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ABSTRACT

In the study of government accountability, theagdnlong been arguments about
which model is superior. These arguments, whiehangely made by those in the
performance and political accountability campstesthat their particular model is the
best, and indeed only legitimate approach to engwaccountable government. At the
same time, there is growing research in policyddmnit little in how accountability
models and policy tools are linked in policy design

This study makes use of the context provided byctitical cases of the Troubled
Asset Relief Program (TARP) and the American Reppaed Reinvestment Act
(ARRA). With such large sums of money in play &in@e of serious economic downturn
and mounting federal deficits, government cleadyg h responsibility to ensure
accountability so that the public can be assurgéanky that its funds are being spent
properly but also more generally, that accounthéls well as policy tool choice is in the
minds of officials as they formulate, adopt and lempent public policy.

The intent of this study is to present an argumeiwo main areas using the
critical case studies of TARP and ARRA. Firstttha one accountability model fully
explains most policy tool choices in TARP or ARRAdahat the use of multiple models
is superior. Second, that we can link policy tclwbices and accountability models in
policy design. The standards used to establish mloalels explain what tool choices are
in the models themselves. Each policy is explamddvidually in a chapter, and the

lessons and results of this study are then presémtibe final chapter.
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The data presented in this study indicate thatglesmodel approach may
explain a few, but not most and certainly notdllicy tool choices in TARP and ARRA.
Indeed, a multiple model approach proves supeviardingle-model approach in all but a
few instances. As for the connections betweercpdtiols and accountability models,
the data presented in this study show that they wiongly impacted by the policy
formulation process itself, specifically the waywhich the policy problem was framed

and the speed with which it was undertaken.
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Chapter 1: Introduction, the Research Questiond\dattiodology

Accountability has been a core concern of Amergavernment since the
country’s founding. As James Madison famously wiatFederalist 51:

"In a single republic, all the power surrendebgdhe people is
submitted to the administration of a single goveenmand the usurpations are
guarded against by a division of the governmemt distinct and separate
departments. In the compound republic of Amerisa,dower surrendered by the
people is first divided between two distinct govaants, and then the portion
allotted to each subdivided among distinct and isg¢palepartments. Hence a
double security arises to the rights of the peopie different governments will
control each other; at the same time that eachbeittontrolled by itself
(Hamilton, Jay, & Madison, 1787-1788).”

Indeed, the separation of powers system suggeasteederalist 51 and present in
the US Constitution was designed, in no small partelp ensure accountable
government (Hamilton, Jay, & Madison, 1787-1788jtebh States Constitution, 1787-
1788, pp. Arts. I-1ll). Yet, while accountabilibas long been a core principle of
American and indeed all democratic governancegttsewidespread disagreement on
what accountability is and how best to ensur&'hiis study has found that the literature
contains no less than eight different and commogfigrenced models of accountability,
each of which has its own decision rules, assumptamd advocates who claim that their
model is the best, and often, only proper modeitilize to ensure accountability.

In the study of government accountability, thereehiwng been arguments about

which model is best. These arguments are largalyenby those in the performance and
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political accountability camps, who state that timeodel is the best and indeed only
legitimate approach to ensuring accountable govenmimAt the same time, there is
growing research in policy tools but little in h@ecountability models and policy tools
are linked.

Concerns about accountability have become partigudaute in the policy
responses to the current economic crisis. Itsy éasee why that has been the case, as
the federal government has authorized expenditfreser $1.5 trillion between the
Troubled Asset Relief Program (TARP) and the AnariRecovery and Reinvestment
Act (ARRA) alone (ARRA, 2009; Emergency EconomialSlization Act of 2008,
2008). With such large sums of money in play @t of serious economic downturn
and mounting federal deficits, government cleadyg b responsibility to ensure
accountability so that the public can be assurehd that its funds are being spent
properly and, more generally, that accountabibtinithe minds of officials as they
formulate, adopt and implement public policy. Hoee this study is not really about
TARP or ARRA but rather about the accountabilitydels themselves, and the policy
tools they utilize, as ways to help us understana &ccountability is defined in both
theory and practice.

This study seeks to explore ways to understanayohoices aimed at ensuring
accountability in a complex context. It seeksddrass limitations in the existing use of
models of accountability in the existing literatufdore specifically, it asks the question
of how effectively any of the four most commonlyedsnodels of accountability explain

the policy tool choices selected to address acatuliy issues in TARP and ARRA.



These four models are: (1) political accountahilf{8) professional bureaucratic; (3) legal
and (4) performance.

This study consists of five chapters. This faisapter will explain how the study
uses a case study analysis of TARP and ARRA tsagsav well the most widely used
models explain the choice of policy tools usedchiese programs to ensure accountability.
This chapter will also explain the research stnatagd methodology to be used in that
effort.

The second chapter will discuss the state of teealiure with respect to the
models’ theoretical assumptions and their decisibes and will identify the most
important gaps in the modern accountability literat It will also discuss policy tools
literature in order to provide proper framing fbiststudy.

The third and fourth chapters will describe in mdegail the cases of TARP (in
chapter 3) and ARRA (in chapter 4) and the basidifigs related to what policy tools
were used and which accountability models were useglation to tholse policy tools.

It will focus on description, with analysis savexu the final chapter.

The fifth and final chapter will then proceed t@bize the data, focusing on what
the study argues are three primary gaps in thetues. First, the assumption that a
single model of accountability is best and that ele@f accountability are separable.
For example, Robert Behn writes repeatedly thabtiig correct way to approach
government accountability is to utilize “tacticgdastrategies that seek to enhance the
performance of the public sector-to improve thdignf government agenciemdtheir
nonprofit and for-profit collaborators to produ@sults (emphasis in original) (Behn,

2001, p. 26).”



Second, there is no existing case in which accailittamodels are tested side by
side. Particularly since TARP and ARRA are différapproaches to the same
overarching set of problems caused by the 2008aumncrisis, this should allow us to
see what impact accountability models have on padol choice.

The third literature gap is that very little littwee matches policy tools and
accountability models in policy design. Perhapseittain policy tools and accountability
models match up, something can be learned aboht [&ihce this is a critical case study,
it is necessary to focus on cases which are atlyputamportant. It is precisely in such
cases that models are put to the ultimate testitangjht then be possible to make
generalizations from these cases, atypical asatey|f those in the field can start
thinking of accountability model mixes as the propay to evaluate accountability
rather than single models. This could lead toepdeexamination of previously
undiscovered facets of government accountabilitytheir connections to policy tools.

This study focuses on the following research goastiow effectively do any of
the four most commonly used models of accountglelkiplain the policy tool choices
selected to address accountability issues in TARARRA? In order to answer this
guestion, this study focuses on two research hygseth First, that no one model
explains all the policy tool choices in TARP or ARRSecond, that using multiple
models will better explain most of these policyltolaoices. Answering this question
should help us advance accountability and policystterature.

The thesis of this study is that no single accduifitpa model adequately explains
policy tool choices and that a multiple model aggiois superior. In addition, the

conditions and problem statement on which a padyased impact policy tool choice.
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The background and basis for this thesis will bgl@ed in more detail throughout this
study.
THE CASE: TARP AND ARRA AS PUBLIC POLICY

In order to understand the appropriateness of TARPARRA as a critical case
study, it is important to understand in more detdnbt TARP and ARRA are and how
they came about. The following section will theref briefly discuss the history and
design of TARP and ARRA (both are described imfiare detail in chapter three for
TARP and chapter four for ARRA). This section wiilen conclude with a discussion of
how TARP and ARRA is both an appropriate and fdasiltical case study to test how
accountability models explain policymaker choices.

In order to solve the problems caused by the cedlag the housing bubble, the
US Department of the Treasury asserted that itecteahelp banks remove so-called
“distressed assets (US Department of the Trea20088b)” from the financial system in
order to stabilize banks and other financial ingtins. As the US Department of the
Treasury stated in proposing the first version bawlater became TARP“When the
financial system works as it should, money andtedfiow to and from households and
businesses to pay for home loans, school loangn@edtments that create jobs. As
illiquid mortgage assets block the system, thegilogy of our financial markets has the
potential to significantly damage our financialtg®ys and our economy, undermining job

creation and income growth. (US Department of trea3ury, 2008b).”

! The bill was formally titled the Emergency Economic Stabilization Act of 2008 (EESA), of which TARP was
by far the largest component in both the original and final bill (SIGTARP, 2009, p. 43).
5



TARP proposed to do so by adopting an approacHasimai that used by the
federal government in the Savings and Loan criste®late 1980s, wherein it provided
temporary loans to financial institutions in ordeensure their stability (Seidman W. L.,
1996; US Department of the Treasury, 2008b). Qineg were able, these financial
institutions would then pay back these loans, thaeaning that the cost to the federal
government would be far less than the initial $B0Idon price tag (Seidman W. L.,
1996; US Department of the Treasury, 2008b).

While originally intended as a program designeduochase toxic assets in order
to stabilize financial institutions, TARP in fagient very little money purchasing such
assets ($5 billion as of September 30, 2010) (SIBFPA2010b, p. 237). Instead, it spent
by far the most funds pursuing three primary tagkspurchasing an estimated $280
billion in stock in trouble banks and investmerttitutions such as Citigroup, JP Morgan
and Bank of America; (2) providing $40 billion iodns to prevent the potentially
catastrophic collapse of American International @pr@AIG) and (3) providing nearly
$80 billion in loans to American auto manufactuiiarsrder to prevent their collapse
(SIGTARP, 2010b, p. 237). An additional $45 bitlievas appropriated to help prevent
home foreclosures but as September 30, 2010 o®l§ B6llion had actually been spent
and the administration had yet to come up withaa pd spend the remaining funds in
this area (SIGTARP, 2010b, p. 237). As a restlthe total of $387 billion actually
expended under TARP, greater than 90% of it waetcty to assisting banks,
investment houses, AIG or auto manufacturers réanfthe original intent of purchasing

toxic assets.



Yet even with its hefty price tag, it was cleaatth ARP alone was not enough
since it only assisted a small part of the Amerieaonomy. Shortly after taking office in
2009, President Barack Obama proposed an additstinallus plan entitled the
American Recovery and Reinvestment Act (ARRA) (Bak€09; Obama, 2009b; US
GPO, 2009). ARRA utilized a variety of policy teduch as tax cuts, aid to states and
local governments to limit their budget cuts, ireged unemployment benefits and direct
federal spending largely on infrastructure projéBaker, 2009; Obama, 2009b; US
GPO, 2009). The Obama administration argued badirect federal spending where,
unlike for TARP, the initial cost of the bill wagmected to be the final cost as little to no
repayment was expected, was the best and argualyiyvay to stabilize the economy
and promote job growth (Baker, 2009; Obama, 2008 GPO, 2009). Unlike with
TARP, ARRA had no trouble sailing through the Iéagfise process and was signed into
law on February 17, 2009, less than a month afesiéfent Obama took office (Baker,
2009; Obama, 2009b; US GPO, 2009).

ARRA is composed of three primary components (Repgogov, 2010c¢): (1) a
$288 billion package of tax cuts and tax expendgudor both business and personal
taxpayers; (2) $224 billion in aid to states tophgdeserve entitlement programs
(primarily unemployment benefits), health care addcation programs which were
otherwise in danger of being cut and (3) $275daillin federal contracts, grants and
loans to fund a series of projects, from infradme to research to environmental
preservation and beyond (Recovery.gov, 2010d5 this last $275 billion that has
received by far the most scrutiny since it is tbetipn of ARRA that allows for the

greatest spending discretion and thus requiredltdsest scrutiny.
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Although clearly different, TARP and ARRA shareotwain characteristics
which make this study more manageable. First, #ieywide-reaching and together rely
heavily on spending in both the public and privsgetor in order to be successful.
Second, they are short-term policies, with TARPItn@gg to wind down in late 2009
and early 2010 and most of the funds in ARRA alyesment by mid-year 2010. This
short time-frame makes the cases easier to frachéhais manageable for this study.

TARP and ARRA: A Useful Context to Challenge Acctability Models

Now that this study has given a brief overviewhd history and design of TARP
and ARRA, it will briefly discuss why these cases eritical cases. In order to
determine if they meet the standards for a critesle study, we must meet the three
criteria established by Yin and Flyberg: that tasecbe atypical, critical to theory
development and testing and have enough data ttucothe study (Flyvbjerg, 2006, pp.
219-225; Yin, 2008, pp. 46-59). The following sentwill address each of these points
in turn.

TARP and ARRA are unique policies created to stieeunique problems posed
by the economic downturn which began in 2008. Jd¢wpe of these two policies
together touched nearly every aspect of both priaad public life and thus required two
uniquely different, if related, responses. Theimbined appropriations of more than
$1.5 trillion are substantial and rely on both pivate and public sector to implement.
An effort of this size and scope is clearly a ueigase and one that cannot be assessed
using anything but critical case study methodology.

TARP and ARRA are also important to theory tesaing development. This is

because, again taken together, they comprise themds of the modern government
8



accountability spectrum, with TARP largely intendedely on market and performance-
based accountability models while ARRA was intentdeckly heavily on a legal
accountability approach (Congressional OversigneR2009; Recovery.gov, 2009b).
Inherent in both was political accountability, batiterms of what was in the policy
when it was designed, passed and then tracked mbers of Congress and the public at
large, and bureaucratic accountability becaustdarend, public administration
professionals had and still have a role in how Ipatircies were designed. The
combination of these four accountability modelshis atypical and important set of
circumstances makes clear why a critical case sipgyoach is justified.

Third, this study is feasible both because a Smgmt amount of data exists and
because they are short-term policies and can thd@iaimed properly. This second point
is particularly important since one problem inh¢tarcase studies in general is the need
to frame them properly in order to limit the numbéwrariables present in a case. The
short-term nature of these policies makes thatiplessAs for data availability, there is
arguably more data than needed to conduct thiy stather than too little. In any case,
however, TARP and ARRA meet the three criterial@istaed above and therefore an
appropriate choice for a critical case study methmgly. The following section will
briefly discuss the research process as well adateacquisition strategy for this study.
THE RESEARCH PROCESS AND DATA ACQUISTION

As noted above, the empirical setting for thigegsh is the two major stimulus
bills enacted in response to what has become coiyrknown as the “great recession
(Samuelson, 2010)", which began in 2008 and isatyustill ongoing (Samuelson,

2010). In order to allow for the proper framingtois case study, however, the study will
9



consider the time period from September 7, 2008 dty Fannie Mae and Freddie Mac
were placed under government control, until Felyrda2010, slightly more than one full
year into the Obama administration (New York Tin2309). This allows for research to
explore the background, enactment and much ofmipdementation of both TARP and
ARRA.

The primary sources for this study were the legish itself as well as the myriad
of reports produced by the agencies responsiblerfsuring accountability in either
TARP or ARRA. Most of these reports were prepargthie five organizations charged
with ensuring accountability for TARP and ARRA: the Congressional Oversight
Panel (COP); (20 the Recovery Accountability andnBparency Board (RATB); (3) the
Special Inspector General for the Troubled AssdeRBrogram (SIGTARP); (4) the US
Government Accountability Office (GAO) and (5) td& Department of the Treasury
(Congressional Oversight Panel, 2009g; Recovery 2@099c; SIGTARP, 2009¢; US
Department of the Treasury, 2009; Government Actahility Office, 2009; US GPO,
2009). In the specified case period, these figaoizations alone produced more than
175 reports on various aspects of TARP or ARRA antability (Congressional
Oversight Panel, 2009g; Recovery.gov, 2009c; SIGFARD09e; US Department of the
Treasury, 2009; Government Accountability Officep2; US GPO, 2009). When added
with the legislation itself as well as other implkeming guidance provided by OMB and
other federal agencies, there clearly was sufftalata to conduct this research (Office of
Management and Budget, 2009c; Office of ManageraedtBudget, 2009d).

In addition to this content analysis, | conduatgdrviews in February 2012 in

Washington, DC with a Senate Finance Committedéestahe former two top staffers at
10



the COP, a Congressional Research Service empldyeevorked on ARRA and a
group of GAO employees led by Chris Mihm who workedboth TARP and ARRA.
These interviews were semi-structured, with in@mees being sent a set of 10-15
guestions several days in advance. Interviewsrbegth those questions as a base and
then flowed from them into the areas deemed ap@tepby either the interviewee or
myself. These interviews, which took 30-60 minwgash, were not recorded due to the
request of the interviewees, but copious notes veden by myself and each interview
was written up the same day it was conducted tomme data loss. These documents
and these interviews combined to comprise the lmdidlse data from which this study
was conducted. The next section will discuss #ta dollection strategy for this
research.

Data Collection: Care is Needed but there are goifstant Barriers

The data collection strategy for this case iggiitéorward since this case is a
public event and the emphasis is on the formaktsele of policy tools. The purpose
here is to see how well the models explain behawitie form of the ultimate decisions
taken rather than the motives of any individuatipgrants. The primary sources of
evidence are public records such as accountab#grts, the legislation itself and other
implementing guidance/regulations. These soureas @ppropriate to use for four main
reasons: (1) they are easily available; (2) thiynafor the creation of a chronology for
the case in order to allow for the case to be ptgpemed; (3) these sources, taken
together, given a fairly complete view of this casel (4) these data come from

trustworthy sources and thus provide a reliableneof the case.
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This data collection approach was not without po#é challenges, three of which
are particularly worth noting (Swanborn, 2010, p§-95; Yin, 2008, pp. 101-123). First,
the data available from these documents may neigeall the information one needs to
understand the accountability systems in this ¢@a@anborn, 2010, pp. 76-95; Yin,
2008, pp. 101-123). While it is certainly truetthal understanding of the accountability
systems in this case may not be possible with ¢iniany, data source, it is nonetheless
believed that more than enough data exists to stated how the four accountability
models were applied here. Second, the data ayelyairamed around the results of the
policy and not the accountability systems themse($svanborn, 2010, pp. 76-95; Yin,
2008, pp. 101-123). This is where a policy toglpraach is useful because, by
identifying the policy tools inherent in each elerhef this case, it can help connect them
to the four models and thus solve the framing isstiard, the data may indicate
causality where none exists, particularly in r@latio the impacts the policies had on the
external environment (Swanborn, 2010, pp. 88-3#)wever, since this study was not
about TARP'’s or ARRA’s effectiveness but ratheraltbeir accountability models and
the policy tools that were utilized in their desigims is not really a problem here. In any
event, these three problems with the data setarikely to present significant
obstacles. While certainly not perfect, the datéection strategy used in this project
should provide sufficient data to complete thisigtu

Data Analysis: Coding and ATLAS

The data analysis strategy for this study is ghtdorward. A database was
created in ATLAS with all 237 documents collectedthis study. The documents were

then divided into categories based on source (8a¢BAO, SIGTARP, Treasury, etc.),
12



type of document (such as regulations, legislatmepuntability report, etc.) and
whether they addressed TARP or ARRA. Codes wexe tiheated for each of the policy
tools listed in the next chapter and for the fozoauntability models as well. Each
policy tool also had one code created for each@ficcountability models addressed in
this study (so, for example, the policy tool “Cadting” has codes that read
“Contracting-Political”, “Contracting-Legal” and sm). Each document was evaluated
on the basis of the criteria listed below with pags coded when they met the standards
of one or more codes. Passages were often codleanere than one code because it
was found in several instances that although oné/molicy tool was in play, multiple
accountability models were. When in doubt, thdimation was to code more passages,
and use codes more frequently, in order to avogbsimg any possible data points.

The resulting codes were both summarized numériaat then evaluated
passage by passage to ensure accuracy. A dewaia®then made first as to which
policy tools were most in use in each policy ancbse whether and how each of the four
accountability models were or were not used. bhtazh, documents were coded where
other accountability models appeared to be preseas to evaluate whether the choice
of the four models for this study was proper. Ehesdes were then evaluated to see
where trends existed and these trends comprisaddjwity of data upon which this
study was conducted. These data were then supptedheith input from the interviews
as appropriate. The interviews also helped toioonfdd to, or deny the findings made
in the original data analysis. For example, withibie interviews it would not have been
known that GAO played such an important role ingldgag ARRA’s implementing

regulations. These two types of data, which ctutstthe raw findings of the study, will
13



be discussed in chapter three (TARP) and chapter(ARRA). Although other
researchers using with the same documents and coimglthe same interviews might
find slightly different results, it is believed tithe robustness of the coding (and the
evaluation and analysis of the coding), will ensitnag such differences are small and not
significant.
FRAMING THE MODELS: USING STANDARDS FROM THE MODELS
THEMSLEVES

Perhaps the most important part of this study'shwdology is in how to
determine when models are or are not present. sty uses standards from the models
themselves. In other words, we ask whether thedatals and approaches match those of
each of the models in their literature.

Political Accountability

For political accountability, we will find that theodel is present when at least
two of three conditions are met. First, politieaacountability is utilized in cases where
authority or responsibility exists for action witha system (Mayhew, 2004, pp. 110-
115). For example, in the American system, Corgghas the responsibility to oversee
the federal bureaucracy (Finer, 1941, pp. 335-338 act of doing so is by itself an act
of political accountability. Second, actors uiilig political accountability must consider
whether their actions are in concert with the ie$¢s of political actors and stakeholders
(Fenno, 1978, pp. 133-138; Mayhew, 2004, pp. 22-25onduct is in not in the
interests or at the behest of such actors andistéders, it is hard to see why the political
system would undertake any action. Third, politazountability is called on when a

problem is perceived as a political, and not agssional or mechanical, problem
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(Fenno, 1978, pp. 133-138). If there is a publitcoy to respond to a particular problem,
it almost by definition becomes political (FineB41L, pp. 335-338). Absent such an
outcry, a problem can often be handled within tkisteng professional bureaucratic
system and thus may not rely on political accouhtglfFiner, 1941, pp. 335-338).

Professional/Bureaucratic Accountability

For professional or bureaucratic accountabilitg,skall find it exists when at
least two of the following three standards are mgkt, when a policy requires
determining what the public needs as judged by#&epsional assessment of problems,
contexts and opportunities; second, when the paladig for professionals determining
what is in the public’s best long term interestseahort term political demands are
filtered out and professional judgment is applial third, when the policy calls for
determining how best to utilize professional arthtecal expertise to meet these
interests (Levitan, 1946, pp. 565-575; Long, 1952,809-812; Long, 1954, pp. 23-25).
What separates this from the political model is #asential focus on professionals
determining how to serve the public interests,aathan responding only to the political
demands of those in power at any one time. Thsoreag is that while political changes
may and will occur with some regularity, the daydey administration of the public’s
business has to able to respond to a range ofregments including representation of the
long term public interest as viewed by professisrfhaévitan, 1946, pp. 565-575; Long,
1952, pp. 809-812; Long, 1954, pp. 23-25). Probesd administrators are needed to
ensure that this large body of work, which showtlve about politics, can be done and
that the lower order politics are adjusted by msifenal knowledge and values

(Friedrich, Beyer, Spero, Miller, & Graham, 193p, p8-65).
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Legal Modei

When it comes to the legal model, the standandddtermining usage of the
model are inherently broad. This study will therefrely on the following dictum, “the
actions of governmental officials must have theisib in public law, not in the pecuniary
interests of private entrepreneurs and owners trdriiduciary concerns of public
managers (Moe & Gilmour, 1995, p. 138).” This lrakefinition is necessary because
legal accountability can differ in appearance basethe official or organization that is
taking the action and on the type of situation thatvolved (Cooper P. J., 2007; Moe &
Gilmour, 1995; Rohr, 1986). It also depends upantype of legal question that is raised
for resolution. For example, legal accountabitiyn depend on whether an issue is
constitutional, statute-based, procedural or fd¢@aoper P. J., 2007; Moe & Gilmour,
1995; Rohr, 1986).

As to the official and organization, the choicawt is based on whether the
action comes from Congress, an administrative agenconcerns an individual official
or municipal corporation (Cooper P. J., 2007; Mo&#mour, 1995; Rohr, 1986). These
decisions are then also informed by case law iAragio-American common law system.
The last is the basic point: legal accountabiliises when authority for action and the
mechanisms for tracking such action lie within léagal system itself.

Performance-Based Management Accountability

This study shall find that performance-based mamag¢ accountability (often
called performance accountability) exists when iwd that measureable standards are
used in an attempt to improve government efficiesuag effectiveness. This stems from

the basic tenet of this approach, which is theragsion that government is inherently
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inefficient and ineffective. In order to fix thigoblem, government should use its
resources in a way that most efficiently produgesrformance” via measureable
standard, such as those used in the private §@&#bn, 2001, pp. 152-155; DelLeon,
1998; Kassel, 2008; Radin, 2006, pp. 240-244) foAaance accountability argues that
waste and ineffectiveness can only be determinaatibzing measureable standards.
The standards are applied in combination with far@irauditing by OMB, the GAO and
other agencies so that the government and theqowblibe able to determine how
effective government is and how government can nd&te its resources
(ExpectMore.gov, 2009). Tools such as OMB’s Progfssessment Rating Tool
(PART) provide examples that have been used touneagether agencies have met
these standards (ExpectMore.gov, 2009).
LIMITATIONS OF THE STUDY: GENERALIZABILITY, TIME FRAME, LIMITED
MODEL CHOICE AND NO POLICY EVALUATION

Every study has its limitations. In this caseréhare four main ones. First, due
to the unique nature of both the events that latieareation of TARP and ARRA as
well as TARP and ARRA themselves, it might welltbat some of the policy tool
choices are not representative of a typical cadternatively it might be the case that the
nexus between a particular policy tool and the antability model that explains it might
be different than what one might normally see.s®tudy presents the analysis as a
critical case study in which the issues are drawnenglearly than normal. However, the
strength of critical case studies is that theyisatate key relationships and address

important questions as well as general hypothekekeed, it is in such dramatic cases
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that the relationships among the varied modelstlagid explanations of behavior would,
or at least should, be particularly clear and gigant.

A second potential limitation of this study isatd to the limited time frame in
which the case is considered (September 2008-eddmfary 2010). It is likely true that
more data and perhaps more findings would resthisftime frame were extended.
However, in a case study situation, a critical @nds always balancing the value of the
additional data with the complexity that expanding case might bring. While
additional data will develop over time as to thpskcies and some data already exists
for the period after the end point of this studyg Emphasis here is on policy formulation
and not on implementation. The case already camtaore than enough data to examine
the policy tool choices, their development and enpéntation.

Third, on a related point, a potential limitatiisrthe choice to focus on only four
of the eight accountability models discussed inliteeature review. It is possible that
including the four additional models would increéise value of this study at some level.
Nonetheless, when doing research one must alwdgsdeathe value of any additional
findings with the complexity the additional areddazus add. It is certainly the case that
future research to examine the explanatory powénebther four models along with the
findings of this study could be valuable. A funtlgéscussion of this point is contained in
chapter two.

Fourth, a potential limitation of this study isitht does nothing to evaluate the
effectiveness of the policy tools choice or thait@sg policy. It might well be
interesting, for example, to see whether there tbygha difference between the

effectiveness of particular policy tools and whetine accountability model that best
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explains the tool choice is a factor in their efifeeness. That is another study for
another day, however, and does not fit within therdls of this study. The question of
the choice of any particular policy tool is nottatesment about whether it was the best
choice or even a good choice.
Conclusion

This chapter has introduced the study, describedrtethodology and standards
of analysis as well as the data collection methatisome limitations of the study. The
next chapter will discuss the state of the accdailityaand policy tools literature and

more fully explicate the literature gaps this sturttgnds to address.
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Chapter 2: Framing Policy Tools and Accountabilitgdels

Introduction

While the first chapter focused primarily on layiaut the basic groundwork for
the study as well as the methodology and rese#rategy, this chapter will focus on the
state of the literature. It will do so in threatsa First, it will explain the state of policy
tools research in order to frame that essentialgdahis study. Second, it will explain
the state of the accountability literature as \@sldiscuss why this study chooses to focus
on four particular accountability models. Thirdwill describe in greater detail the
literature gaps and how this study intends to agidtieem. This chapter will thus make
clear the state of policy tools and accountabrk#search, the existing literature gaps,
why these gaps are important and how this studyaddress them.
FRAMING THE ANALYSIS: ACCOUNTABILITY MODELS, POLICYTOOL
CHOICES AND POLICY INSTRUMENTS AND MECHANISMS

As discussed in the introduction, this proposakdsiw effectively accountability
models explain the policy tool choices chosen @r@ss accountability issues in TARP
and ARRA. In order to best explain the policy tobbices in TARP and ARRA, the
study will focus on the explanatory power of tharfamain accountability models most
commonly discussed in the accountability literatuf@ese are: (1) political; (2)
professional bureaucratic; (3) legal and (4) penfamce. While the other four models
discussed below might well add some value to tidys they are not as important to
either the practical or theoretical developmentefaccountability literature. The
following paragraphs will discuss policy tools tégure so that one can understand what

is meant when policy tool choices are discussed.
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Public administration scholars Anne Schneider aalkR Ingram define policy
tools as, “techniques the government uses to aelpelicy goals (Schneider & Ingram,
1990, p. 527).” The study of such tools representsof the most important fields of
new research in modern public administration (Salan2001; Salamon, 2002). As
Lester Salamon writes, “A massive proliferation basurred in theéools of public
actions, in thenstrumentor means used to address public problems. Wheezhasr
government action was largely restricted to thedidelivery of goods or services by
government bureaucrats, it now embraces a dizajfiray of loans, loan guarantees,
grants, contacts, social regulations, economicladigms, insurance, tax expenditures,
vouchers and more (Salamon, 2002, pp. 1-2) (emplrasriginal).”

Salamon argues that there are thirteen differelnt\ptools that government
generally uses when designing public policy (Salan2002, p. 21). They are: (1) direct
government; (2) social regulation; (3) economiautation; (4) contracting; (5) grants;
(6) direct loans; (7) loan guarantees; (8) insuea @) tax expenditures; (10) fees and
charges; (11) liability law; (12) government corgtoons and (13) vouchers (Salamon,
2002, p. 21). Each of these tools has three pyimaaracteristics: (1) a product/activity
in which it engages, (2) a vehicle it uses to impet this product/activity and (3) a
delivery system to carry out the specific implenagion of the product/activity (Salamon,
2002, p. 21}.

Yet, not all policy tools are created equal. A®Qer writes, “there are two types

of devices involved in the general category tha¢ismed “policy tools” and that should

? Salamon has a chart of each of his thirteen policy tools and their product/activity vehicle and delivery
system on page 21 of his book. (Salamon, 2002, p. 21).
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be recognized as distinct (Cooper P. J., 200923@-231).” Cooper titles these two
groups “policy mechanisms (Cooper P. J., 20093f)2and “policy instruments
(Cooper P. J., 2009, p. 231).” Policy mechanisras'@evices that operate on the basis
of some identifiable mobile force that makes thetraative to use in certain
circumstances (Cooper P. J., 2009, p. 231).” Tpefiey mechanisms are, in Cooper’s
view, well encapsulated in Salamon’s list of poliogls (Cooper P. J., 2009, p. 231,
Salamon, 2002, p. 21).

By contrast, policy instruments are the “authon&@policy documents and
processes that put those devices into operatioog€@d. J., 2009, p. 231).” They are, in
short, the actual resulting policies themselveshsas statutes, regulations, treaties and
executive orders (Cooper P. J., 2009, pp. 230-2@bpper argues that is important to
recognize this distinction because policy mechasianmd policy instruments operate on
“different principles (Cooper P. J., 2009, p. 23ajd thus must be considered to be
distinct, if closely related, phenomena.

For the purposes of this research, we focused phnta what Cooper would
call policy mechanisms (Cooper P. J., 2009, p. 23Ihis is because while the
overarching policy itself is clearly a policy instnent, the main level at which
accountability models operate is believed to baimechanism level. Although it is
certainly true that exploring the intersection ofigy instruments and accountability
models might well be a future research topic wertrsuing, it was not pursued here.

Since these policy tools lend themselves so weatbimparison with our
accountability models, and since they are well paxewithin the field, this study will

frame the study of each of its accountability medelpolicy tools literature. This will
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allow for the analysis of this case and these foadels to be doubly grounded in the
established literature of both policy tools andaacttability models. The following
section will discuss in more detail the researatess and data collection strategy this
study proposes to utilize.

THE ACCOUNTABILITY LITERATURE: DIFFERENT PERSPECTIES ON THE
PROBLEM AND HOW TO ADRESS IT:

British scholar Peter Barberis wrote that, “the m@amponents of accountability
are set out under five headings: who is accountémevhat; to whom (or what); through
what mechanism; and with what kind of accountabdiitcome (Barberis, 1998, p.
466).” Each model of accountability discussecdhia literature answers these questions
in different ways. Eight primary models of accability are commonly discussed in the
literature: (1) political accountability; (2) praf®onal bureaucratic; (3) legal
accountability; (4) performance-based; (5) ethi{@;market; (7)
managerial/organizational and (8) contract. Altle#se accountability models provide a
different answer to the five questions posed byoBas and thus address different ways
of ensuring accountable governance.

Yet for all the accountability literature that esisthere still exist three major gaps
in the literature. First, there is the false agstiom that there is one universally best
model of accountability; second, there is a lackidé by side testing of accountability
models, third, there is lack of literature matchpadicy tools and accountability models
in policy design. This study seeks to addressetiyeps.

This chapter will provide a description of eacbdal, as well as a discussion of

policy tools, including its leading figures, thetical bases and primary approaches
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(sometimes called decision rules). While only tingt four models discussed will be
examined in full due to the fact that they domirtae accountability literature, it is
important to examine the full state of the literatbefore continuing. The study develops
these models more fully when they are applied enftilowing chapters; the purpose
here is primarily to introduce them so as to expthe varied approaches and the
problems that remain despite these approaches.

Political Model: Accountability through Represematand Oversight

The oldest and most established accountability inadee literature is political
accountability. It traces its roots back to Artlts politics, through Locke’s treatises on
government, then through the federalists and beyomndgodern political scientists such
as Fenno and Mayhew (Aristotle, 350 BCE; Fenno818her, 1941; Hamilton, Jay, &
Madison, 1787-1788; Locke, 1689; Mayhew, 2004 yattges in scope from broad
treatments of political theory, to the relationshgiween politics and administration, and
to contemporary debates about the operation ofigallsystems. Yet while the way
authors have described political accountability diéfered throughout the model’s long
history, the guiding theoretical bases and decisites are all grounded in the political
as the core focus of accountability judgments.

There are three basic theoretical bases for paliticcountability that are
commonly employed in this literature: First andefmost, political accountability
focuses on pursuing the public good, whether ndyradefined in terms of a single
member of Congress or broadly defined as the naisaamwhole or in terms of what has
been called the “virtuous life (Aristotle, 350 BQ#p. Book 1-2)”. While the definition

of public good in any case can be problematic ptigciple on which is based is doing
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what is in the best interest of the public, oreaist the best interest of most of the public
(Finer, 1941, pp. 335-338; Storing, 1964, pp. 4D-&econd and perhaps most
importantly, political accountability relies on bgiwithin a legitimized and accepted
system in order to be effective (Mayhew, 2004,190-115). Thus, political
accountability is commonly thought to require anfiaily accepted political system since
it draws its power from the legitimacy of the systiself. Third, political accountability
relies on following the political processes ofdtstem in order to ensure accountability
(Mayhew, 2004, pp. 110-115). In other words, jpaditaccountability is defined as
primarily based on process and not necessarilyoouts.

There are three primary approaches that those wmepolitical accountability
often employ in their decision of how policymakeiiso operate from the political
perspective actually make their decisions. Fpslitical accountability is utilized in
cases where authority or responsibility for actarsts within a system (Mayhew, 2004,
pp. 110-115). In the American system, for exam@lengress has the responsibility to
oversee the federal bureaucracy (Finer, 1941, 3-338). The act of doing so is by
itself an act of political accountability. Secoidfors utilizing political accountability
must consider whether their actions are in congght the interests of other political
actors and stakeholders (Fenno, 1978, pp. 133Maghew, 2004, pp. 22-25). This is
particularly true in the modern context, with itefis on interest groups and on building
coalitions. Third, political accountability is éadl on when a problem is perceived as a
political, and not a professional or mechanicabjpem (Fenno, 1978, pp. 133-138). If
there is a public outcry to respond to a particplablem, it almost by definition

becomes political. Lacking such an outcry, a probtan often be handled within the
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existing professional bureaucratic system and thang not rely on political
accountability (Finer, 1941, pp. 335-338). Scopesdnot matter to this last point as a
political problem can be either large or smallaofge. It is the fact that it is or becomes
a political problem that counts.

The Professional Bureaucratic Model: Trusting theféssional Expertise of

Administrators to Act in the Public Interest

The history of professional bureaucratic accoulitslfmore commonly called
professional or bureaucratic accountability) igéy the history of modern public
administration, and it traces its roots back to \foav Wilson’s well-known 1886
treatise on public administration (Wilson W. , 1888 he professional bureaucratic
model evolved during the progressive era reforras sbught to borrow skills in
administration of public programs and institutidrem the emerging professions,
including the scientific management movement. oelel thus developed as it was
becoming increasingly apparent that “the amountcamdplexity of specialized skill
required in connection with every kind of humaneeptise (has) vastly increased
(Urwick, 1937, p. 51)” and that technically skillpdblic administrators were needed
order to handle these complexities. Wilson’s famaricle made clear that one needed
to get beyond mere discussions of the politicaéeatgpof public work to look at the
techniques by which it was carried out. Indeedh®y1930s when Gulick and Urwick
edited “The papers on the science of administrdtiie focus had shifted almost
completely to the political aspects (Friedrich, Beyspero, Miller, & Graham, 1935;
Urwick, 1937; Wilson W. , 1886). The more compéspect to come was a discussion

started by Fredrich and Finer and further develdpeduthors like Long and Levitan
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about the role that professional public administigtvould play in accomplishing tasks
professionally within a political setting (Levitat946, pp. 565-575; Long, 1952, pp.
809-812; Long, 1954, pp. 23-25). This argumemase commonly known as the
professional vs. political balancing act, and magns one of the more enduring debates
in public administration to this day.

The theoretical basis of the professional buredigcn@odel is the assumption that
the best way for government to remain accountablgy iutilizing the technical expertise
of professional administrators (Friedrich, Beygre®, Miller, & Graham, 1935, pp. 58-
65). Accountable governance should therefore aoncself primarily with doing what
is in the long-range interests of the public (Frieid, Beyer, Spero, Miller, & Graham,
1935; Jackson, 2009, pp. 66-70; Mulgan, 2000, pp-350). This is intended to help
counterbalance the political leadership of manyegoment branches and to help make
sure that governance is both responsive to thégalheeds and wants of the day and
mindful of long-term goals and responsibilitiesigérich, Beyer, Spero, Miller, &
Graham, 1935; Jackson, 2009, pp. 66-70; MulganQ 200. 555-560). In short, the role
of public administrators is to be a steadying fdrclelp ensure accountable and
effective governance and delivery of services, eagthe political winds invariably shift
over time.

Approaches utilizing this model primarily focus determining three items: (1)
what the public needs as judged by a professi@s@ssment of problems, contexts and
opportunities; (2) what is in the public’s bestdgaerm interests once short term political
demands are filtered out and professional judgnsespplied; and (3) how best to utilize

professional and technical expertise to meet th#eeests (Levitan, 1946, pp. 565-575;
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Long, 1952, pp. 809-812; Long, 1954, pp. 23-25).a\deparates this from the political
model is this essential focus on professionalsrdeteng how to serve the public
interests rather than responding only to the sieom political demands of those in power
at any one time. The reasoning is that while palitthanges may and will occur with
some regularity, the day to day administrationhef public’s business has to able to
respond to a range of requirements including reortasion of the long term public
interest as viewed by professionals (Levitan, 1946565-575; Long, 1952, pp. 809-
812; Long, 1954, pp. 23-25). Professional adnmiaists are needed to ensure the quality
of the large body of work that is not political atedassure that longer term matters have
their lower order politics adjusted by professiokabwledge and values (Friedrich,
Beyer, Spero, Miller, & Graham, 1935, pp. 58-65).

The Legal Model: The Core Role of Law as a Basisdovernance, Judicial Review,

Monitoring and Consistent Processes

Legal accountability enjoys a long and storieddmg and it is probably the
oldest model of accountability other than politiaatountability. It is based on the
principal that, as Robert Christensen writes, #ksence of public administration is the
detailed and systematic execution of the public(@wristensen, 2009, p. 602).” More
specifically, it operates from the assumption thatoperate under the rule of supremacy
of law, which makes public administration and gicest of accountability very different
from the private sector. This topic has been dised by many authors over the years,
including Moe, Gilmour, Cooper and Rohr among athand it is also often implied, if
not also expressly discussed, in many legal desgiGooper P. J., 2007; Moe &

Gilmour, 1995; Rohr, 1986).
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The theoretical basis of legal accountability sttHthe actions of governmental
officials must have their basis in public law, mothe pecuniary interests of private
entrepreneurs and owners or in the fiduciary carecef public managers (Moe &
Gilmour, 1995, p. 138).” Indeed, what makes gowent different from the private or
even the non-profit sector is that in the end, sespbility is due to the system of laws
itself and not to any individual. Those who ardoielegal accountability argue that this
reliance on legal systems is essential for effeajgvernance (Gilmour & Jensen, 1998;
Moe & Gilmour, 1995; Rosenbloom & Piotrowski, 2009)his explains why those who
rely strongly on legal accountability are deepbutrled by trends such as government
privatization, which can result in a “wholesaledadg government accountability
(Gilmour & Jensen, 1998, p. 247).” Legal accourligbadditionally serves as the basis
for legitimate governance according to these astbmce those who govern must have
the authority to act and do so within the limitslod law. These authors believe that it is
the departure from this approach that has creatgcltty in contemporary governance
(Moe R. C., 1987, pp. 453-454). As Ronald Moe wy6& line must separate that which
is public or governmental (while other meaninggulblic are important, these terms are
used here interchangeably), and that which is fgiv&he configuration of the line may
vary over time and with circumstances, but it istal line nonetheless and the
fundamental basis of the line is to be found inligdaw, not in economic or behavioral
theories (Moe R. C., 1987, p. 454).” This conrecthetween government action and
public laws is thus viewed as the core of Amerigawernance and therefore of

accountability.

29



Legal accountability has a number of well-estaldtshpproaches based on the
official or organization that is taking action aowl the type of situation that is involved
(Cooper P. J., 2007; Moe & Gilmour, 1995; Rohr,@Q8Legal accountability also
depends upon the type of legal question that sdafor resolution. Thus, decisions
about which rules to apply and how to apply themetel on whether the issue is
constitutional, statute-based, procedural or fd¢@aoper P. J., 2007; Moe & Gilmour,
1995; Rohr, 1986). As to the official and orgatiza, the choice of rule is based on
whether the action comes from Congress, an admatiis agency or concerns an
individual official or municipal corporation (CoopE. J., 2007; Moe & Gilmour, 1995;
Rohr, 1986). These decisions are then also infdrioyecase law in an Anglo-American
common law system. What follows are the five mainations in which legal
accountability applies and how it is implemente@ach case.

First, legal accountability can be used as @kl ensure that government
action has legal authority to support it, is exsdi within an appropriate jurisdiction and
does not violate other provisions of law. In tkiisd of situation, courts must decide
whether the agency’s actions exceed this standartirmt, whether they violate
someone’s constitutional rights (Chevron U.S.Ac, 1 Natural Resources Defense
Council, Inc., 1984; US Code, 2007, p. 5 USC. 7J@&QR In the 2007 Supreme Court
decisionMassachusetts v. Environmental Protection Agefaryexample, the US
Supreme Court found that the EPA’s decision noetulate carbon dioxide emissions
was arbitrary and capricious and thus invalid (Maksisetts v. Environmental Protection
Agency, 2007). There are many such legal decidizmishave helped define the reach

and therefore the limits of government discretiad authority.
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The second type of situation in which the legalcamtability model applies is
when an agency official is accused of violatingrenal or civil law (Cooper P. J., 2007,
pp. 247-250). In such a case, the agency itsafdesignated individual such as an
inspector general or prosecutor investigates tingptaint and then determines who may
have violated the law and what administrative, arahor civil sanctions to recommend
(Cooper P. J., 2007, pp. 247-250; US Code, 2008pd.10-409). The focus is on
individual guilt or innocence, not necessarily ba problems of the system itself, as in
the inspector general system (US Code, 2011). fbhbiss on a single case and not on the
system as a whole is in fact a hallmark of legabaatability since, at least in the
American context, the focus is on a case by casis bad not on the whole.

The third type situation involving legal accounli#g§p concerns contract disputes
in which the court’s role is both to supervise diepute and then decide, as a matter of
fact or law, how the dispute should be resolvedofteo P. J., 2003, p. 145). The focus is
on a case-specific application of the law withow aecessary referral to the public
interest. For example, in the caseHoighes Aircraft v. United Statethe US Supreme
Court decided that a contractor was not subjeptutishment for filing a false claim
since such filings were not against the law atitine they were made (Hughes Aircraft
Company v. United States, 1997). This decision mashed because even though the
prevention of false claims is in the public intéyepholding the law itself, and not the
public interest, is the core value of the legal sild€ooper P. J., 2003, p. 145).

Fourth, legal accountability is used as a waynsiuging compliance with
government obligations and standards. For exarmplder ARRA, any state agency that

has “received a Notification of Award (NOA) of $9B0 or greater for American
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Recovery and Reinvestment Act (ARRA) fund (Texasn@wooller of Public Accounts,
2010)” is required to do full reporting of all exyptures of funds on a quarterly basis
(Recovery.gov, 2009; Texas Comptroller of Publicéunts, 2010). The standards for
whether these reports are considered acceptabtbelegal standards laid out in the
language of ARRA itself. Thus, legal accountapitiain be used, on a case by case basis,
to ensure that legal standards are met.

Fifth, legal accountability is used to help endina the processes, if not
outcomes, are consistent (Breyer, 2005, pp. 17-E4gry person might not receive the
same outcome, but they should receive the samegsdBreyer, 2005, p. 18). This
might seem to be more of a bureaucratic problencesiafter all, government
bureaucracies are formed with the intent of stashidarg procedures but it is indeed a
legal one because it has its very roots in that fieoslamental of American legal
documents, the US Constitution and specificallyZhand 14' amendments (Breyer,
2005). Cases in this area prove that legal acetility is essential to ensuring that due
process, and perhaps more importantly, consistexeps, are applied in cases of
government action.

The Performance-Based Management Model: Measur&abtelards for Success

If one reads the literature of performance accahitity, one might get the
impression that it is a new model. It is not amstéad traces its history back to the
scientific management movement of the 1920s and B83Harvey Walker wrote in
1937, “the objective of administration is to sectime maximum beneficial result
contemplated by the law with the minimum expenditof the social resourcéd/alker,

1937, p. 8 The way to do this, Walker suggested, was via perdoce measures
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(Walker, 1937, p. 8). Indeed, the famous “Papearthe Science of Administration”
spend a great deal of time discussing how to apgfntific management to government
work (Gulick & Urwick, 1937). This model’s auttotend to come from a mix of
private and public sector backgrounds and includee@strom, Radin and Behn among
others (Behn, 2001; Gore, 1995; Ostrom, 2008; R&flA6).

Performance-based management starts with the aisartipat government is
inherently inefficient and ineffective. In orderfix this problem, government should
use its resources in a way that most efficientbdpces “performance” via measureable
standards, such as those used in the private §8&bn, 2001, pp. 152-155; DelLeon,
1998; Kassel, 2008; Radin, 2006, pp. 240-244). phiosophy was well expressed by
President Obama in a speech to Congress in 2008 ésaid, “My administration has
also begun to go line by line through the fedetaldet in order to eliminate wasteful and
ineffective programs (Obama, 2009c).” Such wastkiaeffectiveness, performance
accountability argues, can only be minimized blizitig measureable standards.

The approaches used by performance-based manaigeondnine application of
these performance standards with financial auditm@MB, the GAO and other
agencies, government and the public will be abléetermine how effective government
is and how government can best utilize its resaufE&pectMore.gov, 2009). Tools
such as OMB’s Program Assessment Rating Tool (PARVE been employed to
measure whether agencies have met these stan&amic{More.gov, 2009). Programs
that perform well under these standards shoulteory be rewarded with increased

funds while those that do not should either reftarmeet these standards or face cuts, or
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even possibly elimination (Behn, 2001, pp. 152-15%ectMore.gov, 2009). Whether
this actually happens in practice, however, is dpemuch debate.

Market Accountability: Public Choice and a Priv&ector Approach

Market accountability is, for some, the parent effprmance accountability and
carries echoes of one of the more constant refraineodern American political
discourse: government needs to run more like af®ibusiness (Crawford & Bryce,
2001; DelLeon, 1998, p. 2; Ostrom, 2008, p. xiievBrtheless, the lines between the
models are not as clear as that even though sothe afain proponents of this model
are also advocate a performance approach.

The theoretical basis of market accountabilityhet tgovernment needs to think of
itself less as a regulator and more as a markétipant (Ostrom, 2008, p. xii).
Proponents of this model assert that the markétmahitor itself and thus maintain
accountability because it is in the interest ofrtieket to do effective work in much the
same way that government does (Ostrom, 2008, p. Miarket accountability can be
defined fairly broadly, much like a continuum. Blecon one end of the continuum argue
that the basis should be usage of efficiency caiterthe way that private sector actors
would use them while the those on other end argategovernment should use the type
of decentralized decision making employed in thekeiplace (Moe T. M., 2002;
Ostrom, 2008).

Market accountability’s approaches therefore follwrivate-sector efficiency-
based model for determining success. This is aefindvhich efficiency is determined
in market terms, either in respect to cost, macketparisons or market choice as in

public choice models, such as vouchers (DeLeon8,1199. 539-542; Ostrom, 2008, pp.
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47-54). Often, the model boils down to the basicision rule that whatever produces
the most for the least is superior, whether ortista private sector or government
approach and regardless of the area being discu¥8bdther this is true is a matter of
debate (Cooper P. J., 2003, pp. 40-46).

Unlike performance accountability, market accouititgttloes not regard any
function of government as necessarily needing tpdséormed by the government itself
(Chubb & Moe, 1988, pp. 1067-1070; Ostrom, 2008,69.Savas, 2000, pp. 237-258).
If, for example, public safety services could bevded more efficiently by the private
sector, market accountability would suggest thist paath be taken even though public
safety is viewed by virtually every other accouiitgbmodel as an inherently
governmental function. Also unlike performanceaatability, the standards for
determining success under market accountabilityectsom the marketplace and, at
most, include limited input from the public sec{@strom, 2008, pp. 47-54). Whereas in
performance accountability, agencies such as th& @Ml GAO play a key role in
setting and enforcing standards, market accourtiatdes not believe their input should
matter much, if at all.

Ethical Model: Subjective Standards Based on Varigthical Norms

Even though the law may mean different things ffedent contexts, decisions
arising in cases of legal accountability still befjiom the rules and laws as they are
written. Ethical accountability is not so cleadgfined. Instead it is based on value
choices which are then framed as accountabilitgstulA number of theorists have

approached ethical accountability from differentspectives, including Terry Cooper,
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John Rohr, Anthony Downs and Joseph Fletcher (Qobpe., 2006; Downs, 1965;
Fletcher, 1965; Rohr, 1989)

There are three primary considerations with regattie theoretical basis for
ethical accountability. First, ethical accountapiis based in the fundamental belief
system of a group, culture or person (Fletcher518®hr, 1989). In short, they are the
morals or values of different individuals or grougecond, ethical accountability is
unchecked by any formal system (Fletcher, 1965;R#389). While formal systems
may certainly rely on ethical accountability, tresential check with regard to ethical
systems is through informal systems in which groapns may result in pressure for
conformity but not in the same manner as formasulThird, ethical accountability
changes relatively slowly because it is typicalygéed on closely held values which are
not themselves easily changed (Rohr, 1989, pp.5§5-Fhis is unlike legal
accountability, where change in the legal systemhappen much more quickly since it
does not rely on changing closely held values.

Although many types of ethical accountability teaist within modern
government, three are particularly important. #-tfse regime ethics approach relies on a
society’s values for determining what the correathpto follow is. As John Rohr writes,
“Regime values refer to the values of that polltexatity that was brought into being by
the ratification of the Constitution that creatbd present American republic. (Rohr,
1989, p. 68)” Government should therefore be antable on the basis of the regime’s
values expressed formally through its law and imfaliy through society at large (Rohr,

1989, pp. 68-75).
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The second approach to ethical accountability sakmas the personal ethics
model and asserts that professionals are best@abktermine whether their actions are
ethical (Cooper P. J., 2007, p. Ch. 13). Thismslar to the professional bureaucratic
model in that professionals make the key decisidite key distinction is that there is no
necessary check on the exercise of individual atliecision-making, arguably leading
to a hodgepodge of disparate ethical choices (Gdépé., 2007, p. Ch. 13; Downs,
1967).

The third approach to ethical accountability isigitonal ethics and involves the
substitution of personal or organizational prinegobr criteria in place of what would
otherwise be regarded as recognized or acceptatldad moral criteria (Fletcher, 1965;
Price, 2006). As Joseph Fletcher writes in hissta"Situation Ethics", this kind of
ethics, “calls upon us to keep law in a subservigte, so thabnly love and reason
really count when the chips are down (Fletcher5196 31). (Emphasis in original)”
Situational ethics are oftentimes referred to meofiterature as “groupthink (Janis, 1972,
p. 9)” since they often result from justificatiooSotherwise unethical actions taken by
groups. This is particularly important for pubdidministrators since they must often
balance not only legal but ethical concerns as (@dbper T. L., 2006, pp. 66-84). As
Terry Cooper’s well-known decision making modelwlpthe appropriate decision for a
public administrator requires balancing moral rumsidering alternatives that fit
within an organization’s norms, consulting ethigahciples and then finally seeing if the
resulting decision fits within a person’s moralnfrawork (Cooper T. L., 2006, p. 20).
This application of situational ethics is not e&syo but is nonetheless essential to

effective and accountable public administration.
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Managerial/Organizational Accountability: LookingAsccountability from a Leadership

Point of View

Closely related to the professional/bureaucratidehs the so-called managerial
model. What differentiates the two is that thisdeldocuses on managerial decisions
rather than on day to day decisions by professipuablic administrators. This model
relies on the work of organizational theorists sastMintzberg, Perrow and Romzek and
Ingraham.

The theory behind this model is that accountabiditensured primarily by
balancing formal and informal systems in an orgatonal setting from a management
perspective (Mintzberg, 1983, pp. 23-28; PerrovdatIRomzek & Ingraham, 2000, pp.
242-243). This model is most concerned with whiated management decisions, with
the model positing several considerations that mersabalance based on the situation
(Romzek & Dubnick, 1987, pp. 227-230).

As for its decision rules, Romzek and Ingraham @®wne approach by positing
that there are four main types of accountabilitye-formal and two informal (Romzek &
Ingraham, 2000, pp. 242-243). They are: (1) trawld hierarchical accountability,
which relies on maintaining accountability via faitop-down organizational methods;
(2) legal accountability, which relies on formahgpliance with external legal constraints
and laws; (3) professional accountability, whicheeon informally allowing
professional discretion to play a role in key daylay decisions; and (4) political
accountability, which relies on informal responsigss to external stakeholders, whether
they are politicians, interest groups or simply plablic at large (Romzek & Ingraham,

2000, pp. 242-243). Under this model, those atdpéegin the formal decision-making
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process by setting basic goals about what an agaoin can and should do (Mintzberg,
1983, pp. 23-28; Perrow, 1986; Romzek & Ingraha®®(2 pp. 242-243). Internal, often
hidden, processes then influence how these desisi@actually implemented.

Contract Accountability: Negotiated Relationshipghe Public Eye

While legal accountability focuses primarily on tieal relationships within the
legal system, contract accountability focuses enhtbrizontal relationships that exist
throughout the entire contracting process. Sincdem government contracts out so
much of its work, contracting accountability hasdr@e a primary concern for modern
governance. It relies heavily on the work of thetsrsuch as Cooper and Keyes (Cooper
P. J., 2003; Keyes, 2000)

From a theoretical perspective, contracting acahility focuses on how best to
manage contractual relationships in order to ggiad deal for the public (Cooper P. J.,
2003, pp. 1-13). This relationship is essentinbgotiated and yet must operate in a
public setting (Cooper P. J., 2003, pp. 1-13).sThguires that accountability operate at
the intersection of both the private relationshapaeen multiple parties and the public
nature of government work (Cooper P. J., 20031p3). At its root, contracts are
individual sets of relationships, each with its owies of operation and requirements for
accountability.

The decision rules of contracting accountability @ a complex balance of six
main factors: (1) economy or cost; (2) efficien(8); effectiveness; (4) responsiveness to
the public; (5) responsibility or accountabilityttte government and (6) equity (Cooper
P. J., 2003, pp. 1-7) . Contracting choices iradht involve trade-offs between these

criteria (Cooper P. J., 2003, pp. 1-7). For examalfocus on economy, which typically
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means a lower-priced contract, will often requit@gher level of continuing
governmental oversight and thus may cost more kemacountable than a low-cost
contract (Cooper P. J., 2003, pp. 143-155; Stray2006, pp. 28-38).

As noted above, a focus on contract accountabiiityughout the process is
essential because, among other things, a contraatégotiated agreement that can be
changed at any time. Particularly with longer-t@wntracts, one must assume that
conditions will change and that there will be adchés what are known as change orders
(Cooper P. J., 2003, pp. 106-108; Keyes, 200014122). Although some contractors
may have a history of abusing change orders, ni@sige orders are necessary parts of
the contracting process due to changing marketitons, such as an increase in fuel or
steel prices (Cooper P. J., 2003, pp. 106-108; Ke3@00, pp. 474-476).

WHY THESE FOUR MODELS? IMPORTANCE TO THE LITERATURE
APPLICABILTY TO THE CASE AND DELINEATION OF DIFFERECES

The question has been asked why this study chdseus only on political,
performance, professional and legal accountabiMghile there is certainly a case to be
made that other models have value, the choiceesktfour models is proper for three
primary reasons. First, the four selected mod& sl important to contemporary
accountability literature. Political accountalyilis foundational to understanding both
how politicians act to serve their own constitueagsvell as their role in overseeing the
government. Professional accountability is impatrta understanding how and why
professional administrators act as they do. Lagebuntability is important to
understanding how the legal system and the rulavofmpact government action.

Finally, performance accountability is importantutaderstanding the value of numerical-
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based data in ensuring government efficiency afet&feness. Indeed, one could make
an argument that the other four models highliglmetthis chapter flow from these four
basic models and there is strong evidence in teeture to suggest that. The bottom
line is that the literature review shows that thiesg models are more prominent and
important than the other alternatives.

Second, the four models chosen are clearly présé¢hé cases chosen. One does
not have to look far to find examples of each efsthmodels in both TARP and ARRA.
In relation to TARP, for example, Congress authetizreation of both a special
inspector general, which focused primarily on leggaountability, as well as a
congressional oversight panel, which focused piignan professional, performance and
political accountability. In relation to ARRA, tliRecovery.gov website alone contains
data such as “jobs created or saved (a classicisgeaf political accountability as well
as performance accountability) and the implementagglations from OMB rely heavily
on legal accountability and professional accouthtgin order to ensure their
effectiveness (Recovery.gov, 2010). Since thesdefsare present in the case, they are
clearly appropriate models for this case.

Third, choosing these four models allows for faolgar lines to be drawn
between the models. This is particularly importantegal and performance
accountability. If ethical accountability were adid the lines between what is a matter of
legal accountability and what is a matter of ethazaountability could get blurred and
make clear findings difficult. In relation to perfmance accountability, were market
accountability added, it could be difficult to digjuish between what is a market

accountability-type standard and what is more traail performance accountability
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standard. Therefore, to avoid this needless canusnly these four models have been
chosen.

In the end, it is likely that including all eight these models, instead of only four,
could increase the value of this study in someeaeisp However, the purpose here is to
test individual models that are more widely usethafield and more importantly
perhaps, are clearly at use in this case. Itrsicdy the case that future research to
examine the explanatory power of the other four efmdlong with the findings of this
study could be valuable.

LITERATURE GAPS; SEPARABLE MODELS, LACK OF TESTINGF MODELS
SIDE BY SIDE, LACK OF CONNECTION BTWEEN POLICY TOGRL.AND
ACCOUNTABILTY MODELS IN POLICY DESIGN

While the eight accountability models describedwabcover much of what
government needs to consider in terms of accouitialbhere are three areas where the
current literature falls short. The first is thia¢ literature posits that these models of
accountability are separable and that there isrgp®ne right way to ensure
accountability. The second is a lack of side lolg $esting of accountability models. The
third is a lack of connection between policy tamt&l accountability models in policy
design. These gaps will be briefly discussed endction below.

As stated above, the first literature gap this gtwdl address is that the literature
posits that these models of accountability arersdgp@ and that there is generally one
right way to ensure accountability. For exampletr@s argues that the best way to view
accountability is a private-sector market-based@ggh while Mayhew argues that the

best way is via a political approach (Mayhew, 2Qfjat,22-25; Ostrom, 2008, p. xii).
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The fact of the matter is that there is no onetnglly to ensure accountability and that no
accountability model exists in a vacuum by itséifstead, these accountability models
are best applied in concert with one another. example, while it is clear that TARP is
primarily concerned with performance-based accdailitiaas one can see through its
limited rules on the expenditure of funds by TAREIpients, TARP also utilizes at least
three other models: (1) political accountabilityrtugh the creation of the Congressional
Oversight Panel (COP)), (2) legal accountabilibrgigh the monitoring of the Special
Inspector General for TARP (SIGTARP) and (3) teedgan extent, professional
accountability (as a result of the fair amount istcetion given to the US Treasury in
dispersing TARP funds) (Congressional OversighteR&009; SIGTARP, 2009). ltis
this study’s assertion that any one model along explains, at best, part of the policy
tool choices in either of these two cases.

Second, the literature consists largely of autdrs advocate their particular
model and thus do not present side by side apicatvith other models. For example,
Robert Behn writes repeatedly that the only comet to approach government
accountability is to utilize “tactics and strateggtbat seek to enhance the performance of
the public sector-to improve the ability of govermhagencieandtheir nonprofit and
for-profit collaborators to produce results (empsas original) (Behn, 2001, p. 26).”
Behn is but one example of the accountability ditere’s refusal to utilize a comparative
side by side approach. It is this study’s beltttutilizing a multi-model approach will
explain significantly more than a single-model azmh.

Third, there exists a lack of literature connegi@tcountability models and policy

tools are applied together in policy design. Thisomewhat understandable as policy
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tools are a relatively new field and the literatasea whole is still relatively small. This
study believes addressing this gap is importanabse if we are to be able to design
accountable policies, knowing which accountabiiitgdels match up best with which
policy tools will help us do. While this studylinnot by itself fill this gap, it may go a
fair distance to start to fill it.

These are not the only literature gaps presetiitdraccountability literature.
However, they represent three of the most impoitautes in accountability literature
today. Filling these gaps will significantly hetpprove the state of the literature.
Conclusion

Now that this study has outlined the study as alejhts methodology and
research strategy and the status of the literaitungl] now proceed to discuss the two
specific cases at hand. In the next two chapfiess,TARP and then ARRA will be
described as a case and findings will be preseagead what the top policy tools were
and the accountability models they appeared toupbn. This will set the stage for the
final chapter where we will discuss what it all medor both the cases specifically and

the literature as a whole.
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Chapter 3: The Story of TARP

The following two chapters will discuss the baakgrd, policy tools and
accountability models present in each of the twsesabeginning with TARP in this
chapter. This chapter will first describe the lrckind of TARP and the history that led
to the need for TARP. Next, this chapter will ddse how the policy was designed
relative to policy tools and accountability modelhis chapter will then move on to
discuss the top four policy tools used in TARP wnich accountability models were
applied in relation to each policy tool. It wilka discuss additional models that were
expected to be used or asserted as being usecebeinet, in fact, utilized, such as
economic regulation.

This chapter will reveal that there were four madticy tools used in relation to
TARP and that three of the four policy tools (tlxeeption being grants) can be at least
partially explained by more than one accountabifigdel. This reveals that for the most
part, the contention that multiple accountabilitgdels better explain policy tool choice
is correct.

This chapter will begin however, with a discussodmow TARP became
necessary in the first place since this crisis avhsg time coming. As one
Congressional Research Service report put it, ‘Toloés of the crisis go back much
further (Jickling, 2010, p. 2)” than just 2007-2008Bhis chapter will then discuss how
credit default swaps and derivatives work so asxpicate may understand the main

factors that led to this crisis.
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A PROBLEM LONG COMING: HOW DEREGULATION AND IGNORIKs
WARNING SIGNS LED TO A FINANCIAL MELTDOWN

The financial crisis of 2008 did not come out ofuinere. Something like it had
been predicted for years but little was done tp gtoInstead, the mantra of the
beneficial effects of deregulation had been goingesat least the Carter administration
(Cooper P. J., 2009, pp. 15-21). This sectiahvgled into four components: first, the
savings and loan crisis of the late 1980s, sedtwedgeregulation of Fannie Mae and
Freddie Mac, third, the repeal of the Glass-Stéagalin 1999 and fourth, the corporate
governance scandals of 2001-02. Each of thesd®ewas a watershed moment in
deregulation that helped lay the groundwork for2868 financial crisis.

The Savings and Loan Crisis

Savings and loans, also known by their originaheaf “thrifts”, trace their roots
back to 1831, as a community-based, not-for-pwediy to loan and save funds (Mason,
2010, p. 1). Before the creation of Fannie Mae laredidie Mac after World War I,
savings and loans were perhaps the primary waytghamiddle and lower income
people were able to buy homes (Mason, 2010, pp. Bavings and loans dealt
primarily with what is known as an “amortizing mgatge”, in which a person paid back
both the principal and the associated interesteasame time over an extended period
(originally eight to ten years) (Mason, 2010, pf2)1 This type of mortgage is the
model for most home mortgages in the modern maldetp Indeed, a broad expansion
in home ownership was exactly what the savingsl@aas wanted; they “believed they
were part of a broader social reform effort andanbhancial industry (Mason, 2010, pp.

4-5).”
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Savings and loans also had a specific advantati@irthey could afford to
provide higher interest rates to depositors sihe& toans were generally considered
safer and it was much harder to withdraw funds bse®nly limited amounts could be
withdrawn at any time. That, combined with lontggm loans, led to rapid growth in the
industry. In 1945, savings and loans held abou $8lion in assets; by 1965 that sum
had exploded to more than $129 billion. By 196&rsgs and loans controlled 26 percent
of consumer savings and provided 46 percent ofsléansingle-family homes (United
States Savings and Loan League, 1966, p. 92)is tfiteatened the established
commercial banking sector, which engaged in rates wawhich banks and savings and
loans would periodically increase interest rategifEpositors (Mason, 2010, pp. 8-10).
These rate wars became so severe that they ultynpeitenpted Congressional action.

In 1966, Congress passed laws setting specifs far both banks and savings
and loans, with savings and loans only being altbteeprovide marginally higher rates
than commercial banks (Mason, 2010). This put dtanimits on the industry’s growth
and ended up leading to the consolidation of sma#eings and loans into larger ones.
Although the assets held by savings and loansasexdkto $579 billion by 1979, the
number of savings and loans plummeted from 6,07B86 to 4,709 in 1979 (United
States Savings and Loan League, 1980, pp. 4851gn with increasing size, many in
the savings and loan industry still argued thatik&gpn was holding them back. With
demand rising to deregulate the industry and aré&ble attitude towards deregulation set
by President Carter, Congress passed laws remoaiagontrols in 1979 (Mason, 2010,
pp. 7-8). This proved not to be enough to helprgmvand loans as the doubling of oil

prices led to both higher interest and inflatidweatening the savings and loan industry
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as a whole (Mason, 2010, pp. 7-8). In responsagfass passed two laws, the
Depository Institutions Deregulation and Monetagn@ol Act of 1980 and the Garn-St.
Germain Act of 1982, which together allowed saviagd loans to act like banks and not
just home lenders, but without the oversight thas & part of normal commercial banks
(Mason, 2010, pp. 9-10).

For a while, this appeared to work. Even thoumhe savings and loans failed,
the industry grew as a whole. Nonetheless, problguanckly emerged. Lender fraud and
corruption became epidemic, with the failure of E®®Bavings in Texas costing
taxpayers nearly $300 million in 1984 (Mason, 20d®,9-10). In addition, and
although most deposits were insured by the Fe@&ahgs and Loan Insurance
Corporation (FSLIC), many were insured by far lizsancially stable state systems
(Mason, 2010, pp. 9-10). These systems begaratk @&s deregulation led to unwise
lending, runaway growth and investments in indastather than traditional home loans.
In a tale that seems all too familiar today, tled the savings and loan industry to the
brink of insolvency. In 1987, GAO declared the KSinsolvent, although Congress
delayed resolution of the problem for a few yearsdplenishing FSLIC'’s funds. In
1989, Congress passed the Financial InstitutiofisrReRecovery and Enforcement Act,
which regulated and bailed out the industry (Codpel., 2009; Mason, 2010; Barth,
1991). By the time the smoke had cleared, thengavand loans crisis had resulted in the
loss of more than $600 billion in assets previotmld by savings and loans--a warning

that deregulation was perhaps not the panacessibften said to be.
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Privatizing Fannie Mae and Freddie Mac

The Federal National Mortgage Association, bétteiwn as Fannie Mae, was
created in 1938 to provide federal funds to banksrder to allow for greater home
ownership (Pickert, 2008, p. 1). Fannie Mae eifety created what is known today as
the secondary mortgage market, which allows bamksake more loans by buying
Federal Housing Agency (FHA) insured mortgagesdalf 2003). This policy worked
especially following World War Il as more and m@eople bought homes (Alford,
2003).

For nearly thirty years, Fannie Mae was effecyivhe only player in the
secondary mortgage market. In 1968, however, eadiae was split into two entities, a
publicly financed organization on the one hand amdivate corporation on the other
(Koppell, 2001, pp. 469-470). The publicly finadagrganization, colloquially known as
Ginnie Mae, continued to guarantee the value otgages to veterans and government
employees while the original Fannie Mae no longeargnteed the value of mortgages to
most of the market (Reiss, 2008, pp. 1027-1038)1970, and in order to increase the
size of the home loan market, Congress passednieegency Home Finance Act of
1970, which created the Federal Home Loan Mortgagporation, better known as
Freddie Mac (Alford, 2003). Freddie Mac took tlee@ndary mortgage market to a new
level by creating “mortgage backed securities”,emahich mortgages would be pooled
and sold as a group. This increased the amounnhdt available for home loans and
once again increased home ownership. As with tlse @68 Fannie Mae, there was no
actual guarantee that the government would ba&dffoans, but there was an assumed

guarantee of sorts (Reiss, 2008, pp. 1042-104pgcifically, it was assumed that the
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government would bail out Fannie Mae or Freddie M#owvas ever needed so that the
risk was far lower than might otherwise be thoudhtfact, CBO director Daniel
Crippen told Congress in 2001 that “debt and mgegaacked securities of GSEs are
more valuable to investors than similar privateusgies because of the perception of a
government guarantee. (Crippen, 2001).” This inipbut not actual guarantee
contributed much to the 2008 financial crisis. Bssumption was why worry if Fannie
Mae and Freddie Mac were going to be bailed otltafe was ever a problem. This
assumption would also be sorely tested in the 2@@8cial crisis.

Repealing the Glass—Steagqgall Act

When the economy crumbled during the great dejmressne of the greatest
governmental concerns was ensuring the stabilith@femaining banks. A major
concern at the time was that banks were engagibgtimdeposits/loans and investments,
thereby putting depositor funds at risk in the aafsemarket downturns (Freidman &
Schwartz, 1993, pp. 71-77). Many in Congress agdhat this had to change and that
banks should be split into two categories. Thst firould be commercial banks, with
deposits insured by the Federal Deposit Insuramepdzation (FDIC), which would be
able to engage in short-term loans and accept deBsirns, 1974, pp. 77-90; Kennedy,
1973, pp. 140-145). The second were investmerksavhich would be allowed to take
funds and invest them in the broader marketplacen® 1974, pp. 77-90; Kennedy,
1973, pp. 140-145). These changes were codifiedtive Banking Act of 1933, better
known as the Glass-Steagall Act after its chiehspos, Senator Carter Glass (D-VA)

and Representative Henry Steagall (D-AL). The ¢a@rwhelmingly passed Congress
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and was signed into law by President Franklin Dosewelt on June 16, 1933 (Burns,
1974, pp. 77-90; Kennedy, 1973, pp. 140-145).

The most important, and for some problematic, etspiethe act was the creation
of so-called firewalls which separated the comnati@nd investment halves of banks
(Hendrickson, 2001, pp. 849-852). This meant they could not coordinate with each
other and would in effect have to operate as sépardities. By ensuring that there were
two distinct parts to banks that had to operateegarate entities, this would, it was
thought, decrease the risk of bank failure by pitimg for a separation of different
activities with different sets of incentives. Adtingh it restricted bank growth in the short
term, the long term effect on stability of the gystwas considered more important by
those behind Glass-Steagall (Burns, 1974, pp. 7k80nedy, 1973, pp. 140-145).

Although constant attempts were made to repethlatjaw largely stood
untouched for more than sixty years. In the ed890s, however, pressure built to
change the law as commercial banks complainedhbkatgrowth was hurt by limits on
their investment opportunities (Hendrickson, 2084.,849-852). Reform was broadly
supported by many in Congress as well as the adtratibn. President Clinton himself
argued that the Glass-Steagall Act needed to chamg@i@ushed strongly for its repeal
(Glater, 1995, p. C1). President Clinton argued the act was no longer appropriate to
the current environment (Clinton, 1999b). As hie séhen a repeal was eventually
signed “It is true that the Glass-Steagall lawadanger appropriate to the economy as it
was presently formed. It worked pretty well for thdustrial economy, which was highly
organized, much more centralized and much morematzed than the one in which we

operate today. But the world is very different (@in, 1999b).”
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In 1995, an attempt to repeal the act, led by Remtative Jim Leach (R-1A)
failed. After the 1998 elections, Leach choseyagain. In 1999, the Senate passed a
law repealing the separation of commercial andstment activities on a party line vote
(Hendrickson, 2001, pp. 849-852; US Senate, 1998 House took a far more
generous view and passed the repeal by a vote3s884Clerk of the US House, 1999).
Shortly thereafter, President Clinton willingly s the repeal (Clinton, Statement on
Signing the Graham-Leach-Bliley Act, 1999). The\valls were gone and the banking
sector was now allowed to openly engage in bothngernial and banking activities as a
single unit. This action has been widely creditgith being perhaps the single largest
regulatory change that allowed the financial cregi2008 to occur (Cooper P. J., 2009,
pp. 67-68, 73-74; Markham, 2010; White, 2010)

The Corporate Governance Scandals of 2001-02, dse 6f Enron

In 1979, the Northern Natural Gas Company wasyaured as the largest
subsidiary of a holding company known as InterNoatkompany which specialized in
investments in energy industries and plastics (BEID?2). In 1985, InterNorth
purchased the Houston Natural Gas Company, a l@atlee growing natural gas
industry (BBC 2002). InterNorth was reorganized eenamed Enron later that year
(BBC 2002).

For approximately the first eight years of its nexistence, Enron was a growing
company specializing in delivering power and ndtges (and later water as well),
growing comfortably but not spectacularly (GilliggnMartin, 2007, p. 930). In 1993,
however, Enron began to engage in “limited liapiipecial purpose entities (Gilliam &

Martin, 2007, p. 931)” (SPE), which allowed it tat its profits but hide its liabilities
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from public view. This allowed Enron to grow ralyiéind it quickly became the darling
of the corporate world--even being named “Ameriddsst Innovative Company” for six
straight years by Fortune Magazine (Gilliam & Mayt22007, pp. 930-932).

Unfortunately, Enron’s profits were not real ahd tompany was increasingly
teetering on the brink of collapse for three reaq@illiam & Martin, 2007, pp. 930-
933). First, Enron was using these SPEs to hiske®and was, in addition, lying about
its profits. As one analysis wrote “Contrary te herception that leverage disciplines
management (Jensen 1986), it appears Enron usaddgvto manipulate reported
earning (Gilliam & Martin, 2007, p. 931).” Secorithron’s auditor, the well-respected
firm Arthur Andersen, failed to detect and repastgmtial problems (Gilliam & Matrtin,
2007, pp. 930-933). Third, Enron incentivized $fterm gains, which were often
illusory, over long-term sustainability (Gilliam Blartin, 2007, pp. 930-933). This set
Enron up for a collapse, and collapse it did-- decty bankruptcy in November 2001.

In response to the corporate governance and tegyl@ilures of Enron and
similar cases such as WorldCom, Congress passethtivanes-Oxley Act in 2002
(Kimmel, Kieso, & Weygandt, 2009, p. 337). Amorther things, the act created the
Public Company Accounting Oversight Board, requeadditional auditor independence,
made corporate executives more responsible forateporting, increased required
financial disclosures and tried to limit conflickinterest between stock analysts and the
industries they analyzed (Kimmel, Kieso, & Weygarafi09, p. 337). However, the law
was attacked as too restrictive almost immediaiplyn its passage, and many in

Congress sought to limit the funds provided foert$orcement (Kimmel, Kieso, &
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Weygandt, 2009, p. 337). The result was thatribeease in regulations was largely
illusory.

Derivatives: A Largely Unrequlated and Large Mapkate

One of the main financial instruments that ledh® 2008 crisis was derivatives.
The Office of the Comptroller of the Currency desrderivatives as follows “A
derivative is a financial contract whose valueasivked from the performance of
underlying market factors, such as interest rat@sency exchange rates, and
commodity, credit, and equity prices. Derivativangactions include an assortment of
financial contracts, including structured debt gations and deposits, swaps, futures,
options, caps, floors, collars, forwards, and waioombinations thereof (Office of the
Comptroller of the Currency, 2013).” Derivatives éargely not traded on public
exchanges. As thieconomisnotes, the total derivative market in 2012 wasresed at
$700 trillion, with only $83 trillion traded on plib exchanges (The Economist, 2012, p.
83). The result was that the market was, and mesn&rgely unregulated, and is an
extremely high risk environment in which to operate

In 2008, these derivatives were a huge part ofitlamacial crisis. As Professor
Michael Greenberger said before a hearing of tharkgial Crisis Inquiry Commission
“What you have is a $600 trillion notional valuenket that is completely unregulated
and dark; therefore regulators don't know whatplaing out there, market observers
don't know what's happening out there, and thatdeddbelief that we needed to rescue
the entire market in the fall of 2008 (Greenberg@€d,0).” This unregulated market of

derivatives presented a huge potential pitfaltf@e economy and was problematic to
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rescue as well. After all, how can something [seued if the value of the item being
rescued isn’'t specifically established?

Credit Default Swaps: Private Loan Insurance

There is an old saying on Wall Street that if wka to do so, the financial
markets will find a way to make money on anythirf8uch is the case with credit-default
swaps (CDS), which were created by Blythe Mastéd?dMorgan Chase in 1994
(Simkovic & Kaminetzky, 2011, pp. 118-124). A CxSessentially another form of
loan insurance. Specifically, someone issuingaa hill sell a CDS to a buyer who
purchases a loan with the assurance that if thede#aults, the buyer will receive the
value of the loan (Simkovic & Kaminetzky, 2011, Ad8-124). The cost of the swap is
typically determined by the risk of the loan. Ibsks even if the loan defaults as long as
the asset on which the loan is based does notasladly decline in value (Simkovic &
Kaminetzky, 2011, pp. 118-124)

Credit default swaps were largely unregulatederEthough some investment
entities, most notably AlG, sold insurance for dreléfault swaps, they were not
required to hedge such insurance in case the wéline assets behind these credit
default swaps decreased. When it did decreasegitire 2008 financial crisis, AIG was
in trouble and something like TARP was needed (Boust 2009). TARP, and the
events leading up to it, are explained more fullyhie next section.

Conclusion

These actions set the stage for what would becbmértancial crisis of 2008.

Decades of deregulation and the ethos that thatersector worked best when it was

least watched by the government left the door wiolen to abuse. Abused it was, with
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the greatest financial crisis since the great degioa as a result. This chapter will now
discuss the specific legislative history and desighARP.

THE CASE OF TARP, ATTTEMPTING TO STEM A FINAN CIABECTOR CRISIS:
The specific policy that became TARP developed i@salt of four sets of
events, all of which took place between Septembksrd’October 3, 2008. These were:

(1) the initial collapse and the resulting eventsiggered, (2) the immediate policy
reactions, (3) the initial failure of the first w&wn of TARP in the US House and (4) the
final design and passage of the bill. These steg@esent both the crisis itself and the
initial attempts to respond, first by executivei@etand then via Congress.

The Initial Collapse

There had been mounting signs for years that thbdiSing market was at a
breaking point. Lack of regulation, overbuildimggrowing markets and risky loans had
made the housing industry very vulnerable. EcosboRobert Shiller foresaw the
housing market collapse in 2005, arguing that "mbme-price bubble feels like the
stock-market mania in the fall of 1999, just beftive stock bubble burst in early 2000,
with all the hype, herd investing and absolute @fce in the inevitability of continuing
price appreciation (Laing, 2005, p. 1)." Yet urlithe economic collapse of 2000, the
housing market and the industries that relied osuith as construction and the financial
services industry, were far more integral to therall economy than the tech companies
had been. Indeed, the Bureau of Economic statieBtimates that the housing market
directly, in and of itself, accounts for about 18%GDP, with the financial services
industry adding another 8% of GDP (Bureau of Lab@tistics, 2009).

Things came to a head on September 7, 2008, wledd3hTreasury seized
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control of Fannie Mae and Freddie Mac, which hatbb® unable to continue providing
the financing needed to properly collateralizeldas (Paulson, 2008). This action
wiped out the investors who had bought stock imiaMae and Freddie Mac in order to
attempt to save the company. This response wése iwords of Federal Housing
Financing Agency director James Lockhart "one efrtiost sweeping government
interventions in private financial markets in degadLockhart, 2008). “ Yet given the
alternative--that loans would be unable to be iddoe many individual home
purchasers--the action was seen as necessary &anldho, & Appelbaum, 2007). As
several members of the House Financial Servicesrotiee noted in a September 2008
hearing, Fannie Mae and Freddie Mac posed suchesysrisk (US House Financial
Services Committee, 2008, p. 58)” to the finansiatem as a whole that action had to be
taken to keep them from collapsing (US House Firzi8ervices Committee, 2008, pp.
58-60).

For all the doom and gloom that the collapse ofibesing market foretold, it
was dwarfed eight days later by the dual collagdsth Merrill Lynch (which was
purchased by Bank of America) and Lehman BrotherSeptember 15, 2008 (Goldfarb,
Cho, & Appelbaum, 2007; US House Financial Servicemmittee, 2008). This caused
widespread panic in the financial markets for orsgomreason. If the crisis could take
down two of the most respected investment firmthencountry, nothing appeared to be
safe (US House Financial Services Committee, 2088)Secretary Paulson said in the
House Financial Services Committee hearing notedaly\We must do so in order to
avoid a continuing serial of financial institutifailures and frozen credit markets that

threaten American families’ financial wellbeingethiability of businesses both small
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and large, and the very health of our economy (W84 Financial Services Committee,
2008, p. 26).” Sadly this was nowhere near thesior the economy. Indeed, things
would get worse for the government and the couratityer quickly, as events forced the
US Treasury into further action the next day.

The Immediate Federal Response

On September 16, 2008, only 24 hours after the chlkdpse of Merrill Lynch
and Lehman Brothers, the financial market was rddikeanother dual set of blows. The
first related to American International Group (Al&)d the second was the money
markets “breaking the buck.”

AIG had long been a leader in the insurance ingluathassing some $81 billion
in assets by early 2005, making it one of the Istr§gancial services companies in the
world (Zuill, 2009). AIG typically specialized jproviding insurance to larger
companies, and was very successful. However, s of having grown comfortably
but within established rules, AlG began to take e@@rious risks in the early 2000s,
moving into areas such as derivatives and crefitulteswaps (Insurance Journal, 2004).
These largely unregulated areas provided problen@tiAIG as it was hit with a series
of penalties from 2002-2005, which totaled nea@yb#llion for violating regulatory
protocols and as a result of “steering” businegagarers from whom AIG received
illegal kickbacks (Woehr, 2010; Insurance Jourg@@04; Zuill, 2009). Unfortunately,
these penalties (which amounted to a fraction @&’'alnext worth), did not do much to
change their behavior as they sunk a lot of monw&ygredit default swaps, which would
prove to be AIG’s downfall (Woehr, 2010; Insuradaeirnal, 2004; Zuill, 2009).

Early on September 16, 2008, AIG’s credit ratirmswlowngraded (Morgenson,
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2008). The downgrade led to the requirement th&t post additional collateral when
looking to make credit default swaps. The compdidynot have the cash on hand to
fulfill this requirement (Morgenson, 2008). Thedlto a 95% drop in AlG's stock price
in little more than a week, and it raised the that the company was about to collapse
(Morgenson, 2008). This was a serious problemesiAtG was so interconnected with
many large commercial banks, investment banksp#imel financial institutions through
counterparty credit relationships on credit defaulaps and other activities such as
securities lending that its potential failure cezbsystemic risk (Financial Crisis Inquiry
Commission, 2011, p. 352).” This had been alloveeldappen because AIG took
advantage of the loose regulatory infrastructur@ccease its business in largely
unregulated markets, including credit default sw@nsancial Crisis Inquiry
Commission, 2011, pp. 350-354).

Moving quickly, the Federal Reserve acted lat&eptember 16, 2008 and
authorized $85 billion to purchase nearly 80% oBAh an attempt to stave off this
collapse (Board of Governors of the Federal Res8ggtem, 2008). This was necessary
because, in the Board’s own words "The Board detexdthat, in current circumstances,
a disorderly failure of AIG could add to alreadgrsficant levels of financial market
fragility and lead to substantially higher borrogioosts, reduced household wealth, and
materially weaker economic performance (Board of€soors of the Federal Reserve
System, 2008).” In other words, if AIG collapsédvas feared it might take the whole
financial system with it. Indeed, “Without the loait, AIG’s default and collapse could
have brought down its counterparties, causing casgdosses and collapses throughout

the financial system (Financial Crisis Inquiry Cormsion, 2011, p. 352)."
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The second shock to hit the markets on SeptembaasGhe money markets
"breaking the buck", meaning that investors loshayon essential transactions needed
to finance short term debt and operations (Cond068). This historic failure was
principally caused by the Lehman Brothers collap$e oldest money market in the US,
the Reserve Primary Fund, broke the buck and dbpp87 cents after writing off
Lehman's debt (Condon, 2008). This was only thetifictime (and the first since 1994)
in the 37 year history of the money market systeat & fund had broken the buck
(Condon, 2008). After this drop in value, thereswaarly a run on the money market
system as a whole, with net outflows outpacingmiétws by nearly 20 to 1, threatening
to collapse this key source of funding for normasibess operations (Investment
Company Institute, 2008). Moving quickly, the FeddReserve announced on
September 19 the creation of an optional prograextend financing to help lenders
purchase commercial paper and to eliminate featiseofnoney market's collapse
(Gullapalli & Annand, 2008). This approach, whiglyuired a fee paid by participating
funds, would essentially insure that the federalegoment would back the fund's value.
It worked and the immediate panic was averted @palli & Annand, 2008).

In order to prevent additional failures, the SE€bdbok a key additional step by
banning so-called “naked short selling” on Septanilie 2008. As the SEC wrote in its
press release that day "In an ordinary short fagdeshort seller borrows a stock and sells
it, with the understanding that the loan must Ipaie by buying the stock in the market
(hopefully at a lower price). But in an abusive @dlshort transaction, the seller doesn't
actually borrow the stock, and fails to delivetoithe buyer. For this reason, naked

shorting can allow manipulators to force prices ddar lower than would be possible in
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legitimate short-selling conditions. (US Securi@esl Exchange Commission, 2008)”
The fear was that if naked short selling was allbwecontinue unabated, stock markets
would collapse. The SEC's actions both banneddshkert selling and provided stiff
penalties for violators (US Securities and Exchadgemission, 2008).

Yet for all the federal government was able tdgl@xecutive action, it wasn’t
nearly enough. The crisis grew and it was reaajilyarent to all involved that there
would have to be far more significant actions. Tdmus turned to Congress.

The Initial Stages of TARP’s Development and itdUfa in the US House

On September 20, 2008, the federal governmentlatemlithe first draft of the
Emergency Economic Stabilization Act of 2008 (EES#)which TARP was the biggest
part. In order to resolve the problems causedbybllapse of the housing bubble, the
US Department of the Treasury asserted that itect&ahelp banks remove so-called
"distressed assets (US Department of the Trea2068b)” from the financial system in
order to stabilize banks and other financial ingtins. As the US Department of the
Treasury stated in proposing the first version batlater became TARP, “When the
financial system works as it should, money andtedfiow to and from households and
businesses to pay for home loans, school loangn@edtments that create jobs. As
illiquid mortgage assets block the system, thegilogy of our financial markets has the
potential to significantly damage our financialtg®ys and our economy, undermining job
creation and income growth. (US Department of ttea3ury, 2008b)." TARP proposed
to do so by adopting an approach similar to thatlusy the federal government in the
savings and loan crisis of the late 1980s, whemytwernment had provided temporary

loans to financial institutions in order to enstlreir stability (Seidman L. W., 2000).
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Once they were able to do so, these financialtiigins would then pay back these
loans, thus meaning that the cost to the fedenamonent would be far less than the
initial $700 billion price tag (Seidman L. W., 2000S Department of the Treasury,
2008b)

The proposal developed and expanded over timgjiggarom an only three
page bill designed to give the Treasury Secretagyly unlimited authority to do what he
wished with TARP funds. The initial proposal, ainiwas kept short in order to allow
for and force quick Congressional action, was gfiyppanned by many in Congress and
public. The proposal then expanded from one thaided almost entirely on purchasing
failing mortgage-backed securities in order to ditabthe market. Yet, even that wasn't
enough since it only addressed US-based banksSeptember 21, foreign financial
institutions with a presence in the United Statesewncluded (Paulson, 2008). On
September 23, the Senate Banking Committee rejétieg@lan (Ahrens, 2008). Echoing
the comments of many, Senator Dodd said, “Aftediregthis proposal, | can only
conclude that it is not only our economy that isisit, Mr. Secretary, but our
Constitution, as well (Mullins, 2008).” Criticisof the plan came from both the left and
the right and in both the House and the Senate.

The tumult against the plan continued to grow hmitside and inside the beltway
in the coming days. On September 24, 2008, a letm over 100 leading economists
was released critiquing the plan for three print@gsons (Wolfers, 2008). First, the
letter asked whether it was fair to in effect lwait those institutions for their own bad
choices. Second, the letter challenged the ptanlsiguity, as its writers were concerned

that it granted too much authority to Secretaryl§au Third, the letter was concerned
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whether the infusion of cash would have unintenctetsequences and weaken the
financial markets far beyond the current crisis ttumoral hazard (Wolfers, 2008).

Indeed, one of the biggest concerns that manyrmaelation to TARP was the
problem of “moral hazard.” Paul Krugman defined groblem of moral hazard as “any
situation in which one person makes the decisi@uabow much risk to take, while
someone else bears the cost if things go badlygiidan P. R., 2012, p. 37).” More
simply put, moral hazard exists when businessewiflreg to take risk that might
otherwise be deemed unwise because they will bstedsand saved by others if they
fail. This was certainly the case in the greatrdsgion, as those institutions which were
insured failed at a rate significantly higher thlhase that were uninsured (Grossman,
1992, pp. 817-819). Further buttressing the cldiat moral hazard is real is the fact that
the World Bank reports that all 100 of the lardemtking crises prior to the year 2000
were resolved in substantial part by governmeribbts (Boyd, Gomis, Kwak, & Smith,
2000, pp. 1-3). This shows that there is a wideah perception that government will
save financial institutions if they fail (Boyd, GesnKwak, & Smith, 2000, pp. 1-3).

Moral hazard has been a big concern in Ameriaaantial bailouts, perhaps most
notably in the response to the savings and loamsari the 1980s (Shoven, Smart, &
Waldfogel, 1991, p. 3). Due to the fact that sgsiand loans knew they would likely be
bailed out if they failed, they were willing to &knore risks, increasing the need for
government intervention and leading to more reckbehavior (Hellman, Murdock, &
Stiglitz, 2000, p. 147). Not only was this a pehlin this specific case, as noted above,
but it was seen as setting a dangerous precedsdiuttioe crises (Cole, McKenzie, &

White, 1995, pp. 30-32). This would be proven tiageis discussed below.
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The concern over moral hazard was one of the pyicriticisms of the design of
TARP. As Harvard economist Jeffrey Mirron wrot&dvernment purchase of bank
stock, therefore, is a transfer from taxpayerseopte who took huge risks and lost. . . .
[This] will generate even greater problems downlie (Mirron, 2008). ” Indeed, many
who supported TARP agreed with this point, argulrag economic regulation was
necessary. As Secretary Paulson said in Noventlfid, 2it is already clear that we must
address a number of significant issues, such aowimy risk management practices,
compensation practices, oversight of mortgage maitgdn and the securitization process,
credit rating agencies, OTC derivative market istinacture and regulatory policies,
practices and regimes in our respective count8aadgns, 2010, pp. 43-44).” Yet the
argument was that such work could wait. As Fedeeslerve Chairman Ben Bernanke
said in late 2008, “You want to put the fire oustiand then worry about the fire code.
(Simons, 2010, p. 46)” So the decision was madedos on bailing out the banks and
other financial institutions that were in dangefaifure, without focusing on economic
regulation, since the risk of inaction was too greghe result is that, as John Cochrane
wrote, “As long as some firms are considered tgptbifail, those firms will take
outsized risks. (Cochrane, 2010, p. 34)”

In spite of these and other misgivings, there weesalization by many in
Congress that they could not simply do nothing. Casigressman Bauchus (R-AL) said,
the proposal was "a gun to our head" (Wilson KOQ&) but many in Congress believed
they had to act. There was widespread concerreliafigpm the President's own party,
that the plan gave too much power to SecretarysBawn how to disperse the funds

appropriated under this measure (Vekshin & Row2&)8). The original proposal had
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even exempted the secretary's actions from judielaéw, something which was
reversed in the final proposal (Washington Pos820

This accountability concern was no small thingiasact, one of the biggest
problems with TARP was that programs were annoufaegolitical reasons without
full consideration of how to implement them (Bawi13). The federal government
would often announce a program such as with housirigreclosure relief and would
then set up measures on the fly (Baum, 2013). réidt was little to no accountability
measures and no penalties in programs to make dlbeauntable or mandatory (Baum,
2013).

In the wee hours of September 28, 2008, Congreslsieaders and the White
House reached a deal on a final proposal. PresRlesh expressed confidence the plan
would pass Congress and a vote was scheduleddoretkt day, September 29 even
though media reports suggested that many in th&demt’s own party were opposed
(Washington Post, 2008). Underestimating the opipasthe plan failed 205-228, with
133 Republicans and 95 Democrats voting agairi®ieérk of the US House, 2008). The
immediate response to this was panic, as the stackets dropped 8% the following
day, the largest drop since Black Monday in 198iti@re, 2008). Congressional leaders
scrambled to find something that could pass andl the stage was set for the final
passage of TARP.

The Final Passage of TARP

Recognizing that the bill must pass in order tauemshe stability of the US
financial system, media reports suggested that®&enate chose to combine the bill

with one that proposed tax breaks for renewableggngsage (in order to garner
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Republican votes), mental health parity (in ordegarner some reticent Democratic
votes) and a series of earmarks (in order to gaheesupport of several other members
of Congress) (Hulse, 2008). This earmark-ladensun@aeasily passed both houses of
Congress and was signed into law by President Bnsbctober 3, 2008 (US Senate,
2008; Clerk of the US House, 2008b; Emergency Exoa&tabilization Act of 2008,
2008)

While originally intended as a program designedurchase toxic assets in order
to stabilize financial institutions, TARP in fagient very little money purchasing such
assets ($5 billion as of September 30, 2010) (SIBFA2010, p. 237). Instead, TARP
spent by far the most funds pursuing three prin@sis: (1) purchasing an estimated
$280 billion in stock in trouble banks and investiiastitutions such as Citigroup, JP
Morgan and Bank of America; (2) providing $40 luliin loans to prevent the
potentially catastrophic collapse of American Inttronal Group (AIG) and (3)
providing nearly $80 billion in loans to Americanta manufacturers in order to prevent
their collapse (SIGTARP, 2010, p. 237). An adaitib$45 billion was appropriated to
help prevent home foreclosures but as Septemb&03®, only $600 million had
actually been spent and the administration hadoyebme up with a plan to spend the
remaining funds in this area (SIGTARP 2010, 2337j.the total of $387 billion actually
expended under TARP, greater than 90% of it waetcty to assisting banks,
investment houses, AIG or auto manufacturers réanfthe original intent of purchasing

toxic assets (Mihm & al, 2013).
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ACCOUNTABILITY IN TARP: CONGRESS, GAO, TREASURY, SITARP AND
COP:

Despite what many might assert, TARP was very aomcewith accountability.
In fact, TARP used a five-pronged accountabilitpraach, with Congress leading the
process and relying on four other organizationsnsure overall accountability. Two of
these organizations previously existed (the GAOthArdJS Department of the Treasury)
and two were created specifically by the law, thbecal Inspector General for TARP
(SIGTARP) and the Congressional Oversight PanelRICO his section briefly
introduces the role and approaches that each sé tine organizations were given.

Congress’s Role: Political Accountability, SysterBiability and Avoiding Abuse

Congress took the lead role in ensuring accountyabor TARP (and later on
ARRA), holding constant hearings and keeping tlesgure on both the Bush and Obama
administrations in order to ensure that the progmamained effective and accountable.
Congress focused on three primary things. Ficstoantability for the money, where it
was going and to whom, to which specific banks laumsinesses. Second, avoiding, or at
least limiting, potential waste, fraud and abughird, and perhaps most importantly,
stopping the crisis and ensuring overall systerilgia(Green, 2013).

In this vein, many in Congress were concerned alaoltof staffing in the US
Treasury’s Office of Financial Stability (OFS). i$lwas due to the transition between
Bush and Obama and what many in Congress sawaa& afl concern for accountability
(Green, 2013). Treasury’s relationship with Cosgreas strained because it wasn't
staffed up to deal with the program. Programs wereell designed in the view of many

in Congress and were often left up to agencie®sigd them, or perhaps most
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worryingly, to the banks that were receiving theds themselves (Green, 2013). This
was a point echoed by other organizations. Marydngress also had large concerns
about how the law was structured to favor largen$i. The government was unwilling to
use the full authority the law gave provided faarféhat it would be seen as running
private organizations. The government did not wartte seen as doing that because it
smacked of over-reach of government in privatessg@reen, 2013). As a result, a lot
of light touch was used, with the hope being thaentive would encourage private
parties to do the right thing.

Congress had strong relationships with COP, SIGTARIPGAO. They
frequently used the work of these organizatiorsnplify their own findings (Green,
2013). Congress would also use their investigattorset the issues on which Congress
would hammer away. Congress also used these asj@m’s reports to stir political
outrage, largely as to who was benefiting fromléve This strong formal and informal
interplay played a key role in ensuring TARP acdabitity (Green, 2013).

GAQO: A Broader Quicker Mission Than Before

The GAO has a long and distinguished history astition’s premier government
accountability organization, dating back nearly®@@rs to the Progressive Era (Mihm &
al, 2013). Typically, GAO has been a slower-mownganization, very deliberately
considering every report it produces and takinguaBBe6 months to produce each report.
However, in the case of TARP (and later ARRA), GA@s asked to produce reports
both quickly and in larger number, with the firgports due less than 2 months after
TARP was enacted into law (Mihm & al, 2013). Adbications are GAO was up to and

met this task with its customary professionalisrd gnality.
68



The GAO undertook this task with a focus on insitios, choosing to focus more
on the banking and financial sectors rather thaargnone organization. GAO focused
primarily on the internal controls and oversighttud process as a whole (Mihm & al,
2013). In order to complete this work, GAO prinhareassigned people internally,
hiring only two new people whom were experts inrterket and valuation.

GAO started off by focusing the Office of Financgthbility (OFS), especially
since OFS was heavily staffed by contractors astag of the process. GAO had to
report every 60 days. This was a challenge atbisonce GAO got in the rhythm of
writing these reports, it was able to get the johed(Mihm & al, 2013).

GAO had strong coordination with SIGTARP, COP amh@ess. SIGTARP,
COP and GAO were given identical mandates but Iféeteht approaches. GAO was
more or less objective, while SIGTARP and COP weoee aggressive, albeit in
different ways. This allowed the three organizagito approach the same issues with
different lenses and thus more fully ensure acahility from many different angles
(Mihm & al, 2013).

During the study period, GAO produced 40 diffeneports related to TARP and
also testified before Congressional committees maosetimes (Mihm & al, 2013).
These reports were both descriptive and analyticalising in one specific aspect of
TARP or another. They would both describe theasitun as it existed and then provide
recommendations to improve both the tracking of eyoend programmatic effectiveness
overall. GAO took a broader and deeper view thanad the other organizations to

ensure accountability.
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The US Department of the Treasury: Tracking Momay Reporting Results

In the beginning, the US Department of the Treagil) asked had basically
asked for a blank check, which it did not get, @lthh what it got was not far removed
(Paulson, 2008). In order to track the funds ay there going out, the DT established an
Office of Financial Stability, within the existin@ffice of Domestic Finance, that would
be headed by an Assistant Secretary for Finantadily. In theory, this person was
appointed by the President and confirmed by that®ealthough no such appointee was
confirmed until June 2011, meaning that the Offigs headed by an interim director
during this study period (US Office of FinanciaaBility, 2012). This office was
responsible both for expending and then trackirdyranovering TARP funds.

The DT produced and still produces daily and migntports on the status of all
investments made as a result of TARP. These eportsist of lists of transactions as
well as any holdings or loans the government hadenuaader TARP. Beyond these
numerical reports, the DT produced 14 monthly respaglated to overall TARP
spending/loans and 13 “tranche” reports relatetieaexpenditure of funds as well.
These reports help us understand how the agenmaply responsible for expending
TARP funds actually spent, tracked and recoverethth

The Special Inspector General for the Troubled ARsdief Program (SIGTARP): An

Inspector General to Ensure Compliance

In order to ensure that funds were expended, échekd recovered in concert
with existing laws, Congress authorized creatioSI@TARP as part of the overall
TARP law (SIGTARP, 2013c). The special inspectemeyal who would head SIGTARP

would be appointed by the President and confirmethé Senate. The person initially
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chosen (and who remained in charge during theeesttirdy period) was Neil Barofsky.
Barofsky had a long distinguished career as a putseof financial crimes in the
Southern District of New York, which includes aflManhattan and thus Wall Street
(Associated Press, 2008).

SIGTARP produced 22 full length reports during $hedy period as well as
sending out numerous letters to agencies and lssaadandling TARP funds, asking
them to report information on how they spent, teatkind recovered these funds
(SIGTARP, 2013). These reports concerned themsgrmarily with two things. The
first was general auditing of funds and ensurirag #il senior individuals who handled
these funds, whether in a public or private orgaion, were acting in concert with the
law. The second was management structure andieéeess, specifically from a legal
perspective. In other words, that they trackedthérethese structures met legal
standards and whether individuals were operatirapicert with the law (SIGTARP
2013). This legal individual perspective standstark contrast to the work done by
other organizations and was a key part of ensw@aeguntability for TARP.

The Congressional Oversight Panel (COP): The OWéialv of the Legislation and Its

Programs

The second oversight body created specificallgnsure accountability for TARP
was the Congressional Oversight Panel or COP. @Bisted of five members, one
each appointed by the Speaker and the Minority éeafithe US House, one each
appointed by the Majority and Minority Leaders lo¢tUS Senate and one appointed
jointly by the Speaker of the House and the Maydr#ader of the Senate (Wilkerson,

2013). Now-Senator Elizabeth Warren was selecyatié five members as COP’s chair,
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with associate AFL-CIO general counsel Damon S#salected as vice-chair. COP was
given a broad mandate to track both TARP overalValsas individual programs, and it
was asked to produce reports on at least a mob#sg (Baum, 2013).

COP saw its primary role as overseeing Treaswsesof its authority. COP
focused on ensuring money was being tracked amdsigg its use. This was especially
important when TARP programs crossed over diffefed¢ral departments and
preexisting programs (Baum, 2013). COP’s decisiomvhat to report was determined
primarily by two factors. Most importantly, whdiet panel wanted to focus on, with the
input of the professional staff being paramounte Ppanel would listen to what Congress
wanted but wouldn’t necessarily respond to eveguest. This was necessary in order to
establish COP’s independent credibility, by showtimgt COP was not just reacting to
what Congress wanted. The other factor that deterdnwhat COP focused on was what
the law required it to focus on, specifically thgek legislative requirement that COP
focus on farm loans (Baum, 2013).

COP enjoyed a close relationship with Congress TP and GAO. They
would often consult formally and informally on wresich other was working on. This
was so they would complement and not duplicate ettedr's work. Sometimes COP
would lead the way with an initial report. Theyuwid then let SIGTARP and GAO
follow up with other more detailed work (Baum, 201&OP would also hold joint
Congressional hearings with GAO/SIGTARP and wowchmunicate informally with
Congress on a regular basis (Baum, 2013). CORablaso be more flexible than other
two organizations because it was not beholden psafaal audit standards while

SIGTARP and GAO had to deal with established statedaBy contrast, COP was an
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audit body with a political purpose, rather thameare typical auditing or accountability
one.

COP produced 21 reports on TARP during the studipd (Wilkerson, 2013).
They began first as analyses of TARP as a wholdl@rmmoved down to individual
programs, such as the aid to AIG and to the autgpemies. These reports were largely
descriptive but also included recommendations am teomprove both the tracking of
funds and programmatic effectiveness. On more dm&noccasion, the members of COP
disagreed on some points and so minority recomniemsa(nearly always those by the
GOP-appointed members) were appended to those ohdjority. COP also testified
before Congress numerous times on its findingsP'€@ndings proved invaluable in
giving Congress yet another way to ensure TARPeff@stive and accountable.

Now that this chapter has described the orgawizatiesponsible for ensuring
accountability in TARP, the next section will tetbore of the story of how it came about
and what it consisted of. This chapter will the@scribe the policy tools used for TARP
and the accountability models used to evaluatesisge.

POLICY TOOLS IN TARP: DIRECT GOVERNMENT, LOAN GUARNTEE,
DIRECT LOAN AND GRANTS

The remainder of this chapter will discuss thegpotools utilized in TARP in the
following manner. First, this section will identithe top policy tools used in TARP,
recognizing that while there were certainly otheliqy tools being used, four were
paramount: (1) direct government, (2) loan guaes)t€3) direct loans and (4) grants.
Each of these tools will be discussed first in eiwhhow the tool is defined in the

literature as discussed in chapter two. Secoruah &l will be discussed in the context
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of where each is utilized in the legislation. Thithis section will discuss the extent to
which the four accountability models appear to edun relation to these policy tools.
In some cases all four were present, while in atloaty one or two were. Fourth, this
section will briefly discuss three policy tools theere expected to be present, or
arguably should have been, but were not in factgae They are (1) economic
regulation; (2) government as a corporation ang(@®jic information. Identifying these
tools will help us begin to answer the question Ipmlcy tools and accountability
models may line up. These tools will then be ferthnalyzed in chapter five as this
study will attempt to uncover the significance dfatrhas been learned to the literature
and to the practice of either accountability modelpolicy tool usage.

Direct Government

Direct government is defined as “the delivery othlvblding of a good or service
by government employees (Lenan, 2002, p. 49)."e®@igovernment is utilized when the
government directly provides a service or undedakeactivity (Lenan, 2002, pp. 41-
43). This is as opposed to indirect governmentr@lgovernment provides such a
service via a third party, as is the case in cafitrg (Lenan, 2002, pp. 41-43). Direct
government services are highly visible and the dimgnfor them is easily apparent in the
government’s budget (Lenan, 2002, pp. 41-43).

In the case of a major economic collapse suchigasdhe of the first things that
often comes up in legislation is the need for digayvernment action. Such was the case
with TARP. Direct government action was utilized PARP in one major way. As
already noted the US Department of the Treasuigtedethe “Office of Financial

Stability (OFS)” to ensure the long-term financi@rket sustainability and to manage
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TARP ( (Emergency Economic Stabilization Act of 802008; US Office of Financial
Stability, 2012). As also noted, this office wade headed by an Assistant Secretary for
Financial Stability, appointed by the President endfirmed by the Senate. However,
such a person was not confirmed until 2011, seHfempurposes of this study period this
office was run by an interim director. Nonethe)els creation of this office was a usage
of the “Direct Government” policy tool.

All four types of accountability were utilized iegards to this policy tool.

Political accountability was utilized in two waygirst, Congress had a role in approving
the director of the new Office of Financial stalyi{Emergency Economic Stabilization
Act of 2008, 2008; US Office of Financial Stabili012). In fact, the decision not to
approve this director immediately is a form of go&l accountability because it
represents a potential form of disapproval for thsice. Second, Congress had a key
role in holding oversight hearings related to theney market policy. It did so on
several occasions (Green, 2013; Congressional @heRanel, 2009e, pp. 52-62;
Doardo G. , 2009, pp. 4-10); the act of holdingsthkearings is a form of political
accountability.

Legal accountability existed in the oversight ot6$ARP in ensuring that the
Treasury correctly implemented its duties undes iwv. SIGTARP played a key role in
double-checking the results of the OFS’s actiorsalso ensuring that individual
persons followed the law as directed (SIGTARP, 20@®. 3-8). This legal
accountability was essential in ensuring that tteoas of individuals were in concert
with the law as it existed. Especially given tioacerns in TARP’s design over having

too much authority placed in the hands of a fewwviddals, this was essential.
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Professional accountability was present in two wahsst, OFS’s work was
evaluated based on established professional s@sdaated to tracking of funds (Mihm
& al, 2013). Second, OFS had a key role in enguthiat the money market actions were
undertaken in concert with professional standavtibrq & al, 2013). These actions
represent a key usage of professional accountabilibis is important in terms of
counterbalancing the political accountability of holicy itself, especially as it was a
concern that TARP was going to be overly controbggolitical appointees (Mihm & al,
2013).

Performance accountability was present in reldibotihe money market actions.
Specifically, such actions were designed to avbig@aking the buck” and performance
metrics, however informal, were utilized to enstivat this standard was met (Baum,
2013). This was not necessarily the most impoaage of performance accountability
but it certainly was one such usage.

Loan Guarantees

Loan guarantees exist when “the government eméwsai contractual agreement
to make full or partial payment to the lender ise#he borrower defaults on the agreed
loan. The private lender originates the loan, s=cthe government guarantee and
services the loan according to government reguiat@ minimum standards (Stanton,
2002b, p. 381).” In effect, loan guarantees allbevgovernment to provide stability to
the marketplace without expending as much in flasgd&ould be needed if the
government made direct loans (Stanton, 2002b, $p-383).

In order to ensure skittish markets that it wag safinvest, the federal

government had to both give loans directly and guoi@e loans as well. Loan guarantees
76



were a key part of TARP, particularly in relatianthe housing market (Emergency
Economic Stabilization Act of 2008, 2008; Congresai Oversight Panel, 2009b, pp. 3-
8). Fannie Mae and Freddie Mac were given loamaguaes in order to ensure the
overall market that it was safe to invest and thatfederal government would ensure
that the housing market wouldn’t collapse (Emergefconomic Stabilization Act of
2008, 2008). Loan guarantees were also attemptelation to individual foreclosures,
but concerns about how this was going to be impigeatekept them from being fully
utilized.

All four accountability models were present in tiga to this policy tool.
Political accountability was present in two waysrst, loan guarantees were given to
secure the future of politically important (as wael financially important) institutions
such as Fannie Mae and Freddie Mac (Congressiorak{@ht Panel, 2009d, pp. 3-8;
SIGTARP, 2009b, pp. 5-12). This represents a ushgelitical accountability because
these institutions were seen as important to palistakeholders. Second, political
accountability existed in the oversight of suchrgngees through Congress, both directly
and through the creation of both the COP and SIGFARongressional Oversight Panel,
2009d, pp. 3-8; SIGTARP, 2009b, pp. 5-12). Thesegoessional organizations were
classic examples of political oversight accountghil

Legal accountability was not particularly presemtalation to this tool except in
one important respect. SIGTARP ensured that tloeseguarantees were properly
administered in concert with the law (SIGTARP, 2009Beyond that, legal

accountability was limited.
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Professional accountability existed in two main sa¥irst, the US Treasury
played a key role in deciding where and when todgdsan guarantees (United States
Department of the Treasury, 2008). This discretiorroncert with established
professional standards, is a classic usage of gsimieal accountability. Second,
SIGTARP audited the decisions on where and how tpemantees were given
(SIGTARP, 2010, pp. 8-11). GAO additionally utdi professional standards from the
federal government’s “green book” and “yellow boa&’determine how and whether
these loan guarantees were properly administeréhM. al, 2013). This focus on best
practices and on meeting the standards establishibd federal auditing guidelines was
crucial to successful tracking of these policies.

Performance accountability was utilized becausestitcess of this particular
policy tool was, at least partially if not substiahlly, evaluated on the basis of market
outcomes and performance. For example, in theafabe money market loan
guarantees, the performance standards were whbtherarket no longer “broke the
buck” and was therefore stabilized (Financial Grisiquiry Commission, 2011, pp. 353-
365; Board of Governors of the Federal Reservee®ys2008). In many cases, the
guarantees of possible loans, rather than the libemsselves, were enough to move the
needle to show adequate performance improvemeimtsesult of TARP. While this is
more of a market accountability standard than éopmance one, performance
accountability is certainly a model which borrowsm market accountability, and what

it borrows clearly applies here.
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Direct Loans

Direct loans are utilized when “the government nsakelirect loan.(and) after
making the loan, the government then servicesdae (Stanton, 2002b, p. 381).” Direct
loans, simply put, are loans which are given otgally by the government for which the
government earns interest and expects repaymerit@dt 2002b). They have been
commonly used for decades to help provide needwahding when private funding is not
forthcoming.

Direct loans were utilized in four primary aredsrst, as part of an attempt to
stop individual foreclosures, the program was geand funds appropriated (although it
was not fully implemented) (Federal Housing Authgr2009; Baum, 2013). Second,
direct loans were given to AIG in order to previgatcollapse (SIGTARP, 20091, pp. 3-
9). Third, direct loans were given to the so-ahlbdég three auto manufacturers in order
to avert their collapse (SIGTARP, 2009h, pp. 11-Gbyernment Accountability Office,
2009e, pp. 5-10). Fourth and finally, many banks atiner financial institutions were
given loans, in addition to having other assetslpased, to help stabilize the financial
system (SIGTARP, 2009h, pp. 11-15; Government Aotathility Office, 2009b, pp. 5-
10).

The accountability models that applied in relatiomirect loans were mainly
political, professional and performance, with oaliiny usage of legal accountability.
Political accountability was present in three mayarys. First, political accountability
exists in the decision to focus on loaning fundpdbtically important institutions, most
notably Fannie Mae and Freddie Mac (Baum, 2013eGr2013; Wilkerson, 2013).

Given the important role Fannie Mae and Freddie Mag in the home loan business,
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this was no small thing. Second, political accabiiity existed in the decision to
provide loans to politically important businessegst notably the automobile industry
(Green, 2013; SIGTARP, 2009f, pp. 3-9). While oagain, there clearly are plenty of
policy reasons to avoid this industry’s collap$e, political cost of losing such a key
industry could have been immense. Indeed, thetliatfTARP saved this industry
arguably was one of the key factors in Obama’s 2@&Rction. Third, political
accountability existed in the oversight of suchle#rough Congress both directly and
through the creation of both the COP and SIGTAR(V& al, 2013; SIGTARP,
2009h, pp. 11-13) . These congressional organizativere classic examples of political
oversight accountability.

Legal accountability was not particularly presemtelation to this tool except in
one important respect. SIGTARP had the respoitgibil track these loans and ensure
that none of the parties violated the law. Beythad, legal accountability was limited.

Professional accountability existed in two main svapd was very similar to that
in relation to loan guarantees. First, the US Jueawas responsible for deciding where
and when to issue loans (Financial Crisis Inquioyrnission, 2011, p. Ch. 22; Board of
Governors of the Federal Reserve System, 2008hoAdgh they were guided by the
policy itself, the decision of how to issue loaasd at times where to issue them, was
one left to professional discretion and thus pifesal accountability. Second,
SIGTARP audited these loans based on professitaraiards (SIGTARP, 2009h, pp. 5-
11). As with loan guarantees, GAO utilized profesal standards from the federal
government’s “green book” and “yellow book”; to dehine whether these loans were

properly given and administered (Mihm & al, 2013Jhis focus on best practices and
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meeting standards established in the federal agdstiidelines was crucial to successful
tracking of these policies (Congressional Oversigntel, 2009c, pp. 2-6)

As with loan guarantees, performance accountahiéy utilized because the
success of this particular policy tool was, attigestially if not substantially, evaluated
on the basis of market outcomes and performanoeeXample, in the case of loans to
AIG, the basis for evaluation was whether AIG sued as a result of getting these loans
from the federal government (Board of GovernorthefFederal Reserve System, 2008).
Direct loans were necessary when combined withodwe guarantees in order to prevent
this collapse. They were, in effect, a tandem ep@n. While, as with loan guarantees,
this is more of a market accountability standaahth performance one, performance
accountability is certainly a model which borrowsmy from market accountability, and
what it borrows clearly applies here.

Grants

A grant is defined as a “gift that has the aineittier ‘stimulating’ or ‘supporting’
some sort of service or activity by the recipidegn & Conlan, 2002, p. 341).” Grants
do not disabuse the government of responsibilityafeervice but they transition
responsibility for actually undertaking it to arthiparty, whether private, nonprofit or
government (Bean & Conlan, 2002). They are comgnoséd to help achieve either
political or policy goals.

While by no means a major part of TARP, grantsewecluded in TARP in order
to get the bill through Congress after it failed fhist time. The federal government
issued grants in areas ranging from county andfgayments, to transportation

subsidies and to research in order to ensurenbatdual members of Congress would
81



vote to approve TARP (Green, 2013). This sortabiba is, of course, extremely
common in relation to bills with a significant damllvalue, and it is therefore not
surprising that this was the case here.

The accountability model utilized in this case \aémost entirely political--so
much so that it does not make sense to discusssthef other models. While one can
argue that professional accountability was usedbttk these grants, the real motivation
was political (Green, 2013; Mihm & al, 2013). Thegants were given to specific
persons or groups that were politically importantvell-connected. The grants were a
necessary political evil to get an essential laksed.

Policy Tools Expected or Asserted but Not Utilized

For a variety of reasons, TARP might have been @epeo contain some
elements that were in fact absent. The policystoelscribed below were either
supposedly part of TARP according to its proponentsre surprising exclusions from
TARP. For example, while economic deregulationttethe crisis, no real effort was
made to include economic regulation in the actusRP law. On another track, there
were constant assertions that public informaticouakthose getting funds would be
provided in order to impact the behavior of actarthe marketplace. Finally, there was
a mistaken assumption that government was actiragcasporation. This section
describes these tools, why they were assumed ogkthao be present and how they were
not.

Economic Requlatian

Economic regulation is defined as something tiraptses formal limitations on

activities considered undesirable (Salamon, 2000652).” Economic regulations
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“intervene directly in market decisions such asipg, competition, market entry, or exit.
(OECD, 1997, p. 11).” The point of economic regjola is to restrict undesirable
activity, to prevent marketplaces from being morizeal or to provide a fair and free
playing field to consumers. While many argue #wnomic regulation restricts
economic growth, others argue that proper econoagialation ensures growth is
balanced across the system.

Given the history of deregulation as describethéearly part of this chapter, one
could well assume that TARP would reverse thisdrefAs Federal Reserve Chairman
Ben Bernanke said in a September 2008 hearingd#ierSenate Committee on
Banking, Housing and Urban Affairs, “the shortcogsrand weaknesses of our financial
markets and regulatory system must be addressezlafe to avoid a repetition of what
has transpired in our financial markets over th& paar (Bernanke, 2008, p. 4).” Others
at the same hearing agreed, including SEC Chai@maistopher Cox, who said “the last
six months...have made abundantly clear that volynmtsgulation doesn’t work. This is
a fundamental flaw in the statutory scheme thattrhesddressed, as | have reported to
the Congress on prior occasions (Cox, 2008, pp.’5%here was clearly broad
understanding that financial regulation neededdtogase to help resolve the problems
that necessitated TARP’s creation.

However, no further regulation actually happenettha time. There are two
principal reasons why. First, and as expresseBldiganke, “the development of a
comprehensive proposal for reform would requireftdrand extensive analysis that
would be difficult to compress into a short ledisia timeframe now available

(Bernanke, 2008, p. 5).” Stated another way, & ¥edt that although additional
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regulation was going to be necessary, increasigglagons would be too time
consuming and money instead needed to flow immelgli&t recipients who were in
trouble at the time. Second, some in the Bush adtration argued that, while some
further regulation was warranted, it was not, ict,féghe root cause of the problem. As
Secretary Paulson told a Senate Committee “thataagse (of the crisis) is the housing
correction (Paulson, Testimony by Henry PausloroBethe Senate Banking Committee,
2008b, pp. 1-2).” While Paulson and others latenigted that further regulation was
necessary, they believed that regulation was reotdbt cause of the market'’s failure.
Thus, economic regulation was not a part of TARRnehough many assumed it would
or should be.

Public Information

“Information is a tool for eliciting desired pojioutcomes (Weiss, 2002, p.
218).” The public information policy tool can baid to exist when the government
attempts to use public information in an attempthtange behavior by one or more
targeted groups. Perhaps the simplest exampt®dslébels, which are intended the
buying choices of the general public.

Part of the case for TARP was that the amountaiey being allocated and put
into the marketplace made it was necessary tordissge information on these policies
as widely as possible. If the public was goingrtist that the government was
responsibly going to responsibly send out fundkiatmagnitude, constant and complete
information to the public was required (Baum, 20@8tkerson, 2013). To that end, OFS
created a database, updated daily, which contanfieanation on any transactions using

TARP funds and the present value of any assetsityetlde government that were
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purchased with such funds (Wilkerson, 2013). Hatabase was used both by the public
and by those evaluating the policy’s accountabditg effectiveness. In addition, any
company that had a loan or had stock purchasesu# td TARP funds was required to
reveal significant information publicly (Green, Z)1 This information was intended to
force the companies to be accountable and moremes to the public, which, it was
thought, would surely use this information to decrchich companies to support.
However, this did not occur (Mihm & al, 2013; Bau2®13; Wilkerson, 2013). Instead,
and as SIGTARP commonly stated, this public infdramadid not appear to change the
behavior of market actors and was not provideduabk §SIGTARP, 2010, pp. 2-5).

Government as a Corporation

Government corporations exist when “a governmeahag, owned and
controlled by the government (is) set up as a s¢épaorporate entity legally distinct
from the rest of government (Stanton & Moe, 2008%1).” Government as a
corporation does not exist simply when governmeiat market participant, although
many assume it does. Instead, there must be abmeneess-like, yet government
owned, activity, such as Fannie Mae.

It might appear that government as a corporatias perhaps the biggest tool in
TARP in that governments have the funds to makeh@ages and infuse cash into a cash-
starved marketplace (Congressional Oversight Pa266Rd; Government Accountability
Office, 2009c). The OFS purchased and held b#liohdollars in stocks, preferred
assets and other private assets of companies tafigim AlG to banks to auto
manufacturers (US Office of Finanical Stability, 1) Congressional Oversight Panel,

2009f). The government has, and still is, attentpto sell of all of these assets as it took
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the dominant position in some companies. Howedespite the intentions to act as a
corporation, there was no separate government atipo created as a part of this law,
just government purchasing private assets as agnpakticipant. Consequently, the
government as a corporation model was not actudliged

Conclusion

This chapter has shown that in three of four casd$iple accountability models
explain the policy tool choices. This tends toverthat the research hypotheses are
correct and a multiple-model approach has greai@apatory power than a single-model
approach in almost all cases.

Nevertheless, it is also clear that TARP was ngtabmplex but also
significantly different than what was either origily intended, as stated by the
proponents of the law, and that TARP containecedsffit tools than we might expect.
Much of this doubtless stemmed from the decisicio¢os on the outcomes of the crisis
rather than fixing the system as a whole. As statexve, this was an understandable
choice. Whether or not it was the “right choice’niot for this study to say. This study
will now turn to the design of ARRA and the accability models and policy tools it

utilized.
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Chapter 4: The Story of ARRA

This chapter will first tell the story of how ARRWas designed and how its
review was intended to be undertaken. It will thieistuss the main policy tools used in
ARRA and which accountability models were appliedalation to each policy tool.

This chapter will reveal that all but one of thdipptools (the exception being tax
expenditures) are at least partially explained loyarthan one accountability model.
This reveals that for the most part, the contenti@d multiple accountability models
better explain policy tool choice is correct.

Before we go any further, however, this chaptér et the stage for ARRA by
discussing additional aspects of the roots of tieesc As with TARP, the events that led
to the need for ARRA did not begin in 2008 or 2008stead, they began at least as far
back as 1995 with the beginning of the cycles bfgss recoveries as well as
deregulation. The following section will descritat trend in greater detail.

THE ROOTS OF THE CRISIS:

As with TARP, the roots of the crisis that leddBRA have existed since at least
1995. In 1995, the mean income of the Americanlfawas about $80,000, which was
up about $20,000 from the early 1980s (Krugman.P2®&L2, p. 74). Since 1995,
however, the mean income has actually droppedtblighven without adjusting for
inflation (Krugman P. R., 2012, p. 74). In thatgatime period, from the early 1980s to
2012, the income of the top 1% of American earhassmore than doubled (Krugman P.
R., 2012, p. 74). Why did this happen? The raofse lies in the cycle of jobless

recoveries and deregulation. The following sectdlhdescribe the two recessions that
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occurred in the early 90s, as well as the tech leutalrst of 2000-2001, both of which
were precursors to the so-called “Great Reces©b68008.

The Recession of the Late 1980s/Early 1990s

On October 19, 1987, known in the financial comityuas “Black Monday
(Carlson, 2007, p. 7)” the stock market dropped 22%ne of the biggest single day
declines in US history (Carlson, 2007, pp. 5-9hefe were many causes, not least of
which was the savings and loan crisis discussetapter 3, but one of the major causes
was deregulation, and perhaps most importantlypearnborrowing and margin calls
that allowed traders to buy stocks with money ttielynot have (Carlson, 2007, pp. 12-
14). When these margin calls could not be metylas of the time required, the bottom
fell out of the market (Carlson, 2007, pp. 12-14).

This market crash immediately sent the worldwidenemy into recession, with
the United States and the rest of the developettvparticularly affected (McKnees,
1992, pp. 1-3). However, it quickly looked likeeteconomy was going to recover quite
well, as government spending ahead of key electiotise United States and other
developed nations provided a brief moment of respvith both consumer spending and
consumer confidence rising quickly. Unfortunatehys rise was short-lived as by 1989
inflation had spiked to 5.9% and economic growttl slawed to a crawl, a factor further
exacerbated by the Federal Reserve’s decisionde irdterest rates in order to avoid run-
away inflation (McKnees, 1992, pp. 3-6). The pesblwas then further exacerbated by
the 1990 Gulf War and the resulting spike in thegoof oil from $17 a barrel to $36 a
barrel in just a few months (Taylor, Discretion $@$ Policy Rules in Practice, 1993, pp.

197-202). This sent the US economy into recessitth,unemployment rising from
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5.5% in 1991 to 8% two years later (Bureau of Labm@tistics, 2013). The effects were
widespread, economic, cultural and political. Ewample, this recession was most likely
directly responsible for the defeat of Presidenbi@e HW Bush and the election of
President Bill Clinton in 1992.

This recession was followed by the greatest econ@xpansion since World War
Il. Although this growth was based on part on tebgical changes, it was at least
somewhat illusory. As Joseph Stiglitz wrote, “Theernet was rightly judged to be a
transformative innovation. But the irrational erwdnce on the part of investors went
well beyond anything that could be justified (Sitgl2012, p. 84).” Leaders and
investors pumped money into companies they knewhould have known, were
probably losers and the legions of tech compaiasreceived funding and had high
stock prices even though they never made a dimeoifits created a bubble that although
it helped dig the US out of one recession, sesthge for the next one ten years later
(Sitglitz, 2012, pp. 83-86).

The Tech Bubble Bursts

In the run-up to the 2000 election, the US econarag widely perceived as
booming. The average standard of living had rmdrstantially, the government was
actually running a surplus and the world was reédyi peaceful. However, trouble
lurked just below the surface as the massive butblalithad fueled much of the tech
bubble threatened to burst (Lowenstein, 2003, pg-1115).

Some in the US government had seen this day contingexample, the Federal
Reserve raised interest rates six times betwee@ 480 2000, raising the prime interest

rate from 4.5% to 6.5% in an attempt to controlaway growth and ease the US
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economy into a soft landing (Federal Reserve Bdz0dl3; Lowenstein, 2003, pp. 114-
115). Unfortunately, this did not work as bankataaued to lend to companies that had
never made a profit, with the mantra of growth quefit ruling the day.

The first tremors of the upcoming bursting of thible began to occur in March
2000 as NASDAQ dropped from a high of around 5@0fust 1700 a year later
(Willoughby, 2000, pp. 1-2). Companies began drasleft and right as profits finally
became more important than growth. The list ofanggch firms that crashed in that
period is full of names that many Americans wowdagnize, such as Pets.com,
Broadcast.com and Geocities (Economist, 2000).sd ffi@lures, referred to by some as
“.Dot Bombs (Economist, 2000)” represented theagsk of the tech sector. Yet,
matters were about to get far worse.

The September 11, 2001 attacks provided an ecorshoitk that exacerbated the
already existing problems. These effects were gmilgnfelt in three industries:
insurance, tourism and the airline industry. lase was impacted both directly by the
crisis and indirectly by how it changed future piees. As a Congressional Research
Service report noted, “The loss of life and propegsdve rise to the largest
property/casualty claim in history, estimated &b $#dlion (Makinen, 2002, p. 4).” In
addition, this report noted that future insuraraetérrorist attacks was more expensive,
limited and harder to come by (Makinen, 2002, pg).3 The airline industry was
obviously directly affected by the crisis but is@alhelped push over the edge an industry
that had been teetering (Makinen, 2002, pp. 3N&t only was overall airline use down
but a drop in tourism due to fears related to trawses a dual blow to both industries

(Makinen, 2002, pp. 3-6).
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Nonetheless, the impact of the economic crisi@beg abate in 2002, with GDP
rising as the economy dug itself out of its tas(Bureau of Ecnomic Analysis, 2013).
Even as the growth of GDP continued and the jobigesdropped, however, much more
of the growth was in GDP than in jobs, making targely a “jobless recovery (Krugman
P. R., 2012, pp. 228-229).” More to the point, jibles that were created were at lower
income levels, even as productivity continued tmbl(Bureau of Labor Statistics,
2013b).

What does all this have to with the 2008 financradis? The growth of income
inequality and the jobless recovery were part efdfrerall economy and thus became a
key factor in the 2008 economic crisis. In fastame inequality in 2007 was about as
bad as it was in the years leading up to the grejtession of the 1930s (Krugman P. R.,
2012, pp. 79-84).

Yet, others argue that while income inequality nigé a part of the problem the
main cause of the downturn was the government’sfavures. Taylor, Rogoff and
others instead argue that, for example, governm@ulicy decisions to encourage home
ownership among those that could not reasonabgxpected to afford a home played a
role in the crisis and that the government’s irgerhce in the marketplace generally does
more harm than good (Reinhart & Rogoff, 2009; TayA®08; Rose & Spiegel, 2009).
As a result of this, they argue that governmentukhoot act to try and fix these
problems but instead largely leave it to the pevegctor to sort them out.

THE CASE OF ARRA: ATTEMPTING TO KICK START A STALLE ECONOMY

Let us now fast forward to late 2008. The follog/section will provide the

background behind ARRA and describe the need &reldpment of, passage and
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components of this critical piece of legislatioirsE this chapter will describe the initial
need for a further stimulus package. Secondctapter will describe the development
of the proposal between the Obama White House amdji€ss. Third, this chapter will
describe the final passage and design of ARRA. CHse history is far less complex and
more straightforward than with TARP but it is nedeamportant.

The Initial Need for a Further Stimulus Package

Keynesian economics is based on the fundamentaitessthat when economic
times are slow, the best way to move forward iggfmrernment to spend more in order to
fill the gap in demand not being filled by the @ig sector (Keynes 1936). As Keynes
himself wrote to FDR in 1933, “The United Statesaady to roll towards prosperity if a
good hard shove is given in the next sixth montkeynes, 1933).” During the great
depression, FDR listened to such advice and crgategtams such as the Works
Progress Administration to provide jobs to citizensrder to decrease, at least slightly,
the huge unemployment problems of the times. &mpitoblems, although not nearly as
widespread, beset the United States during the 2668omic crisis.

Even with TARP’s hefty price tag, it was clear @ incoming Obama
administration that TARP alone would not avoid it economic deterioration since,
among other things; it only assisted a small patth® American economy. Specifically,
TARP attacked the problems in the financial markeitsdid nothing to stop the jobs
crisis that had put millions of Americans out ofrkio Moreover, TARP was never
intended to attack the jobs problem (Baum, 2013).

The need for an additional stimulus bill was peghbest highlighted in a national

radio address aired by then President-elect Obandamuary 8, 2009, in which he spoke
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of the need for a sweeping stimulus bill (Obamaa®a's Speech on the Econmy, 2009).
Obama set out six goals that any stimulus leg@taghould accomplish: (1) creating
three million new jobs-80% in the private sect@), doubling renewable energy
production and renovating old buildings, (3) retiing infrastructure, (4) updating and
computerizing the health care system, (5) buildR1g" century classrooms” and (6)
providing tax relief to 95% of Americans (Obama,adta's Speech on the Econmy,
2009). As Obama said in the same speech, "I Behéve that it's too late to change
course, but it will be if we don't take dramatitias as soon as possible. If nothing is
done, this recession could linger for years. Themyployment rate could reach double-
digits. (Obama, 2009). “To help prevent such a jumpnemployment, Obama proposed
a broad counter-cyclical stimulus designed to ergats, both directly and indirectly as
much to prevent further job losses in areas su@dasation and healthcare (Obama,
2009) . Obama's team then predicted that its megbstimulus plan would keep
unemployment under 8% and that unemployment caihlerovise be expected to reach or
exceed 10% (Romer & Bernstein, 2009, p. 4).

Yet, there was not broad agreement among all ec@t®that spending and tax
expenditures would actually help. As Kenneth Rbgwbte in 2008, “A large expansion
in debt will impose enormous fiscal costs on the W&mately hitting growth through a
combination of higher taxes and lower spending (Rip@008).” Despite this and other
concerns, Obama pushed ahead with his plan andh loksyalopment of it in earnest
shortly thereafter as described in the next section

Proposal Development Between the Obama White Hande€Congress

Even before he took office, President-elect Obaretaonstantly with leaders
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from both houses of Congress so that a stimullisduild be designed and voted on as
quickly as possible. Obama set a goal of gettiegaw to his desk for signature by
February 16, less than a month after he took offtlgama, 2009). The basis for the
bill's design was the framework Obama set out ;nJainuary 2009 speech (Obama,
2009).

Many economists agreed that a stimulus bill wagssary and that the only
guestion was how big and how to design and appribactet this feeling was far from
universal. In a January 2009 ad published intadl Street Journaby the Cato
Institute, several leading conservative econonaiggsied that, “it is a triumph of hope
over experience to believe that more governmermidipg will help the U.S. today. To
improve the economy, policymakers should focusedorms that remove impediments to
work, saving, investment and production. Lowerrabes and a reduction in the burden
of government are the best ways of using fiscatgdab boost growth. (Cato Institute,
2009).” These economists argued that Obama reddwtong and that the proposed plan
would therefore do far more harm than good.

On the other side, some, such as Paul Krugmaungtitdhe proposed stimulus
bill was too small to achieve the hoped for outcerfieugman P. , 2009). As Krugman
wrote, “Whatever the explanation, the Obama plahgwesn’t look adequate to the
economy’s need. To be sure, a third of a loaf teebéhan none. But right now we seem
to be facing two major economic gaps: the gap betvtke economy’s potential and its
likely performance, and the gap between Mr. Obars&m economic rhetoric and his
somewhat disappointing economic plan (Krugman2®09).” While some agreed with

Krugman that the bill was too small, many othermutiht either that the bill was well
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designed and of the right size (Center for Amerieamgress Action Fund, 2009) or that
the bill should focus more heavily on tax relietlanutting the size of government as
noted above (Cato Institute, 2009).

The initial version of ARRA was introduced as HRriJanuary 26, 2009,
sponsored by Appropriations Committee Chair Repid®&bey (D-WI) (HR 1, 2009).
The House bill focused on three broad categoriepending (HR 1, 2009). The first,
was tax expenditures, primarily focused on helgihage who were unemployed or
middle or low income (HR 1, 2009). Second, theproposed a “state stabilization fund’
in order to backfill lost revenue in state and ldmadgets (HR 1, 2009). Third, the act
proposed broad direct federal spending in areds asiinfrastructure and health care in
order to provide jobs and to fill gaps not currgritéing filled by the struggling private
sector (HR 1, 2009). The House version of ARRA wiased at approximately $827
billion (Congressional Research Service, 2009c1pp). 206 amendments were
scheduled for floor votes but were combined inttydd so as to ensure quick passage
(Congressional Research Service, 2009c, pp. D#)January 28, the House passed HR
1 by a vote of 244-188, with 11 Democrats and titeeeHouse GOP caucus voting
against the bill (Clerk of the US House, 2009).

The Senate had already introduced its own verdi®fRRA on January 1, 2009,
S. 1, with the lead sponsor being Senator Majarggder Harry Reid (D-NV) (S 1,
2009). There were three major differences betwieeriouse and Senate bills. First,
Senate Democrats proposed a one year extensienisions to the Alternative
Minimum Tax (AMT), which added $70 billion to thdlls cost (Congressional Budget

Office, 2009, pp. 4-5). Second, Senate Democraisgsed cutting aid to states and
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providing additional aid to the elderly (CongressibBudget Office, 2009, pp. 2-5).
Third, Senate Democrats favored spending on healthand renewable energy while the
House favored spending on education, infrastruaaceaid to the unemployed
(Congressional Research Service, 2009b, pp. 1-Ag@ssional Budget Office, 2009, pp.
2-5). The final Senate version was priced at aaprately $820 billion (S 1, 2009).

In spite of these differences, the Senate stillzed it had to move quickly. The
results of failing to act were seen as potentieditastrophic by many in Congress,
especially by those on the President’s side ohtble (Associated Press, 2009). As
Congressman David Obey (D-WI) said on the US Hdlose on January 28, 2009, “This
bill is hugely expensive. But it is not nearly astty as continuing business as usual. It
has a big price tag because we are dealing with prbblem (Congressional Record,
2009, p. H620).” The Senate took up the bill obrdary 6 and debate moved quickly.
The Senate invoked cloture on February 7 by a @#b64-36 (US Senate, 2009). The
Senate then passed its version of the bill on FelriiO by a vote of 61-37 with Senators
Snowe and Collins of Maine and Specter of Pennsyévaeing the only Republicans to
vote in favor while all Senate democrats votedawvof of the amended HR 1 (US Senate,
2009b).

A conference committee was created immediately uperSenate's passage of
HR 1. A conference report was quickly agreed ahlargely stuck to the Senate version
of the bill when it came to bridging the gap. (CGaneihce Commtitee on HR 1 (2009),
2009) Specifically, the conference report kept3eaate’s AMT changes, although it
slightly raised the level at which relief was pmetd (Conference Commtitee on HR 1

(2009), 2009, p. Part 2). The conference reped micreased the so-called "Making
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Work Pay" tax credit (Conference Commtitee on H2A09), 2009, pp. Part 1-Sec
1001). It also provided COBRA subsidies for wosketho had been laid off in order to
make it easier for them to afford health care, el as other provisions (Conference
Commtitee on HR 1 (2009), 2009, pp. Part VI, S&39F). The cost of the conference
report bill was lower than either the Senate or $¢obills, primarily because the
conference committee chose to provide less diiddbandividuals than had been
proposed by either chamber (Congressional Res&aahce, 2009). The final bill
proposed a $250 onetime payment to low income wshigtirees instead of the $300
proposed by the Senate and the $450 proposed iyoiiee (Congressional Research
Service, 2009).

The conference report was completed on Februarylhe. House voted on the
revised bill on February 13, approving the confeeereport by a vote of 246-183, again
without a single Republican “yes” vote (Clerk oétbS House, 2009b). The Senate
approved the conference report later that saméygay60-38 vote, with the same three
republicans in favor and every Democrat votinghia affirmative (US Senate, 2009c).
President Obama signed the bill into law on Felyrdd; 2009 (ARRA, 2009).

The Design of ARRA

ARRA is composed of three primary components (Reoogov, 2010c¢): (1) a
$288 billion package of tax cuts and tax expendgdor both business and personal
taxpayers; (2) $224 billion in aid to states tophgdeserve entitlement programs
(primarily unemployment benefits), health care addcation programs which were

otherwise in danger of being cut; and (3) $275dailin federal contracts, grants and

97



loans to fund a series of projects, from infrastructireesearch to environmental
preservation and beyond (Recovery.gov, 2010c; Gmsgpnal Budget Office, 2009). It
is this last $275 billion that has received bytfe most scrutiny since it is the portion of
ARRA that allows for the greatest spending disoreind thus required the closest
scrutiny. Projects often had to be shovel-reafly.a result, money wasn't necessarily
going to be used where it might arguably have lmest needed. This concerned many
members of Congress since it meant that only govents already prepared to spend
funds actually got them.

This was no WPA-style approach like that seen liatke Great Depression
(Krugman P. R., 2012, pp. 118-123). Although disgending to create jobs occurred in
addition to amounts used to backfill state budgeis,was a very small part of the
overall picture (Krugman P. R., 2012, p. 121). ddwf this spending on infrastructure
projects was also designed from the start to etdiantractors rather than direct spending,
further adding to the costs of the programs siheecbntractors had to make a profit
(Krugman P. R., 2012, pp. 121-124; Sitglitz, 201.2271). Even if all the money that
had been designed to be spent on direct job creats in fact spent, this would have
amounted to two percent of total economic actiditlying the three year period over
which many, including Krugman, expected the crisitast (Krugman P. R., 2012, p.
122). As a result, there could be no fundamemdidre.

Adding to the problem was the fact that during thise, there was no approved

head of the office of federal procurement policfFf®») (Office of Management and

3 According to Recovery.gov, as of late 2010, 174,195 grants were issued under this section of ARRA, along
with 34,191 contracts and 1,600 loans (Recovery.gov, 2010c).
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Budget, 2011). In fact, a head of OFFP was nobip@d and confirmed until October
2009, several months after ARRA'’s passage (Offfddanagement and Budget, 2011).
This meant that there was no one in charge of pyahanges needed to implement this
large amount of government spending. This likedg an impact on ARRA’s
implementation, but may also have affected itsgtesince there was no person at OFPP
to help design or implement these regulations.

OMB took a very unusual approach for ARRA by beregy open to comments
and by getting the initial regulations out and tkkenstantly adapting them (Mihm & al,
2013). OMB is usually far more insular, more wiglito dictate what will happen than
being willing to listen to how it should happenhig was due to the accountability
community insisting on involvement from the stavtitfm & al, 2013). Attempts were
made to involve state and local auditors, but te&yout many cities and smaller
governments (Mihm & al, 2013). Most notably, tlee@untability systems set up in
ARRA responded to the concerns of entities withdéeacity to respond to these
requirements but did not allow for smaller citiede able to take advantage of ARRA
funds as they could not afford the staff time tocmt properly for their expenditures as
the law required (Mihm & al, 2013).

SETTING THE STAGE FOR ACCOUNTABILITY: GAO AND RATB

In order to ensure accountability for ARRA, the leelied primarily on two
organizations, one of which previously existed @#%0O) and one which was created by
the legislation (the Recovery Accountability ané@fisparency Board or RATB). This
section briefly introduces the role and approat¢hatseach of these two organizations

took in carrying out their responsibilities in tlugse.
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GAQO: A Broader and Quicker Mission

Since the GAO was already introduced in chapténi8,chapter will move
immediately to describe its role in this case. iBgithe study period, the GAO produced
49 different reports related to ARRA and also festibefore congressional committees
numerous times. These reports were of three pyityaes. First, reports which
summarized ARRA more generally and consideredvisall effectiveness. Second,
reports which analyzed specific aspects of ARRA imadle suggestions, primarily
concerning how to better manage aspects of itsamehtation (Mihm & al, 2013).

Third, reports tracking state level spending of ARIRnds in select states. Simply put,
GAO created a select group of representative statédracked the spending of ARRA
funds in them (Mihm & al, 2013). Regardless, GAOK a broader and deeper view than
any of the other organizations established to engacountability under ARRA.

GAO'’s primary focus was on the 11 mandates it hadeuthe law (ARRA).

GAO particularly focused on two main ones, state lacal government spending and
job numbers (Mihm & al, 2013). GAO encouraged Gesg to focus on how many jobs
were funded rather than created or saved sincevissseen as a more reliable metric.
GAO also sought to help Congress’s own internatrotéand reporting. GAO reported
constantly but their main reports came out on aobitmly basis (Mihm & al, 2013).

In order to track state and local funds, GAO platezans in 16 different states.
GAO picked states to focus on based on money apdigtion. GAO started with big
states and then looked to fill the gap in what natsrepresented, such as the South and
Midwest. GAO ended up with teams in states reprt@sg about two thirds of the money

and people. GAO was given $25 million to help krA®RRA and hired over 100 new
100



employees, many of whom were former auditors or Geh@ployees,, most of whom
were sent to one of the new field offices (Mihm &2013). The field teams would
observe and send data back to GAO’s DC headquavtesse topic experts would
confirm it, as is normal GAO procedure. When theney ran out to fund GAO's ARRA
operations in late 2010, all of the temporary @$ievere closed. GAO then continued
reporting on those states, albeit from afar inst#fazh the ground (Mihm & al, 2013).

GAO focused on four primary measures. First, iiaastoney sent out? Second,
was the money tagged properly? Third, where dedhtloney actually go? Fourth, how
many jobs were created or saved? This led to asfonueal time reporting and maps
(Mihm & al, 2013). This was not something GAO weed to. Accountability is usually
reactive and this was more proactive. Nonethelesss a useful approach and one the
GAO asserts will help improve work processes inftitere. As one GAO employee said
“Tracking money in real time will help us learn tegtwhat we should be alert for during
the normal report-writing process, even as it reimanostly after the fact and not real-
time (Mihm & al, 2013).”

GAO viewed ARRA as a pure political calculus. Thigs because a lot of focus
was on being able to brag about projects locdltythe GAO’ s view, ARRA ended up
becoming almost a grant program, providing tempoa#a to distressed governments in
order to help replace revenue lost by the recegdidmm & al, 2013).

The RATB: Inspector Generals Tracking ARRA's Impkration

In order to ensure that the funds expended in ARRAe spent in an efficient,
effective and legal manner, ARRA created an 11-nmesrbbard, known as the RATB,

which oversaw ARRA'’s implementation. This boareshsisted primarily of inspectors
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general from federal agencies which received fumidier ARRA. They were
responsible for tracking funds, receiving reportgf those that spent ARRA funds
(specifically from any organization that spent mttren $25,000 in ARRA funds) and for
running the Recovery.gov website, which was thenary public portal for information
on ARRA (Office of Management and Budget, 2009.4).

Unlike the other organizations that were partrefuging accountability for TARP
or ARRA, RATB did not write many reports. In faBATB only wrote six fairly general
reports on ARRA implementation and accountabilityinlg the study period. Instead,
RATB'’s role was to track expenditures of funds,uagroper utilization of metrics such
as “jobs created or saved” and ensure complianaedofidual actors with the law
(Recovery.gov, 2010). Given the inspector genssdé under which the RATB
operated, this was not surprising. Reports byaosp generals are rarely public.

Now that this chapter has described the organizatiesponsible for ensuring
accountability in ARRA, the next section will deiber the policy tools used for ARRA
and the accountability models designed to evalilngie usage.

POLICY TOOLS IN ARRA: TAX EXPENDITURES, CONTRACTINGGRANTS
AND PUBLIC INFORMATION:

While TARP was focused on making sure key insting did not collapse with
most funds expected to be returned to the taxpap@&RBRA was a more typical
countercyclical stimulus bill. There was nothirganor different about how ARRA
undertook its work; the tools were used in wayy th&d commonly been used before.

They were just used on a larger and broader scale.
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This section focuses on the main policy tools usedRRA. Each policy tool
will be described as to its definition in the lature, usage in ARRA and the
accountability models relied upon. The main towdse (1) tax expenditures, (2)
contracting, (3) grants and (4) public informatiofhese are by no means an exhaustive
list of the policy tools used in ARRA but they dhe main ones and are in agreement
with those listed in OMB’s initial ARRA guidance hieh listed the rules for each
program by policy tool (Office of Management anddBat, 2009; Office of Management
and Budget, 2009b).

Tax Expenditures

A tax expenditure is defined as “a provision ix k&v that usually encourages
certain behavior by individuals or corporationsd&ferring, reducing or eliminating their
tax obligation (Howard, 2002, p. 411).” Tax expimets, in effect, “expend” funds
through the tax code indirectly rather than throdghct spending. The cost may be the
same, but the tool and approach are different. ekmenditures are broadly used by
government to encourage behavior in a number afsaffdoward, 2002, pp. 410-415).
Some classic examples include those designed tmeage home buying by allowing
taxpayers to deduct mortgage costs, as well asteddax credits/deductions to
encourage purchase of energy-efficient vehicldsoone items.

Of the three main parts of ARRA, tax expendituresanarguably the least
controversial. Although there was debate over ihax expenditures made the most
sense, there was widespread agreement that saytitax expenditures were necessary
for any stimulus bill. Tax expenditures in ARRAdted $288 billion, more than any

other single part of the bill (Government AccourligbOffice, 2010, pp. 2-6). They
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were split into several parts, with $237 billionrmaarked for individuals, mainly in
Alternative Minimum Tax and Payroll Tax changes &bd billion for corporations
(ARRA, 2009, p. Title I). These tax expenditunesst of which were temporary,
constituted 37% of ARRA’s total cost (ARRA, 2009,Tjitle I; Recovery.gov, 2010b).

In spite of the high cost of these tax expendgutieere was almost no
accountability for how the funds were spent and leffective they were. Only the
political model of accountability was really putareffect here. While there are certainly
many legitimate policy reasons why tax expendituvese the right choice to make, there
was no tracking by GAO, RATB or anyone else in dateing the impact these tax
expenditures had on the economy or on jobs creatsdved (Government
Accountability Office, 2010, pp. 2-6). They weas, GAO’s Chris Mihm stated “purely
political (Mihm & al, 2013).” For example, and giv the administration’s stated goal of
assisting those most directly affected by the enoo@ownturn, reducing FICA taxes in
particular was both a political and policy win tbe Obama team. Members of Congress
had to be able to bring something tangible honteeo districts in order to sell ARRA to
a public already skeptical about bailing out tmaficial sector a few months earlier.

As Senator McCain (R-AZ) said in the Senate’s fohatbate on ARRA, “We are
on a spending spree of unprecedented and histapopions. We are committing what
some of us have called generational theft becaesarevlaying this debt on our children
and our grandchildren (Congressional Record, 200962311).” However, this does
not mean that there was a lot of accountabilityonel political accountability there was

not (Government Accountability Office, 2010, pp54Mihm & al, 2013).
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Contracting

Contracting is defined as a “business arrangeinetmieen a government and a
private entity in which the private entity promisesexchange for money, to deliver
certain products or services to the government@gento others on the government’s
behalf (Kelman, 2002, p. 282).” Contracting is @fi¢he most pervasive tools utilized in
government today, with many services formerly dlgegrovided by government being
contracted out (Cooper P. J., 2003, pp. 1-20is ithportant to note, however, that, even
when services are contracted out, governmentlisesponsible for ensuring the quality
of contracted goods and services, and should tageare to ensure they are efficiently
and effectively provided (Cooper P. J., 2003, paOL

While many ARRA funds went directly to state anddbgovernments to help fill
their budget holes, most new projects were corgchotit. These funds, mainly in the
areas of infrastructure and energy efficiency, wkasigned to give business directly to
the private sector. Most of these funds were dsgzbvia “pass through” methods which
involved giving state and local governments thabed of the funds to distribute with a
smaller amount distributed by the federal governntsalf (Government Accountability
Office, 2010b, pp. 1-5). GAO identified more th28,000 contracts that had been issued
by late November 2009, only nine months after ARRpassage (Government
Accountability Office, 2010b, pp. 1-5).

The accountability models in place for contracesevprimarily legal and
professional, with some political and performanceoantability thrown in. The political
accountability is fairly straightforward. The sgythat were everywhere after ARRA’s

passage were intended to allow both the federadmpovent and local representatives to
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make clear where the money was being spent in@omunity (Mihm & al, 2013).
Without those signs, political accountability fbese contracts would likely have been
more difficult to achieve.

Legal accountability existed because of the pealsand institutional
responsibility of those signing such contractsvoié waste, fraud and abuse. The rules
set out by the RATB and OMB made clear that theseiving funds as a result of a
contract would be held personally responsible tiergroper expenditure and service
delivery required under those contracts (Officéainagement and Budget, 2009, p. Sec.
2; Office of Management and Budget, 2009b, p. Sao®3). As the updated guidelines
on implementing contracts under ARRA stated, “Thcal importance of the Recovery
Act, and the funds it will make available to stim@ the American economy, require
heightened management attention on acquisitiompign (Office of Management and
Budget, 2009b, p. 52)” Agencies were requiredraviole heightened scrutiny to all
contracts and to ensure that they were undertakbfull transparency and dollar for
dollar accountability (Office of Management and Bat 2009b, p. Sec. 6). As Acting
Comptroller General Gene Doardo noted in testimmefpre the Senate Committee on
Oversight and Government Reform, RATB also hadyarkke here, as it was required to
“review grants and contracts, to ensure they mgetiGable standards, follow
competition requirements and are overseen by safficumbers of trained acquisition
and grants personnel (Doardo G. L., 2009b, p. Ihe RATB was thus responsible for
ensuring that contracts followed all standard prot® and were in concurrence with

existing contracting laws, rules and regulationslear usage of legal accountability.
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Professional accountability existed in the evatmabf with whom to contract,
where to contract and evaluation of contract siec®¢here to contract out was a
decision based on exiting federal standards (Mihal,&013; Office of Management
and Budget, 2009, p. Sec. 6) and the best profesigiedgment of those in the state or
agency administering these contracts. With pressuact in order to encourage private
sector job growth, there was doubtless pressuceritract out as much as possible, but
the decisions made were still fundamentally basedrofessional standards. In fact,
even though there was pressure to get funds ocklguARRA did not authorize usage
of expedited emergency contracting procedures ¢©fif Management and Budget,
2009b, p. Sec. 6.2.1). Instead, agencies werereeqio follow normal procedures,
which are based on professional standards, in éodemsure the best outcome for each
contract. GAO reports that nearly all of the caots issued under ARRA were issued
competitively, meaning that a professional deteatiam was made as to who was the
best to contract with (Government AccountabilityfiGd, 2010b, pp. 1-10). Evaluation
of contract success would then be based on edtallgrofessional standards, even if the
ultimate responsibility for any shortcomings wasrenof a legal accountability approach.
Regardless, these three areas represent a clggr afsarofessional accountability as it
relates to contracts under ARRA.

Performance accountability was present as weticoAding to OMB’s ARRA
regulations, agencies were required to producepadnce plans both for ARRA
generally and for specific contracts and to enthaethese were met (Office of
Management and Budget, 2009b, p. Sec. 6). SpaltyficAgencies must provide for

appropriate oversight of contracts to ensure ouésothat are consistent with and
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measurable against agency plans and goals undActi{®ffice of Management and
Budget, 2009b, p. 59).” Put briefly, agencies tmdhow, every step of the way, that
they were making progress towards measurable o@sormhis requirement that
performance and measurable outcomes be a dirdafany contracting decision was a
clear usage of performance accountability.

Grants

As explained in the last chapter, a grant is & tgat has the aim of either
‘stimulating’ or ‘supporting’ some sort of servioe activity by the recipient (Bean &
Conlan, 2002, p. 341).” Grants do not excuse theigonent from responsibility for a
service but they transition responsibility for adty undertaking it to a third party,
whether private, nonprofit or government (Bean &f@o, 2002, pp. 340-343). They are
commonly used to help achieve either political oliqy goals.

In addition to contracts, ARRA included many geamtareas ranging from
education to technology development to communigithe The idea behind these grants
was twofold. First, to use the available fundimgler ARRA to jumpstart research in
areas that either hadn’t been funded to the newrasknation’s satisfaction or had seen
the economy sap available grant funds (Office efltispector General for the USDA,
2009, pp. 2-7). Second, to help backfill statéoal funding that had dried up as a result
of the recession (Green, 2013; Government Accollitta®ffice, 2009k, pp. 3-8).

While contracts and grants are often confused omi another, including, at times, on
Recovery.gov, this study makes a clear distindtietween contracted services, where
something tangible like a road or a direct serisa® be delivered, and grants for

research or technological development that are triedoe temporary and do not
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necessarily result in a tangible outcome (Greeh32Government Accountability
Office, 2009k, pp. 3-8).

There was a problem, however, with issuing graimse during this period
grants.gov, the federal government’s primary gegptlication system, was undergoing
serious problems. For example, it was extremdficdit to submit applications to
grants.gov due to technical problems, includingopgms uploading needed attachments
and logging in to the system at all (Governmentdretability Office, 2009I, pp. 18-22).
While this issue deals with primarily implementatiand not design, the fact that
grants.gov was not fixed when it was known to Ipeablem before ARRA is nonetheless
worth noting.

As with contracts, the accountability models ilatien to grants are primarily
legal and professional but with some performanckepiitical accountability as well.
Unlike contracts, and since grants are not oftevisale, there is not as much political
accountability except inasmuch as politicians magkabout a specific grant for their
specific districts. Legal accountability existed,vaith contracts, in the tight control and
responsibility that grant recipients had for fui@®vernment Accountability Office,
2009k, pp. 3-8). For example, USDA Inspector Gahehyllis Fong stated that the
inspectors general, both independently and asudt &sARRA, would be focusing on
monitoring all “grant planning activities (Fong,@0 p. 7)” and would focus their efforts
on those grants deemed high-risk given their egpeg with the agency, recipient and
the grant in question (Fong, 2009, p. 7). Evemyngehad to be recorded and reported

and constant reports were required in order tocodissge and hopefully avoid waste,
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fraud and abuse. As with contracts, this approglelting a personal or organizational
onus for reporting and accountability, is a clesaige of legal accountability.

Also as with contracts, professional accountabilias utilized in the grant
process. Where to issue grants was certainlytéiday the legislation but broad leeway
was given within program areas. For example, alghanuch grant funding was
designated for new renewable energy technolodiese twas plenty of leeway for
professional standards to determine which techmedodeserved grant funds (Office of
Management and Budget, 2009b, p. Sec. 5). The sa®érue when it came to deciding
who should get the grants. As was the case wittracts, expedited award procedures
were generally not authorized under ARRA (OfficeMd#dnagement and Budget, 2009Db,
p. Sec 5.2). Instead, standard federal grant mége used, based on professional
standards, to choose among grant applicants (Gifisdanagement and Budget, 2009Db,
p. Sec. 5.2). In fact, the actual standards weee @igher, since, as OMB wrote in the
implementing regulations, “Agencies must take stbpyond standard practice, to
initiate additional oversight mechanisms in oraemitigate the unique implementation
risks of the Recovery Act. (Office of Managemend &udget, 2009b, p. 49)" As for
evaluation of grants issued, professional standasdaid out by GAO and OMB were
once again the focus for evaluation (Governmenwo#atability Office, 2010b; Office of
Management and Budget, 2009b, p. Sec. 5). Thesesent a clear usage of
professional accountability as it relates to thengg policy tool.

The implementing regulations for grants under ARfRRAuire that “Agencies
must adapt current performance evaluation andweprecesses to include the ability to

report periodically on completion status of thegyeom or activity, and program and
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economic outcomes, consistent with Recovery Aatiregquents. (Office of Management
and Budget, 2009b, p. 49)" Agencies were requioeshow that each grant not only met
specific performance goals but also that the ol/grahts structure in the agency met the
general performance goals of the required ARRAqguarénce plan (Office of
Management and Budget, 2009b, p. Sec. 5.4.1) Agemere also required to validate
their performance measures with the relevant Irtsp&eneral’s Office, to ensure that
they were sufficient to ensure measureable outcd®#ce of Management and Budget,
2009b, p. Sec 5.4.1).

Public Information

As defined in the last chapter, the public infonm@afpolicy tool can be said to
exist when government uses public information a&g@ to encourage a change in
behavior, largely by private actors but possiblyploylic ones as well. Public
information was utilized in relation to ARRA in tiieoad publication of all data on those
sending and receiving funds on recovery.gov, mothly by placing all recipients on a
map with these details of the funds they were aecdearly displayed (Recovery.gov,
2010b). These steps represent public informataiicypbecause they are intended to
influence the behavior of decision-makers on whergend funds, contracts and grants.
Knowing that their decisions will be immediatelybgect to public scrutiny was intended
to change the behavior of these actors since thgigtritend to make different decisions
knowing that their work was clearly public.

Political and performance accountability were pnése relation to this tool.
Political accountability was present in two waysrst, the map-based reporting system

allowed members of Congress to demonstrate whedsfwere being spent locally
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(Green, 2013). This was then used to help encewagport, by some at least, for
ARRA. Second, congressional oversight was basetlistocalized approach and
Congress chose to evaluate ARRA'’s public infornmabased on this standard (Green,
2013).

Performance accountability was present due taslage of the jobs created/saved
versus funds expended as based on the map-baséidddapproach. The focus here
was on ensuring that each community got equallosedo equal, help from their share
of ARRA funds in various forms. This type of lo@dproach to ensuring that each
community recovered its “fair share” of funds ahdttthe funds were to be spent
properly is an example of performance accountgbilit
Conclusion

Unlike TARP, ARRA was fairly close to what wasginally intended: a broad-
based stimulus bill focused primarily on direct goyment spending (albeit via indirect
means such as grants and contracts) and tax exyeysdi Whether or not this is the right
policy mix is not for this study to say. Thisdyuwill now proceed to analyze what this
all means relative to the initial research questiposed and analyze the extent to which

each accountability model does, or does not, exalicy tool choice.
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Chapter 5: Analyzing Trends and Meanings for Curegnd Future Research

In chapters 3 and 4, this study described thescalsEARP and ARRA. This
chapter will analyze these cases and describe tiwegpimean for both theory and
practice. This chapter will explain the answerth®questions posed by the literature
gaps in chapter one. It will do so by focusingtfion the two primary research
hypotheses, that a single model approach is irtseifii to explain policy tool choice and
that a multiple model approach is superior. Tligpter will then proceed to describe
what this means in relation to theory and practcexplain what this study has added to
the literature and to provide some guidance farrutesearch.

ANSWERING THE RESEARCH QUESTION: SINGLE MODELS INSBICIENT,
MULTIPLE MODELS SUPERIOR, TOOL MATCH NOT AS CLEAR

The research question for this study was how effelgtany one of the four most
commonly used models of accountability explainspbkcy tool choices made to
address the accountability issues in TARP and ARR@A . answer this question, the study
posed two hypotheses. First, that no one modeaegothe policy tool choices in either
TARP, ARRA or both. Second, that using multipledels will better explain these
policy tool choices. This section will analyze half these hypotheses before moving on
to answer the main research question.

Single Models Insufficient to Explain Policy ToohGice

The first hypothesis was based on the assumptadrtabl choices are complex
and therefore that none of the four accountahbiitdels would, by themselves, fully
explains most policy tool choices. In all but teases, the tax expenditure tool for

ARRA and grants for TARP, the data supported tgokhesis. In order to demonstrate
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that the data back up this assertion, this segtihrgo through each of the pertinent
policy tools in turn, beginning with the policy tsased in TARP and then moving on to
the policy tools used in ARRA, attempting to expl#iem using only one policy tool.

Direct Government in TARP

Direct government was used in TARP in the creabib®FS. Political
accountability explains this choice in the requiestthat the Senate approve the director
of OFS and that OFS had a key role in managinguirgas investments in relation to
TARP (Office of Financial Stability, 2014). It nhigeven explain the creation of
SIGTARP as a body to monitor and provide oversight,it does not explain the
standards SIGTARP used, which focused on standap®ctor general auditing
standards and procedures (SIGTARP, 20091, pp. 1-303TARP evaluated OFS’s
decisions of where to invest its funds and howanitored them based on the principle
of individual legal responsibility, a typical legatcountability approach (SIGTARP,
2009f, pp. 1-10). The legal accountability use®IGTARP along with political and
professional accountability mean that the data shitvat a single model does not explain
the tool choice.

Loan Guarantees in TARP

Loan guarantees existed in TARP’s provisions guasng that the government
would ensure that Fannie Mae and Freddie Mac welgolvent so as to avoid their
(and arguably the housing market’s) collapse. ¢asibnal accountability explains part
of this choice as the US Treasury was given airoteetermining where and when to
issue loan guarantees in concert with establishef@gsional standards, which after all is

the basis for professional accountability (Bauni,20 However, professional
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accountability does not explain the performancerimbly which these loan guarantees
were based on, that the areas in which they wenglgeven remain stable and that, for
example, the money market not break the buck (Con2ia08). Once again, therefore, a
single model approach does not fully explain tdwice.

Direct Loans in TARP

Direct loans were utilized in TARP in the form ofihs given to the big three auto
manufacturers as well as to AIG. Political accability explains part of this tool choice
in that the institutions chosen to get loans werteomly economically important but also
politically important (Wilkerson, 2013). As the aviormer top staffers in the COP said
in interviews, the reason why the auto manufacsureparticular had to be rescued was
as much politics as it was policy (Baum, 2013; \WiHon, 2013). Underscoring this
point, President Bush said in relation to the dostilout “The American people want the
auto companies to succeed, and so do | (NeumaB).208dowever, while they were
politically important, professional accountabildgiso demanded that these loans be made
in a way that would serve the public interest. iirty, and in relation to AIG, the
Federal Reserve board said “a disorderly failural@ could add to already significant
levels of financial market fragility and lead tdostantially higher borrowing costs,
reduced household wealth, and materially weakem@oic performance (Board of
Governors of the Federal Reserve System, 2008l)€ loans given were therefore
evaluated by GAO and the COP on the basis of whétleg were in the public interest
in concert with professional standards in placthatagencies giving the loans (Baum,
2013; Mihm & al, 2013). While a case could be mbmtd¢hese loans being politically

important and thus representative of political artability, the reason behind the choice
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of direct loans can be better explained by protesdiaccountability and thus a single
model approach once again fails.

Contracting in ARRA

This chapter will now address the policy tools usedARRA, beginning with
contracting. Under ARRA, thousands of contractsewssued by all levels of
government. In fact, GAO noted that 28,000 consrbdad been issued under ARRA as
of November 2009, only nine months after ARRA’sgzae (Government Accountability
Office, 2010b, pp. 1-5). Legal accountability exipk part of this choice in that the
contracts were evaluated on the basis of contaacthd other related legal standards,
most notably by GAO (Government Accountability ©fj 2009f). An individualistic
legal standard was used, as was described in clfapte However, professional
accountability explains this tool choice more fudly the decisions on when, with whom
and how to contract were designed to be made obasis of professional judgment and
were evaluated as such (Mihm & al, 2013). Morecgpally, while the evaluation of the
contract was based on legal standards and legaliatability, the choice of with whom
to contract was based on professional accountabiliherefore, once again, a single
model approach is insufficient to explain this pgliool choice

Grants in ARRA

As already noted, grants and contracts are natdhee. They have a different
control mechanism, with the issuing agency holdimage control over the funds and their
dispersal, than contracts, which are typically nafra partnership (Cooper P. J., 2003).
In addition, grants and contracts utilize differbotlies of law and must therefore be

considered separately (Cooper P. J., 2003). Gvears also broadly utilized in ARRA
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in relation to a number of areas, such as researdldevelopment of new energy
technologies (Mihm & al, 2013). The decision onenéhand how to issue grants can be
partially explained by professional accountabiis/ ARRA granted broad discretion for
agencies to expend funds earmarked for grantsegisstw fit to meet policy goals, such
as energy efficiency (Mihm & al, 2013). HowevelyIB's requirement that all grants be
evaluated on the basis of performance accountahilitkes it apparent that performance
accountability is also necessary to explain thigcgaool choice (Office of Management
and Budget, 2009b, p. Sec. 6). Therefore, no siagtountability model can fully
explain this tool choice.

Public Information in ARRA

Public information was utilized in relation to ARRAthe broad publication of
all data on those sending and receiving funds.s@ls¢éeps represent public information
policy because they are intended to influence #t&bior of decision-makers on where
to send funds, contracts and grants. Knowingttiet decisions will be immediately
subject to public scrutiny was intended to afféet behavior of these actors since they
might tend to make different decisions knowing tinair work was clearly public.

This was partly representative of political acdalnility as members of
Congress, and the public, could then use thistdat¢asure that funds were being spent
evenly across districts as well as properly withiem (Mihm & al, 2013). However,
performance accountability explains some additio@easoning behind this tool choice as
the jobs created/saved metric, as well as whersetjulbs were created/saved, was a key
part of the pitch for ARRA (Mihm & al, 2013). Oa@gain, a single model approach is

insufficient to explain this tool choice.
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The Two Exceptions: Tax Expenditures in ARRA andri@@s in TARP

This chapter will now discuss the two cases whesimgle model approach is
sufficient to explain policy tool choice. The fiis tax expenditures in ARRA. As noted
in chapter four, tax expenditures totaled $288dillmore than any other single part of
the bill (ARRA, 2009, p. Title I; Recovery.gov, 2lld). They were wide-ranging,
although mostly directed towards those at the laaver of the income scale (ARRA,
2009, p. Title I; Recovery.gov, 2010b). There swand policy and, of course, political
reasons for these tax expenditures but no metriother evaluations were put in place to
determine the effectiveness of these tax experdit(Mihm & al, 2013). No part of
ARRA assigned any responsibility for tracking thése expenditures to any of the
bodies tracking the broader law (Mihm & al, 2013ne accountability, therefore, was
purely political (Mihm & al, 2013). This was inteonal. As one Senate staffer said,
members of Congress wanted something tangibleing home to their districts and tax
expenditures were an easy way to do so (Green,)2(0Xfrefore, and as stated in
chapter four, this is an instance in which only amedel explains the tool choice.

In relation to grants in TARP, most of the graneyevgiven to those whom were
politically powerful in order to secure importardtes (Pope, 2011). For example,
money for timber payments was included in ordegdbthe votes of some members of
Congress in the Pacific Northwest (Pope, 2011)is d@hcision could be explained on
other grounds but it is mostly explained by poditas a classic example of “vote-buying”
(Fenno, 1978) since it resulted in members of Cesgywho had voted against the bill the

first time voting in favor the second when thesangs were included (Pope, 2011).
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These vote-switches were necessary to pass TARBs, §rants in TARP represent a
second case in which a single model approach feiguit to explain tool choice.

Nevertheless, while there are two instances in vhisingle model approach
explains tool choice, the data from the rest ofgbkcy tools indicate that a single model
approach is insufficient. In all other case, miilg at least two models explains the other
policy tool choices more fully than one model alores a result, the data support the
hypothesis that a single-model approach is gernyaralfficient to explain policy tool
choice. This chapter will now proceed to examhedata around the second hypothesis
and evaluate whether a multiple model approachpssor for explaining policy tool
choice.

Multiple Models Have Greater Explanatory Power

The second hypothesis was that using multiple atedility models would have
greater explanatory power in explaining policy tobbices. The reasoning behind this
was, as noted above, policy tools are complexunstnts and there are often many
reasons why they are chosen, whether politicafepsional, legal or performance-based.
As a result of this complexity, it is typically tlrase that tool choices need to be viewed
from the perspectives of multiple accountabilitydats in order to explain tool choice.
With the exception of two instances noted in tis &ection, the policy tools used in
TARP and ARRA required multiple models to fully éxip.

This section will now evaluate the remaining tomtsere multiple model
approaches provide greater explanatory power. td¢ie used will be loan guarantees,
direct government and direct loans for TARP andremting, grants and public

information for ARRA.
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Loan Guarantees in TARP

One of the major ways in which TARP was designeprévent a collapse of the
financial system was by providing loan guarantegfivse in the marketplace so as to
calm skittish investors (Baum, 2013). Loan guagastwere primarily given to Fannie
Mae and Freddie Mac in order to shore up the hgusiarket and make clear that
federally backed loans were secure (Baum, 2013)digcussed in chapter 3, this study
found that all four accountability models playewbke in this policy tool choice.

Political accountability was present both in theick to use loan guarantees to
save politically important institutions such as Ri@Mae and Freddie Mac and in the
choice to give oversight for loan guarantees toGd, which was a political body
chartered by Congress to evaluate TARP (Wilker20@,3). This choice to give
oversight authority to a political body is repretsgive of political accountability.

Legal accountability was present in the role a spp@aspector general
(SIGTARP) had in ensuring that these loan guaranteze administered in accordance
with the law (Congressional Oversight Panel, 20@@d 3-8; SIGTARP, 2009b, pp. 5-
12). These legal standards, which included, xangple, whether banks had
misrepresented their financial status to the fddgraernment before receiving TARP
funds, were based on both civil and criminal laWxBARP, 2012). They resulted in
SIGTARP pursuing multiple criminal and civil casegainst parties that violated the law,
as one would expect in an approach based on legauatability (SIGTARP, 2013b).
As a result they were representative of legal actzadllity.

Professional accountability was present in thi$ ¢boice in the discretion given

to the US Treasury in how and when to issue suehagitees as well as the established
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federal standards by which they were evaluated A9 @nd SIGTARP (Mihm & al,
2013). For example, GAO evaluated whether the adury was properly issuing and
monitoring these loan guarantees (Government Adedility Office, 2013, pp. 2-5).
GAO created a list of recommendations, based ofegsmnal standards, to determine if
Treasury was properly monitoring and issuing loaargntees and then evaluated
Treasury against those recommendations (GovernAeaauntability Office, 2013, pp.
12-17). Since these recommendations were basptessional standards, this
represents a usage of professional accountabditdeéined in chapter 2.

Finally, performance accountability was preserthmextent to which the
performance of the market was clearly intendedeta barometer of this tool's success
(Baum, 2013). Specifically, if an institution whievas given a loan guarantee did better,
it was regarded as a success, while if it failedias regarded as a failure (Baum, 2013).
This market performance metric is a key way in \tperformance accountability can be
invoked. It certainly was the case here.

To look at just any one of these models in relatethis tool choice would be to
miss an important part of the picture. As showavaband in chapter three, more than
one model is needed to explain this tool choicker&fore, with regards to this tool, the
second hypothesis is true.

Direct Government in TARP

Direct government was a key part of TARP. As désed in chapter three, direct
government was a part of TARP in the money mam®tue program and the creation of

OFS within the US Treasury
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All four models applied to the usage of the digmternment tool in the case of
TARP. Political accountability was present in tigla to TARP in the role Congress had
in confirming OFS’s director and in the oversigleahngs held in relation to the money
market policy (Emergency Economic Stabilization AE2008, 2008; US Office of
Financial Stability, 2012). Political accountatyilivas also present in relation to TARP
in the congressional oversight hearings relatebABP (Government Accountability
Office, 2009f).

Legal accountability was present in relation to TAR the oversight of
SIGTARP in ensuring that the Treasury correctlylengented their duties under this law
(SIGTARP, 2013b). Specifically, SIGTARP was resgbte for ensuring that
government action was within the law and that altipipants were acting legally and
responsibly as determined by federal legal starsdg@tGTARP, 2009h).

Professional accountability was present in retato TARP in two ways. First,
OFS’s work was evaluated based on establishedgsiofeal standards related to tracking
of funds (Baum, 2013). Second, OFS had a keyinadasuring that the money market
actions were undertaken in concert with professisteandards (Baum, 2013). OFS was
held to account by the professional standardsasfettin the COP and were evaluated
against those standards constantly, marking a usfggefessional accountability in
relation to this tool (Wilkerson, 2013).

Performance accountability was present in relaohARP in the money market
actions in that performance metrics, however infdriwere utilized to ensure that the
money market was not “breaking the buck” (Bauni,2@Condon, 2008). COP and

others evaluated the success of TARP based on ermatimot they were able to keep the
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money market from “breaking the buck”. This foausmeasureable standards
represents a usage of performance accountability.

It would be missing part of the picture to lookoaty one accountability model in
relation to this policy tool choice. As shown ab@nd in chapter three, more than one
model is necessary to explain this tool choiceeré&fore, with regards to this tool, the
second hypothesis is true.

Direct Loans in TARP

Direct loans were another critical part of TARPs discussed in chapter 3, loans
were given to institutions including auto manufaets, banks and AIG. These loans
were at the heart of TARP, as it fed money baak antinancial system that lacked
capital flows.

All four accountability models explain this polibyol choice to some extent.
Political accountability explains the focus on s@vpolitically important government-
funded institutions such as Fannie Mae and Frelddie and auto manufacturers.
Although these choices could be justified on poicgunds, saving them was also
important because the political damage causeddiyfdilure could have been
significant (Baum, 2013; Green, 2013; Wilkersonl 20

Legal accountability explains this tool choicewihe role SIGTARP was given
in tracking these loans and ensuring that nonbe@parties violated the law. For
example, SIGTARP ensured that banks properly adeduor the loans they received
through TARP (SIGTARP, 2013d). In one case, SIGPARcharges resulted in Fifth-

Third Bank paying a $6.5 million fine as a resdulthe bank’s failure to properly account
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for TARP loans (SIGTARP, 2013d). This represenisage of legal accountability in
relation to direct loans.

Professional accountability explains this tool clean the role that the US
Treasury was given in deciding where and to whomsdoe loans. It was also present in
the standards to be used by SIGTARP and GAO iruatiag such loans. Specifically,
these loans used professional standards from tleedlegovernment’s “green book” and
“yellow book” to determine how and whether thesenlguarantees were properly
administered (Mihm & al, 2013).

Performance accountability explains this policyl tcioice because the success of
this particular policy tool was, at least partiakyaluated on the basis of market
outcomes and performance (Congressional Overseyi¢lP2009). Specifically, the
concern was whether companies benefited as a dstkese loans. If they did, that was
considered a success under TARP’s performanceatds{Congressional Oversight
Panel, 2009). This is representative of perforrmasrountability in relation to this
policy tool.

Once again to look at any one of these modelsolatisn only gets to part of the
picture. All four models can help explain thisipgltool choice. Once again, a multiple
model approach is superior and this hypothesialisated.

Contracting in ARRA

Contracting was a critical part of how ARRA dispatgunds. In order to
undertake the actual projects authorized under ARBderal, state and local

governments largely contracted out the performafitkis task. As already noted,
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28,000 contracts were issued under ARRA as of Ntwezr2009, only seven months
after ARRA'’s passage (Government Accountabilityi€ff 2010b, pp. 1-5).

As noted in chapter four, this study found that@ligh accountability in relation
to this tool was primarily legal and professionthkre was some performance and
political accountability as well. Political accdabhility existed in the specific selection
to award contracts to those that were politicabyprful (Green, 2013; Mihm & al,
2013). Some evidence appeared to suggest thapbigal contributors might have
gotten bigger contracts under ARRA (Hoover, 20118dwever, an academic study
argues this point, stating that there is limitetlemce to suggest that contracts were
awarded based on political factors (Boone, Dub&aglan, 2014). Nonetheless, it
appears that politics probably played at least sai@ein awarding contracts.

Legal accountability existed because of the pels@saonsibility of the
organization and persons in the organization resiptsfor signing such contracts to
avoid waste, fraud and abuse (Mihm & al, 2013peically, GAO evaluated whether
those receiving contracts were administering theloncert with state law (Government
Accountability Office, 2009d). This type of focaa the legal procedures and rules is
representative of legal accountability.

Professional accountability existed in the evatratf whom to contract, where
to contract and evaluation of contract successei@/to contract out was a decision
based on exiting federal standards (Mihm & al, 2@fice of Management and Budget,
2009, p. Sec. 6) and the best professional judgofehbse in the state or agency

administering these contracts. GAO evaluated vérdibth states and the RATB
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followed these standards in relation to contraGsvernment Accountability Office,
2009d, pp. 5-7).

Performance accountability was present in thapmicg to OMB’s ARRA
regulations, agencies were required to producepagnce plans both for ARRA
generally and for specific contracts and to enthaethese were met (Office of
Management and Budget, 2009b, p. Sec. 6). Thlasusage of performance
accountability in relation to this tool.

In short, the choice to utilize the contractingippkool was based on all four
models. This makes sense because contracts deatlsaw on all aspects of
accountability. As a result, multiple accountdpiinodels are present in relation to the
contracting policy tool in ARRA.

Grants in ARRA

ARRA included a variety of grants in areas rangnogn education to technology
development to community health. As already nati@id,study makes a clear distinction
between contracted services, where something tiengie a road or a direct service is to
be delivered, and grants for research or techncddgievelopment that are meant to be
temporary and do not necessarily result in a tdagibtcome (Green, 2013; Government
Accountability Office, 2009k, pp. 3-8).

All four accountability models explain part of tipslicy tool choice. Political
accountability existed inasmuch as grants werengiwendividual districts, where local
members of Congress were able to brag about theéhetoconstituents. For example,
Oregon Senator Jeff Merkley (D-OR) openly asséds $ecuring ARRA grant funds for

the state is proof that he can deliver for his ttuents (Oregon's Senator Jeff Merkley,
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2014). This sort of behavior is what that wouldeipected for a policy predicated in
part on political accountability.

Legal accountability existed, as with contractshi@ tight control and
responsibility that grant recipients had for fui@®vernment Accountability Office,
2009k, pp. 3-8). For example, USDA Inspector Gahehyllis Fong stated that
inspectors general, both independently and asudt &sARRA, would be focusing on
monitoring all “grant planning activities (Fong,@ p. 7)” and would focus their efforts
on those grants deemed high-risk given both thgieeence with the agency, recipient
and the grant in question (Fong, 2009, p. 7).

Professional accountability explains this toolickan the role that agencies were
given in determining where, with whom and how taleate grants. The guidelines
under ARRA gave broad latitude to agencies to iggapts to specific recipients as they
felt best served the public interest (Office of Mgament and Budget, 2009c, p. Sec. 3).
For example, although much grant funding was deseghfor new renewable energy
technologies, there was plenty of leeway for preifesal standards to determine which
technologies deserved grant funds (Office of Manssyd and Budget, 2009b, p. Sec. 5).
As for evaluation of grants issued, professiorahgdards as laid out by GAO and OMB
were once again the focus for evaluation (GoverrnirAenountability Office, 2010b;
Office of Management and Budget, 2009b, p. Sec. 5).

Performance accountability was present in this¢boice since the implementing
regulations for grants under ARRA required thatg&Acies must adapt current
performance evaluation and review processes tadedhe ability to report periodically

on completion status of the program or activityd @nogram and economic outcomes,
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consistent with Recovery Act requirements. (OffiddManagement and Budget, 2009b,
p. 49).” These plans are representative of exaledysort of metrics used in a
performance-accountability case.

If one were to consider only one accountabilitydelpone would miss a key part
of the picture. Approaching this tool choice franmulti-model perspective increases
what can be explained. Once again, the hypotliegsisa multiple model approach is
superior is confirmed.

Public Information in ARRA

As noted in the prior section, public informatioaswitilized in relation to ARRA
in the broad publication of all data on those segdind receiving funds. These steps
represented public information policy because #reyintended to influence the behavior
of decision-makers on where to send funds, corgttatl grants. Political accountability
explains this tool choice in that the map-basednapy system allowed members of
Congress to demonstrate that funds were being $peaily (Green, 2013). In addition,
congressional oversight was based on this locabpgdoach and Congress chose to
evaluate ARRA'’s public information based on thenstard (Green, 2013).

Performance accountability explains this tool ckalue to the usage of the jobs

created/saved versus funds expended as based maphbased localized approach.
The focus here was on ensuring that each commagaittgqual, or as close to equal, help
from their share of ARRA funds in their variousrf® (Boone, Dube, & Kaplan, 2014,
pp. 1-3).

Although the public information tool did not uzé all four models, looking at

only one model is missing part of the pictureis lhot enough, for example, to say that
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the map-based approach was utilized only becaugelitital reasons when the
reasoning behind it was performance-based as @elie again, the hypothesis that a
multiple model approach is superior is supportedhieyevidence.

Summing Up the Results: Multiple Model Approach Sugr

As shown here, as well as in chapters three anml &osingle model approach
leaves out important factors that policy makerssabered in determining which tools to
use and therefore only gets to part of the pictiwslizing a multi-model approach has
greater explanatory power in relation to tool clesim every instance except tax
expenditures for ARRA and grants for TARP. Assutt it is clear that the hypothesis
that a multi model approach explains more aboutdbkechoice than a single model
approach is true.

POLICY TOOL CHOICE AND ACCOUNTABILITY MODELS: EXPLANATORY
POWER STRONG IF UNEVEN AND STILL POSSIBLE TO LEARNMUCH

This chapter will now consider the question “Hovieefively does any one of the
four most commonly used models of accountabilitylax the policy tool choices
chosen to address the accountability issues in TARPARRA?” The answer differs
between the two cases but the answers are latyelgaime in that accountability models
do explain policy tool choice.

For TARP, the definition of the policy problem hasignificant impact on the
connection between policy tools choice and accduilittamodels. In this case, the
decision not to focus on economic regulation apptahave fallen victim to the
definition of the policy problem as needing to sothie immediate causes of the crisis

rather than the reasons the crisis happened ifrsh@lace. Specifically, the policy
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problem for TARP was defined as needing to soleerésults of the crisis rather than the
cause of it in the first place.

Doubtless part of the policy problem definition whge to the speed with which
the policy was adopted, with the policy being eadabout two and a half weeks after its
original inception. This speed meant that accduihtyawas not as well-defined as many
would have liked and arguably that it was not thaeeas likely to be as well thought out
a policy as many would have liked. As John Tagkd in February 2009, “the
government’s intervention plan had not been fuligught through (Taylor, 2009).” This
speed and lack of full policy development that Baynd others noted meant that policy
tool choices were not necessarily those that wagenally said to be part of the bill,
most notably in the areas noted in chapter three.

Nonetheless, and as noted in chapter three andhhpser, accountability models
do explain some of the tool choices and help ugrstdnd how they were both set up
operationally and how the accountability of thesad would be determined. If one did
not consider the accountability models in relatothe direct loan tool, for example, the
evidence suggest that it would not be possiblenttetstand the role professional
standards played in determining which companiedagots, at what rates and how they
were tracked.

In relation to ARRA, the link between policy to@ed accountability models is
more apparent. This is due primarily to threedegt First, ARRA was a more
conventional bill than TARP and so was working witbre established approaches; and
the accountability models that are tied to thegyolools used in those approaches are

fairly well established. Second, GAO and otherthanaccountability community
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insisted that policy tools be tied to clear accability standards, at least when it came to
areas other than tax expenditures (Mihm & al, 2013)e accountability community
asserted that it was critical that this be donebse the large sums of money being
expended under ARRA in a very public manner demaictkar standards tied to policy
tool approaches (Mihm & al, 2013). Third, OMB’s mwegulations concerning ARRA
break down the bill’s approaches into individualipptools and the standards on which
they will be evaluated relative to each are cl€dfi¢e of Management and Budget,
2009c¢). This was unusual as there does not appéar another case in which OMB so
clearly states the policy tool choices and tiesithe accountability models.

Policy tool choice, at least in relation to TARRI&ARRA, is explained in a
variety of significant ways by accountability moslelThe extent to which it is may differ
and its impact but this is nonetheless a cleanaugue approach to connecting policy
tools and accountability models.

EVALUTING TARP AND ARRA: LESSONS THAT CAN BE LEARNP

The following section will provide some lessonattban be learned from TARP
and ARRA. It will evaluate how the policies wenedertaken, how the circumstances in
which they were created impacted them and whatelisus about policy design,
accountability and policy tools.

Lessons that can be Learned from TARP

When faced with a decision on how to resolve &lera as daunting as the great
recession, TARP was a unique policy that responaldde major problems posed by this
crisis. The following section will discuss and Bza this study’s three main findings

related to TARP alone. They are: (1) the deciswoattack the results of the problems
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cause by the economic crisis of 2008 rather tharstiurce itself; (2) the speed of
response impacted tool choice; and (3) the fa¢tabeountability was not initially as
present as had been publicly asserted prior tbithe passage. This is not an exhaustive
list of findings but they are the three most impatt

Attacking the Results of the Problem Rather thanGhuse: Lack of Requlation

As discussed in chapter three, the economic @fs2§08 came about in no small
part due to decades of deregulation. The systehibban left vulnerable to abuse as
deregulation allowed riskier and riskier investnseiat take place with little to no
government oversight. The system was indeed abus&dis apparent to many that part
of the solution to this crisis needed to be re-t&iinn of some sort so as to control and
prevent such events from occurring again (Krugman2B09; Stiglitz, 2012, pp. 22-25).
While this would later happen in part with the Defeicink Wall Street Reform Consumer
Protection Act of 2010, it did not in TARP (US Coess, 2010; Krugman P. R., 2012,
pp. 86-89).

Congress did not address regulation at all in PAfRcept in the very limited
sense that executive bonuses were supposedlylitmibed for those receiving
government funds (although this didn’t turn oub®the case) (Green, 2013). Instead,
TARP made a conscious choice to attack only thaltsesf the problem and not the
underlying problem itself (Green, 2013; Mihm & 2013). For example, it provided
loans to AIG and the big three auto manufacturatsilo not reform the underlying
regulations governing these industries (Mihm &24113).

This is not an invalid policy choice by any meéns it did not get at the root of

the problem. It was also unlike the responseecstvings and loan crisis since the focus
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there was both on saving the system and on reatgglit (Krugman P. R., 2012;
Stiglitz, 2012).

TARP’s decision to focus on the results of theisrdid not address the
fundamental problems of the system, as Dr. Coopertpout (Cooper P. J., 2009). This
left the system open for future abuse. TARP masetreelped put out the fire started by
the economic crisis of 2008 but it did little to keahe financial system fire-proof for the
future.

Speed of Response Impacted Tool Choice

There was no question that members of Congressth&tlthey had to respond
quickly. The markets agreed, with the precipitdugp after Congress failed to pass the
first version of TARP being clear evidence of thAdd to that looming presidential and
congressional elections and this was a situatiavhich members of Congress believed
that they had to find a way to pass a bill thatvmted quick and politically sellable
benefits (Baum, 2013; Wilkerson, 2013). Treas@ysed this too, which is why its
initial proposal was only three pages; this inipabposal was designed specifically to
force Congress to act quickly and to give Treasuwoad authority to respond quickly
(Paulson, 2008). Although this initial proposalsweot reasonable or feasible, since few
in Congress were prepared to turn over that muchecked power, it was yet one more
thing putting pressure on Congress to act quickty ot get bogged down in the details.

This decision to act quickly impacted the choitéools that were in TARP in
three primary ways. First, in multiple cases, asndnstrated in chapter three, some of
the tools that were originally intended for thd, ok that one would expect to find in the

bill, were not actually in the bill. Most notablyroponents of TARP said it was going to
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use public information and government as a corpordiut TARP did not do so (Baum,
2013; Wilkerson, 2013). This was probably dudeast in part, to the speed with which
the bill was put together.

Second, tools were often put in place withoutrcieglementing guidelines. In
several cases, according to those at GAO and C@OBrgms were announced without
any implementing guidance just so that Congresdlaméresident could demonstrate
that they had taken action (Baum, 2013; Mihm &8l13; Wilkerson, 2013). While this
certainly happens in normal cases as well, tho&A& and COP believed that it
happened far more often with TARP (Baum, 2013; M#ral, 2013; Wilkerson, 2013).
The agencies and the administration would thetheeadministration write the rules.
Thus, it was clear that the speed with which tlggslation was implemented impacted
the tool choice.

In addition, the tools TARP did utilize were diféat than what might have been
expected. As discussed in chapter three, for ebartigere was almost no usage of
economic regulation as a policy tool. Instead,fdoeis was on fixing the results of the
failure rather than the causes of the failurefisel

While there were many legitimate reasons for Cesgto move with speed, there
is no doubt that speed had an impact on the dedithre bill. The next section will
discuss how this focus on speed of response imghactountability.

Accountability Missing?

Lack of accountability was one major reason whgr&ary Paulson’s initial
three-page bill was rejected. Most in Congresgbirdid not trust him with that kind of

power (Green, 2013). As it emerged from Congréa&P was inlaid with
134



accountability mechanisms but they were not asigtes many thought at the time
(Baum, 2013; Mihm & al, 2013; Wilkerson, 2013). ns®of this was likely due to the
lack of further time for reflection.

Under section 125 of the Emergency Economic Seatibn Act of 2008 or
EESA, the act which contained TARP, Congress aizbdrcreation of the COP
(Emergency Economic Stabilization Act of 2008, 2008Sec. 125). COP was vested
with a broad mandate to “review the current stathe financial markets and the
regulatory system. (Emergency Economic Stabilirafiot of 2008, 2008, p. 125)" COP,
however, was not vested with real authority, apurpose was simply to report on both
the markets in general, and the impacts/implememntaf TARP more generally (Baum,
2013; Wilkerson, 2013). None of its recommendatiovere required to be implemented
by anyone and, in fact, due to the one-per-mongled@t which COP produced reports,
there was little time for feedback or study befibre next one came along (Baum, 2013;
Wilkerson, 2013). Ultimately COP could do littleone than sound the alarm about
potential or real problems. It could not enforddiional accountability as problems
arose.

Further complicating COP’s work was the fact timainy of TARP’s programs
were described only in the most basic terms irl@geslation, with the details to be filled
in later (Baum, 2013; Green, 2013; Wilkerson, 20183 noted, this happens in many
cases, but it happened far more often here thgeneral (Baum, 2013; Green, 2013;
Wilkerson, 2013). A classic example of this, ciblsdmultiple COP staffers as well as a
Senate staffer in interviews, was the attempt ®©TASRP funds to do something about

the home mortgage crisis (Baum, 2013; Green, 204lkerson, 2013). The Obama
135



administration pushed ahead and announced thaisigeing to undertake a plan to solve
the foreclosure problem but did not have any imgetimg standards in place (Baum,
2013; Green, 2013; Wilkerson, 2013). This put GOthe difficult position of trying to
evaluate a program which, although ostensibly ageey of the policy, did not have any
standards by which to measure it (Baum, 2013; Wslkke, 2013). The result was that
while COP did the best it could, COP was not as ablone might have wished to ensure
accountability in this area. COP was only ablesfmort generally on this and several
other key programs.

Similarly, section 121 of the EESA authorized theation of SIGTARP
(Emergency Economic Stabilization Act of 2008, 2008Sec. 121). SIGTARP was
granted broad authority to ensure that the actidtise Secretary of the Treasury or any
agencies or private entities receiving TARP fura®ived federal law (Emergency
Economic Stabilization Act of 2008, 2008, p. S&21)1 SIGTARP was granted the same
authority to subpoena information as any othereos general, and its
recommendations and reports, in theory, carriedmi@ consequences (Emergency
Economic Stabilization Act of 2008, 2008, p. S&l1)1 In fact, as of early April 2013,
SIGTARP claimed to have successfully prosecuteded$ons and recovered more than
$3.8 billion in court ordered restitution (SIGTARE)13b).

Nonetheless, SIGTARP got off to a slow start. llrfige of the quarterly reports
produced during the period primarily covered by ttudy, SIGTARP wrote that
Treasury was either unwilling or unable to complyhwits most basic recommendation
that recipients of TARP funds fully report on thegage (SIGTARP, 2009, pp. 97-99;

SIGTARP, 2009i, pp. 135-137; SIGTARP, 2009c, p6-189; SIGTARP, 20099, pp.
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165-167; SIGTARP, 2010, pp. 137-140). The reademmsnd this refusal were
supposedly because such information was eithereaolily available or because the
recipients did not want to provide it (SIGTARP, POp. 139). After much trying,
SIGTARP declared a victory of sorts when it gotalery to report very basic usage of
funds information (SIGTARP, 2010, pp. 137-140).fdat, all SIGTARP ended up
getting was a basic report on whether or not reaigi could have undertaken business as
they did without usage of TARP funds, which altho@gguably important is not perhaps
what SIGTARP was looking for (SIGTARP, 2010, pp941310).

In short, even where TARP created accountabilitycstires, they did not have as
much power or authority as the public or Congreayg hrave wanted to believe (Baum,
2013; Green, 2013; Wilkerson, 2013). The poliaywsck design, leading to an
undeveloped approach and a lack of full tool dgwalent, left some aspects of
accountability lacking. This is not entirely sugimng since, as Cooper has routinely
observed, emergency situations often result in ted:@ccountability because the
perceived risk to the public of waiting to respaesdeen as greater than the risk that
funds would not be properly tracked or spent (Coépel., 2003). In a true emergency,
the argument goes, what other choice do you rbale?

ARRA: A More Typical Stimulus Bill, Attacked the &t Problem and Multiple Models

Used
As described in chapter four in particular, ARRAsweabroad and complex
response to one of the worst economic crises imistéry. When faced with a decision

on how to resolve a problem as daunting as thd geeassion, ARRA had to be both

complex and broad. The following section will dise and analyze our five main
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findings related to ARRA alone. They are: (1) ARRAs a relatively typical stimulus
bill; (2) ARRA attacked something closer to thelgemn it was originally intended to
resolve; (3) accountability was clear and well dedi within policy tools; and (4) yet did
not address the long-term unemployment issuess i$hiot an exhaustive list of possible
findings but they are the four most important irs ttase.

A More Typical Stimulus Bill

When governments respond to economic crises, thiel atilize countercyclical
policies. These policies, perhaps most notablgred by Keynesian economics, argue
that when the economy is weak, the government ghepénd more money in order to fill
the gap created by a lack of private sector spgnddeynes, 1933). Keynesian
economics suggests that this spending should beoasl and as deep as practicable in
order to counteract the effects of the downturnyfias, 1933).

Although some, such as Krugman, have asserted\RR®A was too small, this is
basically what ARRA did. It took a large amountabney ($787 billion), injected into
the economy and spread it around broadly. Whil&PAnay have been an atypical
approach to the problem that it faced, ARRA was iRRRA was more of a typical
stimulus bill and thus fits more neatly into theéegpries and methods of analysis applied
to such bills.

Attacked Something Closer to the Root of the Pmable

Similarly, and while TARP can be criticized foratking the outcomes of the failure
to regulate and therefore not attacking the roaseaf the crisis, ARRA more closely
attacked the problem it was originally meant tohes. It did so in a number of ways.

The following section will address how it did sorélation to each of its three major
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components: tax policy, backfilling state budgetesand direct/indirect spending on
new projects.

The tax expenditures in ARRA were designed to gtewconomic support through
broad-based tax benefits to most Americans. Aljhcaccountability was lacking, the
policy nonetheless was broad, deep and fast, asounlel have hoped.

In relation to the backfilling of state budgets, RR again addressed the root
problem. Although ARRA did not come close to fitli all of the gaps created by the
economic downturn, it nonetheless addressed afgpgeartion of the gaps and stopped
more significant job loss. Once again, the poéittacked the problem it was originally
intended to resolve in this area and did so promptl

The new direct and indirect federal spending, wesghed to create quick jobs, and
fund needed infrastructure improvements. One calobte over how and where this
money was spent and whether it was spent welltlalid ihelp provide new jobs and
quickly inject money into the economy. It certgimlas designed, therefore to address
the problem of addressing the jobs crisis that thasadministration’s main concern in
relation to ARRA.

In sum, the data show that ARRA did in fact addtbssight problem, and the
problem that it was set out to address. One cdntlyiguibble with ARRA'’s design and
its size but it is hard to argue that ARRA was fnamed to address the right problem.
ARRA is therefore different than TARP in this way.

This fact is further emphasized by the fact thatpblicy tools used were the result of
work with the accountability agencies. OMB tookajrcare to make clear how it was

doing ARRA work, what tools it was using and howhe tool choice, although quick,
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was clearly intentional, based on known variables r@presented a far more organized
response than TARP.

Accountability Generally Clear and Braad

There is no question that accountability is harddbieve in an emergency. As
GAO'’s Chris Mihm said “The only way to ensure nostea fraud or abuse in a program
is not to spend any money on it. (Mihm & al, 2018Jill, unlike TARP, ARRA had clear
accountability systems, and there are three primeagons why.

First was the factor of time; TARP was put togetiheabout two weeks, while ARRA
was designed over a period of a few months. Whaay of the details of ARRA were
up in the air until the last minute, it was no s¢that President-elect Obama and
Congressional Democrats wanted to pass the billasmdoted in chapter four, had begun
negotiating before Obama even took office (Obar892 There was a much more
deliberative process for ARRA than for TARP.

Second, the accountability community very forcsfutisisted on greater tracking.
GAO and others went to the administration beforcRARvas passed and insisted on
provisions in the law in order to ensure accoutitgl{fMihm & al, 2013). This led, for
example, to the ARRA implementation guidelines bagnouped by policy tools,
something that made it easier for the accountglalijencies to track spending (Office of
Management and Budget, 2009; Office of ManagemedtBaidget, 2009b).

Additionally, GAO was given far more funding to¢keARRA than TARP, allowing it to
set up field offices to track expenses on the gidcamd to do a more complete job (Mihm
& al, 2013). This is so even though tax expendgufully one third of the bill, had very

little accountability.
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Third, the public nature of the spending playecbg tole in ensuring accountability.
While TARP raised constant concerns about how ngasternment should intrude into
private enterprise, there was no such concern MRRA. Nearly all of the spending
was undertaken directly by or on behalf of pubtier’cies (Mihm & al, 2013). These
agencies, which provided multiple filters to ensaceountability, were also used to
tracking standard spending and thus could do sbgbhpbnd effectively (Mihm & al,
2013). While it is arguable that spending throaghtractors was harder to track, this
spending was still done and tracked via establigmededures related to contractors.
And unlike TARP, all spending was public.

This is not to say that accountability was alwagsaicfor ARRA. Nonetheless,
accountability was far more clear and present WRRA than with TARP.

Failure to Address Long-Term Job Challenges

For all that ARRA attacked the current problemsimémployment by trying to
increase demand through government spending, iatising to address the long-term
challenges revealed by the crisis. Very littleuatly went to solve the jobs problem,
either in the short-term or long-term (Krugman B. 2012, pp. 120-123). For example,
there was no 1930s style WPA program to createdopodlic works and directly hire the
unemployed. In fact, such an approach was neviEusty discussed by policymakers
and never came close to being included in the bile(Krugman P. R., 2012, pp. 120-
123; Stiglitz, 2012, pp. 232-234).

To be fair, it is not entirely clear what could kdween done since, as Stiglitz
observes, solving the long-term unemployment prolequires a “structural

transformation (Stiglitz, 2012, p. 233).” Thatassay that globalization has
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fundamentally changed what Americans should begliminhe workforce and therefore
the changes in training and time needed to shiftynmathe American workforce to new
types of work was beyond anything a policy of #iize could have accomplished. After
all, these problems had been brewing for at Idespast few decades and so the idea that
ARRA could fix these long-term problems is highlyegtionable at best. Still, it is worth
noting that this policy was not designed to sohe&se challenges.
CONTRIBUTIONS TO THE LITERATURE AND IMPLICATION FORFUTURE
RESEARCH: THEORETICAL AND PRACTICAL CONSIDERATIONS

The primary research question led to two hypothesesingle accountability
model would fully explain most policy tool choicasd utilizing multiple accountability
models would result in a more complete picturehisTwas particularly apt in this case as
accountability was a chief concern with regardathbr ARP and ARRA. This concern
makes drawing connections between accountabilitgeisoand policy tools clearer. As
noted earlier in this chapter, except for one tdalice each in TARP and ARRA, there is
clear evidence that a single model does not fudpla@n policy tool choices and there is
equally clear evidence that a multiple models agginds superior.

This study offers several lessons for both acatihity and policy tools
literature. Consider first the accountability ia&ire. As noted in the literature review
in chapter two, there is a tendency by many, eaflfg¢hose who back performance
accountability, to assert that their model is testtand only correct model for ensuring
accountability. This sort of thinking has led wlipies such as the Government
Performance and Results Act (GPRA), which is a “size-fits-all, government-wide

approach to management reform that...does not fityagaso the third hole, the reality of
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policy design and politics (Radin, 2000, p. 127nteed, policies such as the GPRA
oversimplify the problem of accountability by assaogithat a single model provides the
best and only way to understand and ensure it.

This kind of assertion is not limited to perfornsaraccountability. Some authors
in the political accountability literature, makendiar claims for their model. For
example, Adsera, Boix, & Payne argue that “How weNernment functions hinges on
how good citizens are at making their politiciansauntable for their actions (Adsera,
Boix, & Payne, 2003, p. 445).” While political acodability and responsiveness are
certainlyfactors in accountability as a whole, they providdy a part of the overall
picture.

The same is true for professional and legal adeaduility, although there are few
who claim that these forms of accountability arficent by themselves. As this study
has shown, no one model of accountability insugfitito explain complex policy designs
such as TARP and ARRA.

Accountability literature therefore needs to cdesimultiple forms of
accountability when deciding how to create and & accountable policies. Although
some authors such as Mulgan rightly argue thatdactability is a complex and
chameleon-like term (Mulgan, 2000, p. 555)” that@npasses multiple different forms
of accountability, including performance, professiband political, he and others do not
go far enough (Mulgan, 2000, pp. 555-558). Indtéaey claim that external control is
still a necessary part of accountability, whicmay be in many cases, but it may not be
for example in professional accountability since skandards inherit within are internal

to the profession (Mulgan, 2000, pp. 555-557)indtead, we were to understand policies
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with a sensitivity for multiple accountability mddehis study suggests that we would
have a more accurate and complete picture of theypthe tools it uses, and the ways in
which it addresses accountability. This pointastigularly relevant in these cases
because of the stated focus on accountabilityeir formulation. A focus on a multiple
accountability model approach is therefore esseiatiadhe advancement of the literature
and practice.

One other important contribution that this studggests is that too often the
accountability literature has focused on implemeareor failures rather than paying
attention to accountability in designing policiesbe accountable in the first place
(Romzek & Dubnik, 1987, pp. 228-230). The accohitity literature in public
administration, like Romzek and Dubnick’s famousgal on the Challenger crisis does a
great job describing the organizational breakdotlas lead to that disaster but does not
describe how to make organizations accountabledriitst place. Accountability is too
often reactive, rather than proactive. This stasigerts that knowing how to work with
the accountability models at the front end in tbeqy design phase might help design
accountable policies in the first place rather thest being reactive.

From a practical perspective, GAO employees toldmmeeterviews that placing
the accountability more on the front end of thegotlesign in ARRA had a significant
impact on accountability (Mihm & al, 2013). By hiag it be more clearly part of the
policy and focusing on real-time, rather than neachccountability, GAO employees felt
it resulted in a different perspective that thesl fmight be valuable (Mihm & al, 2013).
So therefore, this proactive approach might prodiiierent, and perhaps better, results

for accountability in practice as well as in theory
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This proactive approach is arguably especially irtgrd in cases where
accountability is a key component of the policyglsas TARP and ARRA, but it is not
exclusive to these types of cases. Yet more giyemacountability in policy
formulation would seem to be something the litagtand practice, should discuss but
does not. This is perhaps one of the more sigmficontributions of this study.

Policy Tools Literature and Practice

One of the questions this study attempted to ansaAeow policy tools and
accountability models were connected in terms of tiee choice of one informed the
other. Policy tools literature in general seek#highlight the political consequences of
particular tools, as well as their underlying asptions about problems, people and
behavior (Sidney, 2006, p. 82).” This study pr@devidence that accountability models
played a significant part in the choice of a numiifgparticular policy tools chosen for
the designs of these two policies. There was icdytaonsideration of these factors in
policy tool selection for both TARP and ARRA. Fetample, TARP’s choice of loans
and loan guarantees was a direct response tosbenpion that money was needed to be
provided in the form of a loan to troubled finan@ad other institutions. In the case of
ARRA, the choice of tax expenditures was a politisae grounded in the belief that such
an approach was needed in order to get the pubécdept the bill. This is not
something that is clearly addressed in the exigiolgy tools literature.

Second, the study suggests something about tuwgorethip between policy tool
choice and formulating policy in an extremely stexspolicy making in the context of a
need for accountability. That is, policy tool ch®@ppears to be impacted by the need to

create a policy to solve an immediate problem. éviggnerally, policy tool choice was
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impacted by how the policy problem was framed. @&dther way, the way in which the
problem definition behind a policy is defined madteln this case, as Federal Reserve
Chairman Ben Bernanke said in late 2008, “You wamtut the fire out first and then
worry about the fire code. (Simons, 2010, p. 46)his clearly colored policy tool choice
in this case.

More generally, this point that policies create@imergency situations have
different tool choices may be new to the literatofr@olicy tools (as Cooper has
highlighted for example with contracting) and issitelatively new to the literature of
accountability as well. There is only limited rasgh in this area in either field. Indeed,
there exists for example, ample evidence that ach&iccountability changes in crisis
situations. For example, in the case of the HamcKatrina response, accountability
was a secondary concern to getting supplies andwitb affected persons as quickly as
possible (Koliba, Mills, & Zia, 2011, pp. 215-217hn this case, the decision not to focus
on economic regulation appears to have fallenmi¢ti the definition of the policy
problem as needing to solve the immediate caustearisis rather than the reasons the
crisis happened in the first place.

This point that policies created in emergency sibug result in different tool
choices is one that the policy tools literature haisexplored but should. While it is the
case that in only maybe 5% of cases policy makeesate in an emergency framework,
knowing how and why they operate in that framewaskhey do is important. Learning
how and why these decisions differ in these situnatis important. Do only the process
and outcomes differ or do those making the decssabfier as well? This is arguably

particularly important as Congress seems perpgtliatthing from crisis to crisis in
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major policy making, whether it is the “fiscal €lifthe debt limit, sequestration or
something else. As a result of this, if the litara could examine how and why
policymakers utilize policy tools differently inisis situations is perhaps even more
important than previously thought. Regardlesthefgoal of policy tools literature is to
get at the underlying assumptions behind policystdanowing how this and other factors
impact how and when these tools are utilized waldmportant for literature, and
invariably practice as well.

In addition, this study argues that incrementaigyohaking is not without its
problems. While Lindbolm and others argue thatentental policy making will slowly
but surely solve problems, it does not necessddlgo (Lindblom, 1959, pp. 80-82). In
this case, incremental policy making in the areeegtilation arguably led to the crisis
itself. Perhaps the emergency mindset, rathertth@mcremental one, would therefore
be better to solving big policy problems since gan always pick around the edges once
a major policy is in place, but if you only do tgsincrementally it can be hard to make
major changes.

In the case of ARRA, a different dynamic for poliopl choice occurred because
GAO and others in the accountability community steil on being involved in the design
of ARRA'’s implementing regulations (Mihm & al, 2013This contrasted with OMB’s
typical role in such cases, which is to pass dosgulations to GAO and others in the
accountability community largely without consultittgem (Mihm & al, 2013). This
focus on accountability at the front end did hat/keast some impact on the regulations,
most notably in the decision to organize the imm@atimg regulations by policy tool.

While it remains unclear as to what impact thisislea actually had on the
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accountability design or implementation of ARRA amidether it resulted in better or
worse outcomes, it is nonetheless a unique apprfoacdMB to take and is certainly
worth noting here.

Questions for Future Research

This study began with the recognition that it préed a number of limitations. In
light of the findings of this study, these limitatis lead to possible questions for future
research, in particular due to concerns about dagiee and policy implementation. In
addition, this study’s findings have also preseraeditional questions for future research
that could certainly prove fruitful.

First, due to the unique nature of both the evéhrasled to the creation of TARP
and ARRA as well as TARP and ARRA themselves, ghhwell be that some of the
policy tool choices were atypical. It would themef be useful in future research to
address the question whether policy tool choict#erdn cases in which the policy is
enacted in times of stress or crisis rather thamtirmal course of business. For
example, how does policy tool choice for the Dodahk financial reform bill differ
from TARP and ARRA since Dodd Frank underwent ayeag process of committee
hearings, policy development and deliberation ahdtvexplains the differences between
the two types of policies? This is certainly diferarea of research for policy tools
literature and can answer the limitation presebtedase choice.

This limitation also brings up two additional irgsting questions. Namely, how,
if at all, do policy makers consider the relatiopdbetween tool choice and
accountability models? If so, which policy conteate more likely to link accountability

models and tool choice? The answer to these gmasstnight help us understand why
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and how accountability plays a role in tool chaacel policy design in some areas and
not others and if it can, or should be, expandeti¢areas where it is not currently as
linked.

Another potential imitation was the choice to foousonly four of the eight
accountability models discussed in this literatendew even though that review shows
that they are the most widely used models. Furésarch might therefore look to
understand the role that contract, ethical, maaket managerial/organizational
accountability explain policy tool choices diffetgrnthan the four models chosen for this
study.

A related and fourth a potential limitation of tisisidy was that does not evaluate
the effectiveness of the policy tools choice orrgulting policy. This is because the
focus of this research was on policy formulatioiea than design. Even so, it might be
useful to look at policies over time to see how amant the relationship between
accountability and tool choice in practice durihg tmplementation of the policy. This is
not a question that this study can answer, or tisdyek anyone can for a few more years
at least, but is at the heart of this study to begth. After all, TARP and ARRA were
created to solve the huge problems necessitatdueli3008 economic crisis and it would
be helpful to learn how this linkage between potmyls and accountability models
changed or did not change during implementation.

One could also ask whether these findings can temded beyond the American
context. For example, could they be applied igstesn such as Canada or the UK’s that
utilizes a parliamentary government and does nbagunuch trust in federalism? Does

legal accountability, in particular, rely on a commlaw legal system or could these
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findings do just as well in a civil law system? €Ble questions are certainly worth
exploring, especially as it comes to evaluatingpbkcy design of the economic recovery
packages proposed and implemented by other cosinffikis is particularly challenging
in non-western societies due to the different fraom under which they operate. How,
for example, did Vietnam or Singapore or Egypt,starct policies in a similar way in
emergencies? They are all non-western governnaggtshey are all significantly
different from each other both in the formulatidriteeir economies and governments.
Regardless, knowing whether these findings holthuplation to those policies is
certainly an area worth pursuing.

CONCLUSION:

In sum, while there are important questions fouffetresearch, this study adds to
the accountability and policy tools literatures shows that a single model approach is
insufficient to explain policy tool choice, thatraultiple model approach is superior and
that there is a connection, at least in these twges, between policy tools and
accountability models. It highlighted the impoxtarof making accountability more
proactive than reactive, how the policy problerfrasned in tool choice, as well as the
important considerations related to emergency polltpresented many lessons that can
be learned from TARP and ARRA, their histories anesented several questions for
future research. This study is but one step irgtbaving fields of accountability and
policy tools literature and will hopefully serve aplatform from which much can be
learned and future research can be done. Aftes@ihething like the events of 2008 will

likely occur again sometime in the future. As Mamkain famously said “History
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doesn't repeat itself, but it does rhyme (Twair@3 $. 64)” and we had best be able to

respond well when it does.
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Appendix A: Coding of Documents

In order to evaluate which models and tools weérgsa in each case, this study
coded 237 different documents based initially o& d&ferent codes. These codes
consisted of one each for case one of Salamonisypolols was applied without an
apparent accountability model, one for each ofllght accountability models identified
in this study where they were applied without régara specific policy tool and then
eight each for each policy tool as it was appliedancert with the accountability
models. After an initial review of the documentslanalysis of the trends of which
policy tools and accountability models were beitijzed, the number of codes was
reduced to 39 as the data showed that there weea $etal policy tools in play, each of
which got one code, and four accountability modteislay, each of which got one code
and four codes for each of the seven policy todiene accountability models were
applied in concert with policy tools. These doemts were then fully reviewed twice
more to find all cases where these codes coulgpked. Following these reviews, an
analysis was conducted to determine where thesetéons of policy tools and
accountability models occurred. In cases wherethvere several instances where the
two were coded together, it was determined thaetiwas a link. It is believed that given
the same set of documents although others migla redied upon different codes and a
different approach, the results of this coding ddag substantially reproduced by another
researcher and thus are repeatable as recommepdémhbdard methodological

standards.
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Appendix B: Interview List

The following is a list of the persons interviewaslpart of this study, their role and

importance in relation to the policies and the tmcaand dates of each interview.

Interviewee: Naomi Baum

Organization and Title (former): Congressional Gigitt Panel, Executive Director
Date/Location: February 11, 2013, Washington, DC

Role: Oversaw the Congressional Oversight Panai&\as it evaluated various aspects

of TARP.

Interviewee: Betsy Cody
Organization and Title: Congressional Researchi&=Analyst
Date/Location: February 12, 2013, Washington, DC

Role: Helped evaluate projects in the natural resgsiarea in relation to ARRA.

Interviewee: Andrew Green

Organization and Title: Senator Jeff Merkley (D-GF8nking, Housing and Urban
Affairs Committee Staffer

Date/Location: February 11, 2013, Washington, DC

Role: Helped Senator Merkley undertake accountgbiirelation to both TARP and

ARRA.
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Interviewee: Chris Mihm, et. Al.

Organization and Title: Government Accountabilitifi@, Managing Director for
Strategic Issues.

Date/Location: February 13, 2013, Washington, DC

Role: GAO had a fundamental role in evaluating BOARP and ARRA; Mr. Mihm
assembled a group of staffers who had worked oroobeth policies in order to help me

understand GAQ’s process and role in evaluating poticies.

Interviewee: Tewana Wilkerson

Organization and Title (former): Congressional Gigint Panel, Deputy Executive
Director

Date/Location: February 11, 2013, Washington, DC

Role: Helped oversee the Congressional OversigmtlRavork as it evaluated various

aspects of TARP.
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