? 

S e e i n g n o n e , h e a r i n g n o n e , I ' d l i k e t o 

t h a n k t h e I n d e p e n d e n t F i s c a l O f f i c e f o r y o u r f i r s t 

a p p e a r a n c e a t t e s t i f y i n g b e f o r e t h e House 

A p p r o p r i a t i o n s C o m m i t t e e . I a p p r e c i a t e y o u r 



p r e s e n t a t i o n w i l l be a t 1:30 p.m. 

Thank y o u . 

( W h e r e u p o n , t h e h e a r i n g c o n c l u d e d 

a t 11:38 a.m.) 

* * * * * 



p r e s e n t upon t h e h e a r i n g o f t h e a b o v e - e n t i t l e d 

m a t t e r and t h e r e r e p o r t e d s t e n o g r a p h i c a l l y t h e 

p r o c e e d i n g s had and t h e t e s t i m o n y p r o d u c e d ; 

and I f u r t h e r c e r t i f y t h a t t h e f o r e g o i n g i s a 

t r u e and c o r r e c t t r a n s c r i p t o f my s a i d 

s t e n o g r a p h i c n o t e s . 

BRENDA J . PARDUN, RPR 
C o u r t R e p o r t e r 
N o t a r y P u b l i c 


