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Thank you, Madame Chairman.  Welcome, Secretary Geithner. 

Milton Friedman once said, “Nothing is so permanent as a temporary government program.”  
Yesterday we learned what most of us had already suspected:  TARP will not die at the end of 
this year.  The program no longer can be considered a hastily arranged effort to arrest a financial 
free-fall.  I can understand why a Treasury secretary would want to extend TARP – why not?  It 
seems to be a free option at taxpayer expense – essentially a blank check to finance any 
macroeconomic stimulus initiative the executive branch can imagine to the tune of hundreds of 
billions of dollars.  Now that last year’s emergency has abated, the rationale behind TARP as a 
salve for financial markets in distress no longer supports Treasury’s choice to extend it.   

The previous Congress reluctantly authorized TARP in response to an extraordinary financial 
panic.  Would Congress today approve TARP?  I cannot imagine it.  That essentially is why it 
was extended.  But to extend TARP under current circumstances is irresponsible in Treasury’s 
role to faithfully execute the laws of the land.  TARP continues to inflict great economic costs, 
both directly to the taxpayer in the form of actual and potential tens of billions of dollars of 
losses and indirectly in the form of moral hazard, distorted incentives created by implicit 
government guarantees, and inefficient government interference in the operation of private firms.  
Moreover, the Administration’s legislative proposals will not solve those problems, but only 
institutionalise them.  Now that the unbridled financial panic that was cited as the original 
justification of TARP has disappeared, why deepen and prolong these costs?  The responsible 
thing would be to seek renewed authority, tailored to the situation and incorporating all of the 
lessons learned through the very imperfect implementation of TARP. 

We are still too close to the events of last year to determine whether TARP was a success.  I am 
not convinced that we can even yet credit the program itself for stopping a panic in the markets.  
The United States government basically threw almost $8 trillion in the form of guarantees, loans, 
and direct outlays at the financial markets.  Something had to happen with all of that liquidity.  
This chart shows that the $700 billion under TARP was but a small portion of the total 
government effort, including other programs of the Federal Reserve, Treasury, and the FDIC.  
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The lack of political accountability may be TARP’s greatest liability of all, and the Treasury 
Department has done little to assuage many obvious oversight concerns that this Panel has 
expressed.   

First, Treasury takes the position that TARP essentially is a revolving line of credit, with a $700 
billion limit on outstanding balances at any time.  Congress, however, expressly mandated that 
TARP funds paid back to the Treasury be used to pay down the national debt.  That approach fits 
the emergency, temporary nature of the program with such thin strings attached – use the money 
once and (one hopes) get it paid back.  If the money runs out, go back and ask for more.  At your 
previous appearance before this Panel, I asked for a legal opinion justifying the view that TARP 
is a revolving fund, but we have yet to receive such an opinion from Treasury.  This omission is 
unacceptable and perhaps implies the weakness of your legal position.     

Second, Treasury has not provided any foundational arguments for the legal limits on TARP 
expenditures and on the criteria used to determine which expenditures are proper under the 
statute.  For example, what parameters will be placed on spending TARP funds for the 
President’s so-called “job creation” initiatives? As the financial markets have stabilized, a 
continuation of TARP raises the prospect that Treasury will put funds into companies with only a 
tenuous connection to the financial markets, just as it did with the $80 billion infusion into GM 
and Chrysler.   

With respect to financial institutions, what justifies continuing to furnish non-systemically 
important institutions such as GMAC with TARP funds?  Does Treasury have any objective 
criteria or processes at all for determining what is an appropriate TARP expenditure?  The 
Administration’s proposals for a systemic risk regime and resolution authority have similar 
problems of lack of predictability, rule of law, and transparency.  It appears that the resolution 
authority is really just a way to codify TARP for years to come.  Since Treasury has shown so 
little discipline with TARP, how can Congress delegate such vaguely defined powers with the 
expectation that Treasury will follow congressional intent in the future, whatever Administration 
may be in power? 

Third, this Panel must be provided more information about the decision-making process to 
extend the TARP program beyond the end of this year, including the cost/benefit analysis that 
the statute essentially calls for. 

TARP has proven costly and ineffective at achieving virtually any other of its ever-changing 
goals.  The decision to extend TARP was yours to make and accountability for the consequences 
of that decision is yours as well.  You now clearly own the program, warts and all.  I look 
forward today to hearing about your goals and expectations for the TARP program and what, if 
any, legal limits you believe exist on TARP’s scope. 

 


