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To Benjamin C. Bradlee



AUTHOR’S PERSONAL NOTE

I had two terrific people assist me full-time on this book: Rob Garver, a 20-year veteran reporter and editor, spent just six months on this project, coming to work for me in February 2012. I call him the workhorse who energized and focused me. Determined and fair-minded, he did at least two days’ work in each single day. He never wasted a minute as best I can tell. His mature insights, skills and willingness to tell me “no” when it was needed kept us on track. Rob, 43, is one of the best natural editors and reporters I have ever worked with. He graduated from the University of Vermont and has a master’s degree from the Georgetown Public Policy Institute. His sophisticated understanding of business, banking and policymaking guided me at every step. He quickly grasped the story we were trying to get and went after it. He is a delight in every way, enduring a long commute each day to and from Springfield, Virginia, where he lives with his two sons, Ryan and Andrew. Several mornings each week, he arrived at work by 6:30 a.m., before the newspapers. Without Rob, this book never would have been completed—not even close.

Evelyn M. Duffy, who worked with me on two previous books, The War Within and Obama’s Wars, continued on this third book. I will say it again, Thank God. Now 27, she is a lady of balance and levelheadedness. She again transcribed hundreds of hours of digitally recorded interviews with President Obama and top White House and congressional officials. Her editing skills have grown immensely. What seems a decent draft will come back to me covered in countless marks as she identifies inconsistencies, factual errors and grammatical problems. She can find any person and almost any information. Evelyn graduated from George Washington University in 2007 with a degree in English and creative writing. Her work and presence are marked by grace, kindness and integrity. She is smart, practical and knows how to enjoy a good laugh. No one I have ever worked with of any age has more common sense. I thank her with gratitude. Without her efforts and wisdom we would never have finished.



NOTE TO READERS

Nearly all the information in this book comes from interviews with key White House and congressional officials. Some provided documents, contemporaneous meeting notes, working papers, diaries, emails, transcripts and chronologies. Democrats and Republicans cooperated in about equal amounts.

This book examines the struggle between President Obama and the United States Congress to manage federal spending and tax policy for the three and one half years between 2009 and the summer of 2012. More than half the book focuses on the intense 44-day crisis in June and July 2011 when the United States came to the brink of a potentially catastrophic default on its debt.

Most interviews were conducted on “background,” meaning the information could be used in the book but none of the sources would be identified by name. Many sources were interviewed multiple times, and nearly all allowed me to digitally record our interviews. These recordings produced transcripts that run to thousands of pages. In all, more than 100 people were interviewed for this project.

Three key figures spoke to me on the record. I interviewed President Barack Obama for 1 hour and 25 minutes in the Oval Office on July 11, 2012; House Speaker John Boehner in his Capitol office on June 8, 2012, for 1 hour and 25 minutes; and Senate Minority Leader Mitch McConnell at his Capitol office for an hour on July 12, 2012.

As much as possible, I have tried to preserve the language of the main participants by quoting them directly or using their words to reflect their speech and attitudes. Verbal exchanges were checked and rechecked with participants as much as possible. No reporting can provide the equivalent of a perfect engineer’s drawing of events. This is the best obtainable version, and it is impossible to do this work and not realize—and be humbled by—what you have not discovered and do not know.

Any attribution of thoughts, conclusions or feelings to a person comes from that person directly, from notes, or from a colleague whom the person told.

In the course of such an in-depth immersion in the decision making during such a crisis, the attitudes of the players become clear. Occasionally, a person said something was “off the record,” meaning it could not be used unless the information is obtained elsewhere. In many cases, I was able to get the information from others so it could be put in this book. Some people think they can lock up and prevent publication of information by declaring it “off the record” or by saying that they don’t want to see it in the book. But in the White House and Congress, nearly everyone’s business and attitudes become known to others. And in the course of extensive interviews with firsthand sources about key decisions, the role and goals of the major players become clear.

Bob Woodward

July 14, 2012

Washington, D.C.
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PROLOGUE

The lavish dinner at the Capital Hilton Hotel in downtown Washington on the evening of Saturday, March 11, 2006, was about the last place you would expect to find him. But there was Barack Obama, age 44, the junior senator from Illinois for only the last 14 months, in formal white-tie with tails and very much at ease in the crowd of 600. His trademark smile, broad and infectious, dominated his face as I met him for the first time.

We were at the annual Gridiron Club dinner—a rite of passage for national political figures such as Obama. The crowd included President George W. Bush and most of the major politicians in Washington. It was one of Senator Obama’s maiden voyages into the unsavory belly of the Washington beast. Bush was to speak for the Republicans, and Obama had been selected to speak for the Democrats.

Founded in 1885, the Gridiron—named because its motto was to “singe but not burn”—had the reputation of being an old-school event of in-jokes, skits and music that seemed more fitted to a bygone era.

“You’re from Wheaton, Illinois,” Obama said to me, referring, unprompted, to the small town where I was raised in the late 1940s and ’50s. Wheaton, 25 miles west of Chicago, is home to Wheaton College, best known for its alumnus evangelist Billy Graham, whose influence permeated the town.

“I’ll bet you didn’t carry Wheaton,” I said confidently, referring to his Senate race 16 months earlier. A bastion of Midwestern conservatism and country-club Republicans, Wheaton was the most Republican town in the country in the 1950s, or at least regarded itself that way.

“I carried DuPage County by 60 percent!” Obama responded, beaming that incandescent smile. Wheaton is the county seat of DuPage.

I said that seemed utterly impossible. That couldn’t be the Wheaton or DuPage I had known.

Obama continued to smile me down. The certainty on his face was deep, giving me pause. Suddenly, I remembered that Obama’s opponent for the Senate seat had been Alan Keyes, the conservative black Republican gadfly. Keyes had substituted at the last minute for the first Republican nominee, who withdrew from the race when divorce and child custody records revealed that he had taken his wife to sex clubs in New York, New Orleans and Paris.

“Well, everyone who runs for office should have Alan Keyes as their opponent,” I said, trying to hold my ground.

Obama smiled some more—almost mirthful, yet unrevealing. The conversation turned to Illinois politics, and Obama ticked off the areas where he had strong support—Chicago, the labor unions—and weak support, downstate and the farm areas. He defined the categories skillfully, expanding on the state’s interest groups and voting blocs. He made it clear he knew where he had work to do.

He sounded like a graceful old-fashioned pol. Though he had carried DuPage by 60 percent, he had won 70 percent of the statewide vote.

His wife, Michelle, stood by his side in a stunning gown. But the focus and the questions from people crowded around were all directed at the dazzling new star.

• • •

When he appeared at the podium several hours later, Obama stood perfectly erect, projecting radiant confidence.

“This is a true story,” he said.1 “A friend sent me a clip about a new study by a psychologist at the University of Scotland who says sex before a public speaking engagement actually enhances your oratorical power. I showed this clip to Michelle, before we arrived here tonight. She looked it over, handed it back and said, ‘Do the best you can!’ ”

The laughter ignited instantly.

“This appearance is really the capstone of an incredible 18 months,” he said, citing the keynote speech at the Democratic National Convention in 2004, cover of Newsweek, a best-selling autobiography, Dreams from My Father, a Grammy award for reading the audiobook. “Really what else is there to do? Well, I guess . . . I could pass a law or something.”

The self-deprecation played well.

Referring to Senator John McCain’s positive treatment by the press up to that point, Obama said, “Some of my colleagues call John a prima donna. Me? I call him a role model. Think of it as affirmative action. Why should the white guys be the only ones who are overhyped?”

The self-awareness played smooth.

Noting the speculation that the 2008 presidential campaign could come down to McCain, a maverick Republican, versus Senator Hillary Clinton, he said, “People don’t realize how much John and Hillary have in common. They’re both very smart. Both very hardworking. And they’re both hated by the Republicans!”

This played bipartisan.

Obama turned toward President Bush, who was on the stage nearby. “The president was so excited about Tom Friedman’s book The World Is Flat. As soon as he saw the title, he said, ‘You see, I was right!’ ”

The joke played confident.

“I want to thank you for all the generous advance coverage you’ve given me in anticipation of a successful career. When I actually do something, we’ll let you know.”

The audience clapped and hooted in delight.

After dinner the buzz was like a chain reaction. Not only could this young Obama tell a joke on himself, with the required self-effacement, but he had remarkable communications skills. An editor at The Washington Post once said that journalists only write two stories: Oh, the horror of it all, and Oh, the wonder of it all. Obama was the wonder of it all that night and he basked in the attention he had captured. Rarely have I seen anyone manage the moment so well. He had frankly and forthrightly trumpeted his lack of accomplishment, and the roomful of egos ate it up. But if he had done nothing much so far, why was he there? Why the buzz? The approbation? What exactly was being measured?

It was the dramatic impact he was having on his audience. The triumph was the effect.

Twenty-five years earlier in 1981, I had attended a Gridiron dinner where the speaker for the Democrats was Senator Daniel Patrick Moynihan, the bookish intellectual who had served in prominent posts in both Republican and Democratic administrations. Moynihan, then 53, made some good jokes, but his theme was serious: what it means to be a Democrat. The soul of the party was to fight for equality and the little guy, he said. The party cared for the underdogs in America, the voiceless, powerless and those who got stepped on. It was a defining speech, and the buzz afterward was that Moynihan was going to be president. He wasn’t, of course. That was then, this was now.

Obama had not once mentioned the party or high purpose. His speech, instead, was about Obama, his inexperience, and, in the full paradox of the moment, what he had not done.

Two and a half years later, he was president-elect of the United States.
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Two weeks before their inauguration, President-elect Barack Obama and Vice President–elect Joe Biden headed to Capitol Hill to meet with the Democratic and Republican leaders of the House and Senate. It was 3:15 p.m. on Monday, January 5, 2009, and Obama was fresh from a 12-day Hawaiian vacation.

The leaders gathered in the ornate LBJ Room of the Senate decorated with a painting celebrating the laying of the first transatlantic cable. In it, the allegorical figures of Europe and America joined hands in friendship across the ocean.

As if in that spirit, Obama called on the group to work together across the partisan divide to address the looming economic crisis.

“Action on our part is urgent,” he told them. Unemployment was at 7.2 percent and rising, and the economic situation was threatening to get worse with the financial system in full-blown crisis. He wanted the Congress to quickly pass an economic stimulus package in the range of “$800 billion to $1.3 trillion.”

It would include some tax cuts—sweet music to the Republicans—and some investment, such as spending on roads, buildings and other job-creating projects. In addition, he said, they had to “build in medium- and long-term fiscal discipline” to tame the growing federal deficit.

Looking at the four Republican leaders—the GOP was in the minority in both houses of Congress—Obama reached out.

“I want everyone’s ideas,” he said. “But we can’t get into political games.”

Nancy Pelosi, the California Democrat and speaker of the House, interjected, “I come to Washington to work in a bipartisan manner.”

Both Republicans and Democrats stifled chuckles. Pelosi, a 12-term veteran of Congress and the first female speaker, was notably partisan in her leadership of the 257 House Democrats. She had been born into Democratic politics. Her father was a congressman from Maryland and both her father and brother served as mayor of Baltimore.

“We’re in a unique situation,” said Harry Reid, the soft-spoken but combative Senate majority leader. The son of a miner, Reid had grown up in the tiny town of Searchlight, Nevada, without electricity or indoor plumbing. A former amateur boxer who had faced down organized crime bosses while chair of the Nevada Gaming Commission, Reid avoided declarations about bipartisanship, adding simply, “I want to work.”

The Senate Republican Minority Leader Mitch McConnell spoke next. At 66, a veteran of five terms representing Kentucky in the Senate, McConnell was known for the ruthlessness with which he ruled the Senate Republican minority. He cut straight to his suggestions.

I like the idea of tax cuts, he said. But we should also take a look at the money the federal government pays to the states for programs like Medicaid, the health insurance program for the poor. Beloved by the Democrats, Medicaid cost the federal government more than $250 billion a year. Perhaps, he suggested, we should treat that money as loans instead of outright grants. Having to pay the money back would make the states more judicious in spending it, he said.

Obama seemed receptive. “If it works, we don’t care whose idea it is,” he said evenly.

John Boehner, the leader of the House Republican minority, came next.

Tanned from many hours on the golf course, Boehner (pronounced BAY-ner) spoke in a casual Midwestern baritone roughened by years of incessant cigarette smoking. At age 59, he was beginning his 10th term as congressman from his largely suburban district in southwestern Ohio. The second of 12 children, Boehner had grown up working in a bar owned by his grandfather, and was the first person in his family to attend college, working his way through Xavier University in Cincinnati to earn a degree in business administration. The minority leader was a conservative and ardently pro-business, but not an ideologue. A force for moderation, who had forged agreements with Democratic icon Ted Kennedy on education, Boehner understood that the secret to getting anything done in Washington was the ability and willingness to cut deals.

Boehner knew how to tend to personal relationships and, unlike many of his colleagues, was not a workaholic. Informal and on the surface accessible to colleagues and press, he liked to tease fellow congressmen and staff, and enjoyed a glass or two of red wine at the Republican Capitol Hill Club in the evening.

A stimulus package would have to go through the congressional committees to ensure transparency, Boehner said, but he agreed they could not tolerate unnecessary delay. “The economy is in unprecedented turmoil.”

No one needed to spell out the political risks of passing a new stimulus bill, but Obama said he thought there was a lesson to be learned from TARP, the Troubled Asset Relief Program, which had passed in the last months of the Bush presidency. TARP was controversial and dauntingly complex, a $700 billion temporary bailout for the banks—money that was supposed to be paid back. “If the public doesn’t know what the money is for,” the president-elect said, citing TARP, “it’s a big problem.”

He pledged to personally sell the stimulus package to the American people as something that would help everyone. At the moment, Barack Obama, president-elect, was the most famous and possibly the most admired political figure in the world. The Republicans were a dispirited lot. Political writers were speculating that the GOP might devolve into a regional party representing mainly Southern whites as the Democrats ascended to permanent majority status. Obama held all the cards. How would he play his first hand?

“There will be times,” he said cordially, “when we will want to bulldoze each other.”

True, all knew.

“This isn’t one of those times,” he said.

“Time frame?” asked Boehner.

“Have to get it done before Presidents Day recess,” Obama said, referring to a four-day break in the congressional schedule that was to begin in six weeks.

“We understand the gravity,” added Vice President–elect Biden, suggesting that they could work seven days a week on the stimulus package.

Senators McConnell and Dick Durbin, the Democratic whip, joked that they would not work weekends.

What about the thousands of homeowners who owed more on their mortgages than their homes were worth? asked Durbin.

“We will not roll out an aggressive housing plan,” Obama said, and it would not be part of the stimulus bill. The housing problem was massive and baffling, and none of them had solid ideas for fixing it.

Then Virginia Representative Eric Cantor spoke up. Cantor was the minority whip, and the title suited him—thin and taut, he was quick with stinging partisan sound bites and was a fast-rising figure in Republican national politics. He had trained as an attorney and worked in his family’s real estate firm in Richmond for a decade before entering politics in the early 1990s. Now he was the House Republicans’ vote counter and disciplinarian. He made it his business to be closely tied in to all the GOP House members and had especially strong links to the ultraconservative wing of the party.

“Fear is grasping the country,” Cantor said, giving voice to something everyone in the room already knew. People were worried that they might lose their jobs. But there was a parallel concern that affected them all, “A fear of Washington.” It was a familiar Republican talking point.

“We need to do something bold that says we are not wasting their money,” Cantor urged. There was little public confidence in government, so the only solution would be “full transparency.”

After the meeting, Obama approached the Republican House leaders, Boehner and Cantor. “I’m serious about this,” he told them. “Come with your ideas.”

Steven Stombres, Cantor’s chief of staff, left the meeting with conflicting emotions. A former Army Reserve intelligence officer with a shaved head and a military bearing, Stombres was impressed. If this really was a bipartisan “coming together” it was precisely what the country needed at such a critical time, and as a citizen he found it genuinely inspirational. As a Republican, though, he was worried: If Obama followed through on this promise of political togetherness, Republicans would be in bad shape.

“Phew,” Cantor said afterward, “we may be in this minority for a while.”

After the meeting, Senator McConnell told reporters, “I thought the atmosphere for bipartisan cooperation was sincere on all sides.”2 The Republican leader said of Obama, “I think he’s already been listening to the suggestions we’ve made.”

Reid and Pelosi seemed almost giddy. Pelosi announced that it was “a new day in the capital.”3

• • •

Obama’s stimulus package, meant to jump-start the failing economy, had been in the works for weeks. His chief economic advisers had been working on it since the election.

Larry Summers, the incoming head of the National Economic Council, which coordinates all administration economic policy, supported instant additional spending of hundreds of billions of dollars.

A former treasury secretary in Bill Clinton’s administration, the brusque Summers was better known for his brainpower than his people skills. He had hesitated to take the job as Obama’s NEC head, viewing it at first as a step down from his previous job running the Treasury Department. In the end, he had relented under the combination of pressure from Obama and the urging of friends, including former Federal Reserve Board Chairman Alan Greenspan, who assured him that the job could offer him more influence than he realized.

In Summers’s view, the economic problem was lack of demand: Not enough people were spending money on goods and services. The administration had to stimulate consumer spending. He later described it to others in simple terms: “We didn’t have jobs because we didn’t have demand. And if we didn’t get more demand, we weren’t going to get more jobs. And if we did get more demand, we would get more jobs.”

Worried about the cost of a stimulus package, Obama wondered what else could be done. What about accelerating job training, strengthening employment services, and reforming unemployment insurance?

Demand is the big elephant in the room, Summers insisted.

Obama didn’t like that answer, but finally came to accept it.

• • •

In the weeks before the election, Obama was interviewing candidates for the all-important post of treasury secretary. While in New York, he met with Timothy Geithner, the head of the Federal Reserve Bank of New York, who had been a key figure in stabilizing the U.S. economy after the 2008 financial crisis.

The two had not met before. Geithner, who was 47 but looked a decade younger, launched immediately into a well-rehearsed, five-point argument on why he should not be picked.

One, I promised my kids I wouldn’t move them again. Two, we’re at a moment of national crisis. I’m not a public figure. You need to have a public figure people have seen before in this context, because it matters hugely. Three, there are better-qualified people than me for this. Four, at some point the U.S. will have solved the financial crisis, and you’ll be left with a whole set of other challenges that I’ve not spent my life thinking about. And fifth, he said, I’m up to my neck in this crisis, as you know. And I’m going to carry with me all those decisions. And you may need to have some separation from those decisions. It’s harder for you if you choose me. Because I’m not going to walk away from them.

It was a brilliant case against himself—precisely the kind of analytical power that appealed to Obama. After the election, he picked Geithner.

• • •

Obama selected Peter Orszag as director of the White House Office of Management and Budget. Just a few weeks past his 40th birthday, Orszag was a summa cum laude graduate of Princeton with a Ph.D. in economics from the London School of Economics. He was tall, gangly and brilliant. Obama had plucked him from his position as head of the powerful and independent Congressional Budget Office, which Orszag had held for nearly two years.

Unlike Summers, Orszag and Geithner did not believe the need to increase demand trumped all other policy priorities. Both recognized the need for a stimulus, but resisted the idea of a package that might last for more than two years. They were facing contradictory policy requirements: spend more quickly, but address the long-term deficit of hundreds of billions of dollars per year.

In one early memo, the team advised Obama that there was no danger of too much stimulus, or spending too much money in the first year. The question was: How do you make it politically salable?

Once he accepted the need for a huge infusion of public spending, Obama began to see it as an opportunity—a chance to invest in projects like high-speed rail, visionary environmentalism and innovation-related projects.

“A lot of that is going to take seven years to happen,” Summers pointed out, splashing cold water on Obama’s big dreams. “Big visionary things just take a long time.”

The Hoover Dam, which had employed thousands of workers during the Great Depression, had taken five years to build, Biden reminded them.

Obama wanted to pull the Band-Aid off fast, as he put it. “Let’s do whatever needs to be done, but let’s not keep at this for five years.” He made it clear he wanted to pivot as soon as possible from rescue to a broad kind of economic renewal. He thought and spoke in terms of FDR, and some in the White House wondered if he had Roosevelt envy.

Comprehensive health care reform, though, remained his priority. The world knew that from his campaign. What the world didn’t know was that his top advisers, led by incoming chief of staff Rahm Emanuel, disagreed, arguing that it would require too much effort. Survival had to come first.

But to Obama, health insurance for everyone as a new entitlement was the major unfulfilled task of the political movement of which he was a part and now led.

It was now or never, he said. So it would be now.

• • •

Later, Cantor approached Emanuel, who had been No. 3 in the House Democratic leadership before joining the incoming administration. Is this bipartisanship stuff for real? he wanted to know.

Wiry and intense, Emanuel was seen as something of a political bodyguard for the relatively inexperienced Obama. A veteran of the Clinton White House before his own election to Congress in 2000, he had a varied background. He had been a serious ballet dancer as a young man, and served as a civilian volunteer with the Israel Defense Forces during the Gulf War in 1991. Above all, he was known for his quick-draw temper, foul mouth, and killer political instincts.

“We want to work with you,” Emanuel said. “We’re serious.”

Cantor, the only Jewish Republican in Congress, and Emanuel, also Jewish, had a history of working together on Israel.

“There are some things we’re going to disagree on,” Emanuel explained, “but I think there’s a lot we can work on together.”

Cantor considered the incoming administration’s offer to work with Republicans sincere, but finding common ground on how to jump-start the economy would be tricky.

Obama and his economic advisers were economic Keynesians—they believed that government spending could create jobs and grow the economy. It was a philosophy Cantor and many young House Republicans rejected. Instead, Cantor believed that entrepreneurs—small-businessmen and risk takers—were the engine that would drive the economy. Cantor realized that his 10 years in the family real estate business made him the only former small-businessman in the group that Obama had met with.

The 45-year-old Cantor, a workaholic even by Washington standards, quickly set up what he called the House Republican Economic Recovery Working Group, made up of 33 conservative members of Congress, to map out an alternative to a traditional stimulus package.

The group insisted on what Cantor called “three ironclad criteria”: Proposals had to be limited in scope and spending; they had to result in real, long-lasting jobs; and small businesses had to be put first. They solicited input from former eBay CEO Meg Whitman, former Massachusetts Governor Mitt Romney, and anti-tax leader Grover Norquist of Americans for Tax Reform.

• • •

Three days after his inauguration, Obama summoned the congressional leadership to the White House Cabinet Room to discuss the stimulus package.

Protocol dictated that the president control the agenda and discussion, but Cantor spoke up immediately.

“Mr. President, with your permission I’d like to hand something out.”

Obama nodded, and Cantor passed out copies of a one-page document entitled “House Republican Economic Recovery Plan.” It listed five unambiguously conservative proposals:4

• Immediate reduction in the two lowest individual income tax rates. Because all taxpayers pay some of their income at these initial rates, taxes would go down on more than 100 million tax returns, saving families between $500 and $3,200 in taxes each year.

• A tax deduction of 20 percent on the income of all small businesses.

• No tax increases to pay for stimulus spending.

• Make unemployment benefits tax-free.

• A homebuyer’s credit of $7,500 for those who make a down payment of at least 5 percent of their home’s value.

Obama glanced at his copy, looked at Cantor, and said amiably, “Eric, there’s nothing too crazy in here.”

But Orszag, the budget director, noticed that Cantor’s proposals were all tax cuts.

And Cantor’s document declared that, furthermore, “any stimulus spending should be paid for by reducing other government spending.”

Absurd, thought Orszag. The whole point of the stimulus was to inject extra money into the economy. The requirement that all stimulus spending be offset by cuts elsewhere would defeat the purpose. Meeting Cantor’s goal would be impossible, Orszag concluded instantly. But no one asked him, so he didn’t say anything.

Obama said his plan would include tax cuts, but not only tax cuts. He seemed inclined to compromise.

“Mr. President,” Cantor offered, “I understand that we have a difference in philosophy on tax policy.” But a massive stimulus package would be too much like “old Washington,” he said.

“I can go it alone,” the president said, “but I want to come together. Look at the polls. The polls are pretty good for me right now.”

Cantor chuckled and nodded. The polls certainly looked good for Obama now. To Cantor, that meant there would be no easier time to compromise and to disappoint some on the left. As he listened, Obama’s tone seemed to change.

“Elections have consequences,” the president said. “And Eric, I won.”

On the table, some copies of the one-page document called “House Republican Economic Recovery Plan” lay where Cantor had put them.

“So on that, I think I trump you,” Obama said.

• • •

In his short tenure as a senator, Obama had dealt with South Carolina Senator Lindsey Graham several times. Now, in his early days as president, he had Graham, a moderate conservative Republican, to the White House to talk.

“Barack,” Graham said, dispensing with the formal “Mr. President” when they were alone in the Oval Office, “can you believe this has happened to you?”

“No,” the new president replied. “I mean, this is kind of one of these things you think about, but it really doesn’t happen to you.”

“The power of this office is amazing,” Graham said. “Your worst critic is going to be like a schoolboy coming into this office. Just the power of it. They may shit on you when the meeting’s over, out in front, but people are going to listen to you unlike any other setting in any other time in your life. Don’t ever let that be lost upon you.”
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The $800 billion stimulus bill of new spending and additional tax cuts, introduced on January 26, was the first bill of the new Congress and the Obama administration. It was called, appropriately, H.R. 1, and it contained not one proposal from Eric Cantor and his conservative Republican group.

The bill was drafted by the Democrats and whenever any Republican tried to make changes, Emanuel’s response was, more often than not, “We have the votes. Fuck ’em.”

This was the bulldozing that Obama had promised to avoid. Cantor reached for the phone and his BlackBerry and launched a full-court press. He was the Republican whip, and he was whipping his members against H.R. 1.

The stimulus bill will not get a single Republican vote, he declared.

“Oh, man,” Stombres, Cantor’s chief of staff, said. “What are you doing?” Cantor’s staff was horrified. It was a promise he would almost certainly not be able to keep.

On January 27, Obama again came to the Capitol, this time to meet just with the House Republicans.

He excoriated Boehner and Cantor for already being against the bill.

“How is it that we could be for your bill,” Cantor replied, “if we weren’t a part of any of this?” It looked like a Democratic spending wish list.

“It’s a bipartisan bill,” the president insisted, listing elements he assumed Cantor’s caucus would support. “Republicans like business expensing. They like bonus depreciation.”

Cantor resented Obama’s presumption that he knew what Republicans wanted, and what their priorities were, without consulting them. Cantor had served in the Virginia state legislature for years when Democrat Douglas Wilder had been governor. Wilder, the nation’s first African American governor, had taken the time to develop personal relationships with Republicans and find common ground.

Rahm Emanuel told Cantor flat out that his pledge of zero Republican votes for H.R. 1 was delusional. “Eric, don’t embarrass yourself.”

Despite Cantor’s promise, the White House exuded confidence. They had won the election. They were winners. Ray LaHood, a Republican and former member of Congress whom Obama had picked as his transportation secretary, assured the White House that they could confidently count on 30 Republican votes because of money allocated for projects and contracts in Republican districts.

But as details of the bill emerged, it turned out there was less money than expected, and support began to evaporate.

Soon, there were just a few House Republicans saying they would vote with Obama.

Then there was only one.

The holdout was first-term representative Joseph Cao, Republican of Louisiana and the only Vietnamese American in Congress. He planned to vote yes on H.R. 1.

Cantor knew every member in his conference, and he judged that changing Cao’s mind would be nearly impossible. Cao was an idealistic 41-year-old attorney whose 2008 victory was a fluke. Some 70 percent of registered voters in his New Orleans district were Democrats, 19 percent were independents, and only 11 percent were Republican. Representative William Jefferson, the Democratic incumbent, effectively handed Cao the win when FBI agents investigating charges of corruption and bribery found $90,000 in cash in Jefferson’s freezer. He was indicted on 16 felony counts, and Cao became the first Republican to serve the district since 1891.

Emanuel and the White House worked hard on Cao, reminding him that his congressional district was heavily minority—65 percent African American—and Obama had carried the 2nd District by 75 percent in 2008.

Emanuel still worked out in the House gym, where he got up close with Cao, and he got personal on the phone. According to Cao, Emanuel “insinuated” that if he voted for the stimulus bill, he would be owed a big favor—even help in a reelection campaign.5

Meanwhile, Cantor also pressed Cao, making the standard Republican pitch. Federal spending would not revive the economy, but it would contribute to the soaring deficit. The Republican Party was about small business, which created jobs. They had to put incentives in place for the private sector. Small business first.

The mantra rang true to Cao, whose district was dominated by small businesses that served the vast New Orleans tourism industry.

“Look,” he revealed candidly, “the White House is going to help me with my reelection.” Obama’s endorsement—or even his neutrality—could be critical in 2010.

Cantor was skeptical. “Why don’t you get it down in writing?” he said, urging Cao not to believe any promises White House staff weren’t willing to put on paper.

Cao never asked for anything in writing. He was still inclined to support the bill, even if he were the only Republican to vote for it.

• • •

Meanwhile, the White House was dealing with a bigger problem.

The day before the stimulus was to come up for a vote in the House, the phone rang in Emanuel’s office.

It was Baron Hill, a second-term Democratic congressman from Indiana who served as co-chair of the House Blue Dog coalition. The 52-member coalition had met at 11 a.m., and they were pissed.

Founded in 1995, the Blue Dogs were Democrats who defined themselves as fiscal conservatives. Most came from politically split congressional districts closely divided between Republicans and Democrats. Many were freshmen who had won traditionally Republican seats by touting their passion for spending constraints and deficit reduction.

The Blue Dogs held mandatory weekly meetings, whipped their votes intensely to ensure that they voted as a bloc, and were not shy about bucking the Democratic leadership on fiscal issues. Obama’s stimulus package cut against the grain of their anti-spending beliefs, and they didn’t think they were getting anything in return.

As one member, Louisiana Representative Charlie Melancon, put it, “We felt like we were getting pushed into a corner and we were damned if we were going to stay there.”

On the phone with Emanuel, Hill said, “Look, we’ve got a problem here.”6 The majority of the Blue Dog coalition planned to vote against Obama’s stimulus package—more than enough to kill the bill.

And this from Obama’s own party.

Emanuel erupted into a profanity-spiced tirade. “This is the first piece of legislation that our administration is going to be voting on and you guys are going to kill it?”

Hill waited out the storm of F-bombs—anyone who had worked with Emanuel knew his technique—and said, “Look, I’m just delivering the message. I’m trying to make this thing work. I don’t want to embarrass the president. And I’m telling you that these guys are going to vote against it.”

Emanuel asked Hill to arrange a meeting with the Blue Dog leadership for later that day.

Hill had reason to hope that the White House would accommodate the Blue Dogs. An early endorser of Obama during the election campaign, Hill had spent time with him on the campaign trail.

More than once, in conversations about economic and fiscal policy, Obama had told him, “I feel like I am a Blue Dog, Baron.”

For their part, White House senior staff recognized that the Blue Dogs had some leverage—just not as much as the coalition believed. The sense in the White House was that with aggressive arm-twisting, enough Blue Dogs would vote to push the legislation through the House. But just winning wasn’t enough. Emanuel wanted to win big.

“Win big” was a mantra he and Phil Schiliro, the White House’s chief lobbyist and congressional liaison, kept repeating: Success breeds success, one legislative victory leads to future legislative victories. This vote needed to set the Big Win tone for the new administration. And the Big Win had to come fast. Delay would break the positive momentum.

The focus on “win big” was more a product of Emanuel and Schiliro’s legislative strategy than the president’s. Orszag could see the president was focused on getting the deal done. He was in implementation mode.

The stimulus package found the president in a position similar to that of the Blue Dogs—torn between competing priorities. Wanting to tame the federal deficit, he nonetheless believed that, with unemployment on the rise, the economy needed aggressive government support.

• • •

Later that day Emanuel, accompanied by Summers and Orszag, met with the Blue Dog leadership in Majority Leader Steny Hoyer’s private conference room just outside the House chamber. Things didn’t begin well.

“You guys can’t do this,” Emanuel lectured. “You can’t embarrass the president right out of the gate.”

His tone grated. Yelling broke out on both sides until Allen Boyd, an influential Blue Dog from Florida, stepped in. A burly fifth-generation farmer with a shock of white hair and a Southern drawl, Boyd tried to calm everyone down.

Look, we want to try to get to resolution on this, he said. But we can’t vote for the stimulus package because, first of all, we think it’s too big. Secondly, there are things in there that we don’t feel are stimulative. And thirdly, we want a commitment on PAYGO.

PAYGO was an enforcement mechanism previous Congresses had imposed on themselves. The rule required that all new federal spending be offset by cuts or new revenue.

Despite his anger, Emanuel understood the Blue Dogs. During his tenure as head of the Democratic Congressional Campaign Committee from 2005 to 2007, he had focused intensely on defeating Republicans in swing districts, typically by recruiting and supporting candidates who were moderate and fiscally conservative. He had personally persuaded many of them to run.

Emanuel made them a threefold promise. The administration would support cutting some of the nonstimulative items from the package, Orszag would put the administration’s commitment to reinstating PAYGO in writing, and the president himself would meet with the entire coalition after the vote so that they could make their case personally.

Hill looked around the room and hoped that would be enough.

• • •

On January 28, the day of the first House stimulus vote, the White House sent Congress a copy of the projected stimulus spending in each of the congressional districts. Since the bill now contained some $767 billion, Cao calculated that the average district would get about $1.7 billion—a welcome windfall for New Orleans, still recovering from an estimated $81 billion in damage from Hurricane Katrina in 2005.

But when he reviewed the White House report, Cao discovered that his own 2nd District would get only $330 million, about 20 percent of the average. He was astonished. Given the billions the district residents paid in taxes each year, he concluded the deal was no longer a good one for his constituents.

On the House floor, Cao voted no.

Cantor almost couldn’t believe the good news. The House vote was 244–188. All 177 Republicans had voted against it.7

“Not even one?” Emanuel said to Cantor. “What’s going on?”

“You really could’ve gotten some of our support,” Cantor said. “You just refused to listen to what we were saying.”

Cantor might have admired Obama’s self-assuredness—the confidence, the smooth articulation and eloquence—but the president had taken it too far, to the point of “arrogance,” he said.

Obama had demonstrated that he believed he didn’t need any other input. The Republicans were outsiders, outcasts. The president and the Democratic majorities in the House and Senate would go it alone. There was no compromise.

What really surprised Cantor, though, was how badly the White House had played what should have been a winning hand. Though Obama won the vote, he had unified and energized the losers. Not only had he missed the opportunity to get the Republicans into the boat with him, he had actually pushed them away. The failure was one of human relations. There had been no sincere contact, no inclusiveness, no real listening.

Soon after the vote, Cantor attended a White House reception and met Michelle Obama for the first time. The first lady was gracious. But there was a coolness toward him among White House staff that he would remember for years.

• • •

Despite their reservations about government spending, the Blue Dogs largely supported the stimulus bill. Of the 52 members of the coalition, 43 cast critical yes votes. Without them, the stimulus would not have made it out of the House.

Walking through the tunnels beneath the Capitol after the vote, John Tanner, a Blue Dog from Tennessee, playfully jumped on the back of coalition co-chair Baron Hill.

“What the hell did we just do, Baron?” he asked.

“I don’t know,” admitted Hill.

• • •

At the White House senior staff meeting the next morning Schiliro and Orszag received a loud round of applause. The bill had, at least, passed by a comfortable margin, giving the new administration its first legislative victory and the staff a huge sense of relief.

Emanuel was upbeat. Victory begets victory.

Obama, however, was surprised that no Republicans voted for the measure. Emanuel had voiced utter confidence that they would get a substantial number. His chief of staff was supposed to be an expert in these matters, the practiced veteran.

But Rahm had been wrong. What was going on?

Summers, Obama’s chief White House economic adviser, was also stunned. To win public support, the White House and the Democrats needed to look like the reasonable people in the room, willing to compromise. But the zero votes made them look the opposite—unreasonable and partisan. Not a single moderate Republican would join the new, popular president in a big spending program to save the economy? Odd, he concluded, though in his view the massive stimulus had been absolutely necessary in the effort to improve the U.S. economy.

But, Summers rationalized, if you were a Republican and Obama was successful in reviving the economy, nothing good was going to happen to you. On the other hand, if the economy stayed down despite the stimulus, as a Republican you would not want to be implicated in anything Obama had done, especially his stimulus and economic recovery program. Had it come to that so early in the term?
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On Capitol Hill, the final version of the stimulus package was being hammered out, and negotiations were getting intense. In early February, Reid and Pelosi summoned Emanuel and Orszag to the speaker’s office in the Capitol.

Emanuel and others had been urging Obama to get involved, to weigh in, engage with Congress. Yes, the final bill was going to be written on the Hill—because legislation written on the Hill by the majority will pass—but the tension was so high that it could unravel. The president needed to show his commitment.

The president’s advisers arrived in Pelosi’s office, with its breathtaking view of the National Mall and the towering Washington Monument, to find Reid and Pelosi in full deal-making mode. The economy was falling off the cliff and the Republicans were not cooperating, so the Democrats at least had to come together.

Reid and Pelosi knew they needed to cut a deal on the actual numbers that would avoid a Republican filibuster in the Senate while retaining Democratic support in the House. It was the 11th hour, and they were down to the details. Numbers were flying around the office. How about $4.1 billion for school renovation? A little more? A little less?

At this moment, Obama called into the speaker’s office and Pelosi put him on the speakerphone near the window so everyone could hear.

He delivered a high-minded message. They were going to save the economy with this bill, everything was at stake, unity of action, unity of purpose.

Thank you, Mr. President, thank you, said Reid.

Pelosi thanked Obama. We understand. We get that.

But the president wasn’t finished. Warming to his subject, he continued with an uplifting speech.

Pelosi reached over and pressed the mute button on her phone. They could hear Obama, but now he couldn’t hear them. The president continued speaking, his disembodied voice filling the room, and the two leaders got back to the hard numbers.

• • •

It took days more, but on February 13, both the House and Senate passed the final $787 billion stimulus bill.8 All 177 House Republicans again voted against it.* It included $288 billion in tax cuts, $224 billion more for entitlement programs, such as extending unemployment benefits, and $275 billion for contracts, grants and loans. The bill was 1,100 pages long.

At a signing ceremony in Denver three days later, Obama said, “Today does not mark the end of our economic troubles.9 . . . But it does mark the beginning of the end.” The plan “will create or save 3.5 million jobs”—squishy language, as it would be difficult to identify specific jobs that had been saved.

• • •

“Absolutely, we need earmark reform,” candidate Obama had said in the first debate of the presidential campaign in 2008.10

A typical feature of most spending bills, earmarks are provisions added by individual senators and congressmen directing specific amounts of money to specific projects in their states or congressional districts.

“And when I’m president, I will go line by line to make sure that we are not spending money unwisely.”

Less than a month after he signed the stimulus bill into law, Obama was staring at a massive appropriations bill that had passed Congress and was awaiting his signature.

Reid wanted the president to sign it, but the bill had 8,570 earmarks adding up to $7.7 billion in spending, much of it on easily ridiculed hometown pork and pet projects.

The president balked. He wanted to take a stand.

Republican leaders in Congress were howling for a veto and claimed anything less would be a violation of Obama’s campaign promise.

House Minority Leader John Boehner’s spokesman reminded reporters, “The president has made some very specific promises when it comes to earmarks, and in order to keep them he is going to have to stand up to Democratic leaders on Capitol Hill.”

Reid was incensed. Members saw that spending as key to serving the needs of their constituents, and Congress actually had reduced the number of earmarks compared to previous years. Politically, a veto of the bill would blow up months of painful negotiations, opening previously settled issues to another round of debate.

In a meeting with Obama, Reid said, Look, this is our prerogative. I understand you don’t like earmarks, but they serve an important purpose, and if you get rid of them all, you’re not going to get anything else done.

Reid’s threat left the president tense and frustrated. In public, he tried to make the best of it.

He signed the bill, in private, on March 11, 2009. At the same time, he issued a statement proposing increased safeguards against abuse in the future.11

Republicans hammered him for breaking his word. And the president’s erstwhile allies, congressional Democrats, fumed over what they saw as White House overreach.

House Majority Leader Steny Hoyer, a Maryland Democrat, all but dared Obama to try reforming the process, telling the press, “I don’t think the White House has the ability to tell us what to do.”12

For the Obama true believers, those who saw him as a reformer, it was, perhaps, the first hint of disillusionment. He had promised things would be different.

To those members of the administration new to the executive branch, it was an early indication that the inside game of governing was very different from the outside game of campaigning.

• • •

On Tuesday, November 24, 2009, just before Thanksgiving, Senator Kent Conrad headed down Pennsylvania Avenue for a private meeting at the White House with his former colleague, now the president. It was another step in a career-long effort of what could be called “The Project,” or “The Mission.” Conrad, the head of the Senate Budget Committee, believed the country was heading off a fiscal cliff. He could prove it, and he was going to fix it.

His intense, scholarly look inspired one Senate colleague to refer to him as “The Auditor.” But the 61-year-old North Dakotan also had an honorary tribal name given by the Sioux Indians in his home state: It translated as “Never-Turns-Back.”13

From his five years as state tax commissioner to his 23 years in the Senate, Conrad was the quintessential fiscal hawk. He had been the second senator to endorse Obama for president, and the two had a friendly, though not close, relationship.

In the Oval Office with Obama and his economic troika, Geithner, Summers and Orszag, Conrad warned that federal debt and spending posed a long-term threat, more now than ever. The country’s present course was not sustainable. And that’s not just my view, he said. It’s the view of your budget director, Orszag. It’s the view of the head of the Congressional Budget Office. It’s the view of the Federal Reserve.

“Kent,” Obama said, “I’ve seen your charts.”

Everyone laughed. Conrad’s charts were notorious. He used so many on the Senate floor and in committee hearings—more than all the other senators combined—that he had earned his own printing equipment. He could wear out even the most dedicated green eyeshade with his presentations of the nation’s finances and their descent into oblivion.

“You convinced me long ago that we’re on an unsustainable course,” Obama said.

The reasons to rein in the deficit were abundant and obvious. The public debt was now approaching $12 trillion, about 85 percent of the Gross Domestic Product (GDP), the sum of all goods and services in the American economy. Just paying the interest on the debt cost the country hundreds of billions of dollars per year. The question, the president said, was how to do it? How to get the Republicans involved? And what is the timing, since the short-term economic problems are hardly over?

Conrad didn’t want to impose fiscal austerity in the midst of a downturn. That would only lead to a bigger downturn, more deficits, more debt. The trick, he said, was to take steps to strengthen consumer demand, as they had with the stimulus bill, and to improve job creation and economic growth.

Standing in the way was a legislative process that, Conrad was convinced, had completely failed. The Senate had been squabbling over the federal budget for six months with no result, and government funding was now dependent on stopgap, short-term continuing resolutions. It was chaos.

“I believe so strongly in what you’re saying,” the president said, “I’d be willing to be a one-term president over this.”

It was a stark private declaration that Orszag had heard from the president before. But the president’s assurances weren’t enough for Conrad.

About a dozen senators, Conrad warned, felt strongly enough about the issue that they were going to take it to the next level by insisting that Congress create a commission to tackle the problem. Until the commission was in place, they would block any increase of the debt ceiling.

It was a clear threat. The debt ceiling placed a limit on how much the Treasury could borrow, and failure to increase it could lead to a catastrophic default on U.S. debt. Raising the debt ceiling was normally a routine matter, but Conrad was determined to change that. “Unless we get a commission we’re just not” raising it, he said flatly.

“I agree with you so strongly,” Obama repeated, “I’m prepared to be a one-term president. But we’ve got to deal with some practical situations—of timing, of how we construct such a commission.”

The president and his senior staff had good reasons not to resist Conrad’s pressure to create a fiscal commission. First, there was the possibility that a commission might actually produce something. Second was the president’s promise to set the country on a fiscal path leading to deficits of less than 3 percent of GDP. The economic team couldn’t agree on how to get there, and a commission would buy them valuable time.
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Nearly a year into Obama’s presidency, the nation was not on the strong path to recovery the president’s advisers had anticipated—and that Obama had pretty much promised.

The economy had been in much worse shape than they realized when Obama took office. Revised economic growth numbers for the last three months of 2008—the end of the Bush administration—were now showing negative economic growth of nearly 9 percent. A decline in real growth of 10 percent is often considered an economic depression. Now, in late 2009, the unemployment rate had risen to 10.2 percent, the highest level in 25 years. Republicans were beating hard on the administration, repeating their slogan, “Where are the jobs?” 14

Whatever bump the president’s stimulus package had given the economy had been inadequate.

Geithner, Orszag and Summers went to work on a strategy for the next year’s presidential budget request, which was due to Congress in early February 2010. They had to produce something that would show Obama was equally serious about deficit reduction and job creation. Back and forth they went, debating, defining and calculating. It was dizzying.

“Let’s sort of just gimmick it up,” Larry Summers said to Orszag at one point.

In a memo to the president dated December 20, 2009, they grimly set the scene for the president.15 Economic deterioration was so much worse than anyone realized that since Obama took office the “unfavorable economic and technical re-estimates have worsened the deficit outlook by a total of $2.2 trillion” over the next 10 years—a whopping number. The memo ran to eight pages, and included several ideas for achieving federal budget savings.

Their first proposal for deficit reduction was to “impose a three-year freeze” on the budgets of departments like Transportation, Agriculture, Interior, Labor, and Housing and Urban Development. The freeze would also hit smaller agencies, like the Environmental Protection Agency.

This was practically nothing—savings of $20 billion each year.

Orszag realized it was insignificant. It was a symbolic gesture that would give the deficit hawks in the Democratic Party, like Conrad, something to talk about without actually taking much money out of the economy. It was one of the “gimmicks” Summers had proposed.

Summers thought it was a worthy gesture, if only that. In the end, whatever the Congress decided could be undone by a future Congress anyhow.

The president approved it, putting a check mark next to the proposal in the memo.

Item two was “reduce the allowance for disaster costs to $5 billion per year.” That would save $19 billion in 2015 “based on the statistical probability of a major disaster requiring federal assistance for relief and reconstruction.” In 2005, Hurricane Katrina had cost the federal government $108 billion. The Obama team was now acting as a weather forecaster.

“Pure gimmick,” Orszag declared. But they put it in the memo anyway, and the president put a check mark beside it.

Item three was “assume a deficit neutral extension” of keeping Medicare payments to doctors at current levels. The Balanced Budget Act of 1997 had established the Medicare Sustainable Growth Rate (SGR) formula, which was supposed to reduce government payments to doctors who saw Medicare patients—“a blunt tool,” as the memo said. It had been an ambitious cost-cutting proposal—overly so. Medicare reimbursement rates were already low compared to private insurance, and the SGR cuts turned out to be so draconian that Congress had intervened every year to avoid implementing them—a practice that had come to be known as the “Doc Fix.”

The Doc Fix would continue, but it would be “unpaid for” and “without offsets.” On paper, it reduced the deficit by $25 billion, but it left future administrations to find the offsetting cuts or revenue.

It was another gimmick, and it received a presidential check mark. But this check mark had a distinctly unsteady wobble on the upsweep.

What did the president actually think about all of this?

“He’s come to the view,” Orszag later remarked to others, “that this whole exercise is kind of silly anyway, so sure, let’s play the game.”

On the Doc Fix, the memo noted that the White House had at least some political cover. Senator Conrad, it read, “has expressed the possibility that the Senate could move toward a five-year unpaid-for-fix” on the Medicare payments to doctors.

Orszag explained: “It’s almost like we’re saying, well they’re [the Senate] cheating too, so we will. So we can follow their lead. Welcome to sausage making.”

In all, the memo proposed deficit reductions totaling $85 billion. A pittance. The Treasury had borrowed more than $1.8 trillion to finance deficit spending in 2009 alone. Geithner was a near absolutist on the need to reduce the deficit to an average of only 3 percent of the GDP. The deficit was currently running at 10 percent of GDP and by their own forecasts, included in a Budget Summary Table given to Obama, would rise to 10.6 percent in 2010. Full-scale calamity was on the horizon.

There was a hole in the budget proposal where a serious deficit reduction plan should have been and they needed a filler—a plug in the budget to show there would be more cuts to reduce the deficit.

This was where the fiscal commission pushed by Senator Conrad would come in.

The memo described a commission made up of members of Congress and outside experts that would be charged with creating a plan to achieve “deficits of about 3 percent of Gross Domestic Product by 2015.” It was a version of what David Stockman, Ronald Reagan’s first budget director, called the “magic asterisk”—an undefined solution to constrain the budget without providing specifics. Instead of doing the hard work of budget cutting within the administration, they would outsource it to a commission.

“Identifying a goal of about 3 percent of GDP,” they wrote, “would make the commission appear more credible by sending a signal about the amount of deficit reduction that it is expected to recommend.”

The meetings on this went on for hours.

Orszag thought the commission was a fig leaf. Without it, the administration’s lack of a solution to the deficit problem would be exposed. The truth was their proposal did not put the deficit on a path to that 3 percent level. Orszag suggested including exact numbers the commission might contribute to deficit reduction.

Geithner vacillated. He wanted to get to 3 percent but he wasn’t really convinced an outside commission would work, so he didn’t want to put too much weight on it.

“Fucking figure it out,” Rahm Emanuel finally told them. Define what you expect—or don’t expect—from the commission.

Despite their misgivings, they finally took the debate to the Oval Office. Orszag argued for the 3 percent target—it would put more pressure on the commission to be meaningful, give it teeth, and boost Obama’s credibility.

The president looked at his budget director, who was supposed to figure this stuff out, and said it was ridiculous that a question like that should come to him.

In the end, the economic team punted. They put a large box in the Budget Summary Table that mentioned the 3 percent but didn’t do anything specific to get there. A commission “is charged with stabilizing the debt-to-GDP ratio at an acceptable level once the economy recovers. Under current Administration projections, that would require achieving deficits of about 3 percent of GDP by 2015. The magnitude and timing of the policy measures necessary to achieve this goal are subject to considerable uncertainty and will depend on the evolution of the economy. In addition, the Commission will examine policies to meaningfully improve the long-run fiscal outlook, including changes to address the growth of entitlement spending and the gap between the projected revenues and expenditures of the Federal Government.”

Summers had proposed gimmicks, but this was a model of obfuscation. The mouthful of budget jargon promised to practice some tough love. But certainly not on any timetable, and certainly not now.

The box would come back to haunt Geithner when the House Ways and Means Committee held hearings on the president’s budget request a few months later. Given his three minutes to question the treasury secretary, a relatively unknown young Republican congressman from Wisconsin named Paul Ryan pointed out that while the budget explicitly said it was essential to get the deficit down to 3 percent of GDP, it failed to do so.16

“So you’ve got this warning under here; it’s like the warning on a cigarette pack,” Ryan said. “You’ve got this little magic box underneath your budget totals that says we’re going to have a commission to do it.”

Ryan demanded an explanation. “If you’re going to solve our fiscal situation, why don’t you do that? Why don’t you give us a budget that actually gets the deficit to a sustainable level?”

• • •

Orszag, the numbers and budget expert, saw a ticking time bomb in the budget. Massive tax cuts enacted during the Bush administration were scheduled to expire at the end of 2010, and the president was committed to not extending them for the two upper-income brackets. This affected only about 2 percent of those who filed income tax returns but would increase tax revenue by up to $800 billion over the next ten years. Obama was determined to extend the cuts for the middle-and lower-income brackets. The cost would be $3.2 trillion over 10 years. Orszag argued that by making the middle-class tax cuts permanent the administration would be handcuffing itself. The federal revenue base would be too low, and there would be no plausible way of raising it. If they did make them permanent, he predicted, “we would have a fiscal crisis at some point over the next decade with very high—I don’t say 100 percent—but very high probability.”

Was it possible that these middle-and lower-income tax cuts could be ended?

Phil Schiliro proposed that they do exactly that—a daring suggestion. They came up with a modified version that Orszag liked. Obama would declare that the tax cuts should only be extended if they were paid for. There was no way, of course, given the deficit problem, that they could possibly be paid for. So that would end them, Orszag believed.

In one scenario imagined by the team, the president would say something like, “I’m in favor of the tax cuts but they just can’t add to the deficits. So if people can come up with offsets, I’ll sign that bill. If not, I won’t.”

Obama seemed open to that idea for a while. But like many politically risky propositions, when no one stood up as its champion, it faded away.

• • •

Summers saw the budget exercise on future deficits as pointless. There might be political benefits to proposing deficit reduction for years such as 2015, but Congress could easily unwind the cuts.

Orszag was less pessimistic. Looking back at past budget deals with delayed implementations—the Social Security fix in 1983, and the budget negotiations of 1993 and 1997—it was clear that the vast majority of spending caps and cuts had stuck.

He was worried less about Congress than the judgment of history. There was an opportunity for the president to do something about the long-term deficit. It would be economically and politically painful. But if he didn’t do something, and the country plunged into fiscal crisis later in the decade, Orszag told others, “I think he gets blamed by history for not acting.”
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“Outrageous,” said Senator Max Baucus, 68, the Montana Democrat, when he heard about plans for the fiscal commission. Baucus chaired the Senate Finance Committee, which had jurisdiction over taxation. Taxes had been his business since he first came to the Senate more than 30 years before, and he saw it as an end run around his committee.

Handing over a basic function of Congress to a commission that would include business and union leaders who would never have to answer to voters? Unacceptable. Even with some members of Congress on the commission, likely including Baucus himself, it would be like hiring a bunch of mercenary generals to lead the U.S. Army.

Baucus considered Conrad’s debt limit brinkmanship deeply irresponsible. The extension of the debt limit was supposed to be routine. This “vanity exercise” by Conrad to extend his role was a dangerous game. It was no less than “hostage taking.”

• • •

The selection of someone to coordinate with Congress on the fiscal commission came down to Biden and Emanuel. Obama decided to tap the vice president.

Thank goodness, Orszag thought. This was pure Senate deal making, and nobody was better at that than Biden, a 36-year Senate veteran.

Conrad had been pushing Harry Reid very hard on the issue of the debt and the need for a commission that would work outside the regular order. For Reid, in charge of the Senate process, this was difficult to accept, but Conrad pressed, and the president’s backing seemed to tip the balance.

“I’m a convert to your cause,” Reid finally told Conrad.

Biden brought Senate Democrats to his residence for breakfast. He brought them for lunch. He visited them on Capitol Hill and worked with them over weekends.

At one point, he asked Orszag to take notes during a speakerphone call with Conrad. During the call, Biden and Conrad debated the structure of the commission and how to manage the debt limit vote.

The vice president hadn’t told Conrad that Orszag was listening in. After a while, Biden realized that Conrad thought it was a private talk, but it was time for Orszag to enter the discussion directly because Biden needed an expert voice.

“Oh, hold on a second,” said Biden into the speakerphone. “Peter Orszag is just right outside the door. I think I could call him in. Would that be okay? Please hold.”

Orszag went along with the ruse. Conrad was put on hold, and Orszag made his “entrance” into the discussion.

• • •

Senator Conrad, meanwhile, remained more than a distraction for the White House. As the debt limit vote approached, he kept pecking away, demanding special favors for North Dakota. He knew that no one was going to look out for his small state, with its population of less than 700,000, unless he did.

He was talking with staff at the highest levels of the White House about payments for North Dakota hospitals. He wanted to negotiate on Medicare provider reimbursements. And on education funding.

Obama’s team knew Conrad had them in a vise and they had to deal with him. But it was nonstop, and it was starting to get to Emanuel.

In a flurry of nine terse emails on January 14, Orszag and Emanuel went back and forth over one of Conrad’s issues.17 The senator thought the White House had agreed to support indexing Medicare and Medicaid reimbursements in North Dakota to rates in its higher-cost neighbor, Minnesota.

Orszag: “I need to talk with you. Conrad believes you already promised him the wage index.”

Emanuel: “What?”

Orszag: “Conrad believes that you already promised that North Dakota hospitals would get the Minnesota wage index in addition to the demo project, so he’s not willing to accept that in return for dropping Frontier [another payment plan for North Dakota hospitals]. He believes you already made a clear commitment . . .”

Emanuel: “I do not do details on that level.”

Orszag: “What do you want me to do?”

An hour and a half went by without an answer.

Orszag: “What do you want me to do on Conrad? They’re expecting some response.”

Emanuel: “I have no idea.”

Orszag: “At this point, my calling back will probably backfire. So when you’re free maybe you, me, [deputy chief of staff Jim] Messina, Phil [Schiliro] should regroup on this quickly. We’ll have commission language in a bit.”

But the Conrad issues wouldn’t go away, and days later an exasperated Emanuel sent Orszag a stern directive:18

“You fix this now.”

Orszag did not. Soon Emanuel was emailing Orszag because Conrad was threatening to change an important budget measurement on education. He ordered in reinforcements, including Biden, who was close to Conrad. He emailed Orszag, “Conrad is intending to switch.19 Get the VP on this ASAP.”

• • •

On Thursday evening, January 14, 2010, the president loaded the Cabinet Room with the key congressional Democrats for continuing negotiations on health care reform. Included were Reid, Pelosi, their deputies, committee chairmen wrestling with health care reform, and senior White House and congressional aides. All shared essentially the same view about the need for large-scale, transformational legislation that would provide coverage to the nation’s more than 45 million uninsured. This was the president’s big move. But the Senate and the House had passed different bills. They needed to make them into one, and they needed to do it quickly. Obama attempted to preside as House members demanded more spending on prevention and extra subsidies while senators pressed for Medicaid subsidies for states like New York. It would go on for an hour or two, then the House people would break and go into one room, and Senate people into another. They would then come back for more, making little or even no progress.

“That’s it,” Obama said around midnight. “Stop this bullshit.” We’re all Democrats, and we’ve all agreed to do this. “But you won’t come to an agreement. I’m happy to stay here all night to help you, but none of you are listening.” He was close to losing his temper. “It’s very clear that there’s nothing I can do to help you. So I’m leaving. You can call an end to this or you can figure out how to do this. I’m going upstairs and going to bed.” He stood up and walked out.

Pelosi stood and began to gather her papers, as did the others.

“Nancy, sit down for a minute,” Emanuel said. “Let’s go through these numbers one more time.” The real differences, as always, were about money, in this case a difference of about $26 billion between what the House and Senate wanted. Everyone returned to their seats.

“Humor me,” Emanuel said. “You have this number two here,” he said, referring to one House item for $2 billion. “You have this number four,” he continued for the Senate, which wanted $4 billion. “What’s the number between two and four?”

“Three,” somebody said, falling for his question.

“Okay, three,” he said.

“I’m not going to do three!” someone shouted. Others protested.

“I didn’t say you were going to do three,” Emanuel said. “I didn’t say that at all. I just wanted to know what was between two and four. It’s three. Okay, we all agree. Three.”

It was juvenile and insulting, but they were all tired.

Emanuel found another number where the middle ground was eight. “Now,” he continued, “what’s three plus eight?”

Another explosion. “I never said we’d do eight!” More protests and head shaking all around.

“I didn’t say you’d do eight,” Emanuel said. “But I just want to know, what’s three plus eight? It’s 11.” He continued through the list amid growing protests and derisive comments. “This is not an attempt to forge an agreement,” he said. “I’m just playing with numbers here. Just humor me. No one’s bound by this. I’m not even saying anyone should do it.”

By about 1 a.m. he had gone through the list and found the middle.

Everyone pretty much said they had not agreed at all, not to any of these arbitrary numbers or alleged compromises.

“I didn’t say you did,” Emanuel replied. “But come back tomorrow morning and we’ll talk about it.”

The next morning the president was back in the chairman’s seat.

“Okay,” said Pelosi, “we can do those numbers Rahm wrote down last night.”

“We can do that,” Reid said.

• • •

The Democrats’ filibuster-proof 60-vote hold on the Senate was in jeopardy as a result of the death of Ted Kennedy the previous August. Under Senate rules, 60 votes were required to end debates, so a 41-vote minority could block almost any legislation. Kennedy had been replaced by a temporary Democratic appointee, but Republican Massachusetts State Senator Scott Brown was campaigning for the seat. Brown promised that he would become the GOP’s critical 41st vote, making it possible to sustain a filibuster of Democratic initiatives, especially the health care plan. He often signed his autograph “Scott 41.”

On January 19, 2010, he won 52 percent of the vote to become the first Republican senator from Massachusetts in 36 years.20 Brown was sworn in on February 4.21 Even with the agreement over money, there was no way Democrats had time to get a new version of the 2,700-page health care reform law through the Senate before he was sworn in.

• • •

For weeks, Biden had been slowly building consensus on how to structure Conrad’s fiscal commission. By late January, a plan had emerged with support from Democrats and Republicans. The proposed commission had been granted extraordinary power—so much power that Biden worried the White House might lose control of the process.

He failed to persuade Max Baucus, the Senate Finance Committee chairman, but he did get Harry Reid to bring the commission up for a vote in the Senate on January 26. It needed 60 votes to overcome a potential filibuster, but just before the vote, six Republican co-sponsors withdrew their support and it failed 53–46.22

What a wonderful late Christmas present, Biden thought. Whew.

See? he told Conrad. The Republicans screwed you. You can’t trust them. They talk tough about deficit reduction, but then vote against any real effort to fix the problem.

In an interview, President Obama later recalled the Republican decision to abandon the fiscal commission.23

“At that point we’d already got a hint of things to come when the sponsors of that commission, including Mitch McConnell and John McCain, as soon as I say this is a great idea and we should do it, decide to vote against it.”

But Conrad and his group would not go away. They wanted the president to appoint a deficit commission through an executive order. Biden promised to keep working.

• • •

Obama unveiled his budget proposal in a speech at the White House on February 1, 2010.24 He called for $3.8 trillion in spending, which would add about $1.3 trillion to the deficit. He said he hoped to save more than $1 trillion, chiefly through revenue brought in by ending the Bush tax cuts for the top two tax brackets.

He blamed the meagerness of the effort on decisions made during the former administration. “We’re at war,” he said. “Our economy has lost 7 million jobs over the last two years. And our government is deeply in debt after what can only be described as a decade of profligacy.

“Previous Congresses created an expensive new drug program [for seniors], passed massive tax cuts for the wealthy, and funded two wars without paying for any of it.” He presented a laundry list of modest proposals—tax cuts for investors in small businesses, clean energy, some commonsense cuts and efficiencies, new fees on big banks. He also formally laid out his plan for a bipartisan fiscal commission, which he would set up with an executive order.

As a measure of the problem, he opened the national suggestion box, saying, “I welcome any idea, from Democrats and Republicans.”

Few were impressed. The president had put off anything that would seriously address the problem. Senator Orrin Hatch, 75, the Utah Republican who had served 32 years in the Senate and made many deals with Democrats, scoffed publicly, “They are sending a toy fire truck to combat a five-alarm fire.”25

• • •

A fiscal commission set up by executive order would not have the force of law, but it would be symbolically important. Biden was assigned the task of recruiting a Republican co-chairman for the fiscal commission. They needed a rare bird—a Republican who would go along with tax increases in some form. Biden went after the rarest bird of all, former Wyoming Senator Alan Simpson.

Colorful and outspoken at 78 years old, Simpson was a natural showman who routinely shocked whatever audience he faced. He liked to call others—senators, friends, reporters—“rascals.” But he was the genuine rascal, albeit a good-government rascal, who would not and could not hold his tongue. A critic was a “banjo-ass.”

Simpson had served in the Senate for 18 years with Biden. They didn’t agree on much, but as full-fledged members of the Senate club, they knew how to live in that chummy world, where even the starkest policy differences were not to be taken personally.

“We’ve got a tough one here,” Biden said in a call to Simpson. After explaining that the commission would be tasked with essentially fixing the federal budget, Biden offered him the co-chairmanship.

“Boy,” Simpson replied, chuckling, “that doesn’t sound like anything I want to do.”

“The president wants you,” Biden said, knowing that left Simpson little choice. He explained that Congress had been expected to set up the commission itself, giving its recommendations the full force of law, but a group of Republicans revoked their support, joining to scuttle the effort.

Yeah, Simpson knew. “It was just ‘let’s stick it to Obama’ day.”

So a presidential commission, Biden said, is the only option left. Simpson knew a commission appointed by the president would not have the legal heft of one created by Congress—so Obama’s personal commitment would be key to its success.

“I’d sure want to visit with the president first,” Simpson said. “Everything has to be on the table, or it’s just a feckless cause.”

Okay, Biden agreed.

Simpson talked with Erskine Bowles, the former Clinton White House chief of staff, who would serve as the Democratic co-chair.

He met with Obama’s economic brain trust, Summers and Orszag. “You know this is a suicide mission,” Simpson reminded them. He would be pilloried by his fellow Republicans for supporting Obama’s effort. “Everything has to be on the table including Obamacare, as they call it. I say you can call it anything you want. Call it Elvis Presley–care, call it care-care. It’s totally unsustainable.” Obamacare can’t work, he said, even though it had not yet passed.

Simpson dropped in on his former colleague Senate Minority Leader Mitch McConnell. Simpson knew too well that the dour McConnell wasn’t one for heart-to-heart talks, but he wanted to sound him out. He didn’t ask for McConnell’s support, because at this point the commission was so nebulous that no one could know what sacred cows it was going to hit.

“Good luck,” McConnell said. “It’s a tough one.”

Three senators from McConnell’s side of the aisle would sit on the commission.

“I’ll tell you one thing, Mitch,” Simpson said. “I know you pretty well. You know how to keep your troops together. And that’s the awesome strength of your leadership. I don’t know how you do it, what various methods you use, but you’re a remarkable leader because you’ve got them together.”

Of course, Simpson did know how McConnell managed his caucus. He made threats and promises, used fear and cajoling. Take one tough vote for me, he’d say, take two, and we’ll eventually win the majority and I’ll get you a committee chairmanship.

“So,” Simpson said, “we know that whatever happens here, you’re going to call the shots and that’ll be the way that is.”

McConnell didn’t agree or disagree.

• • •

These machinations did not meet Rahm Emanuel’s standards. There was no agility in the White House, no ability to get organized and move fast on critical issues like the fiscal commission. He emailed Summers and others on February 8, 2010:26

“This does piss me off that we have debated this internally for months ad nauseam and we are a day and a half before the announcement and just now reaching out to a Republican senator.” Emanuel did not see the appeal of Simpson. “He’s going to be a headache. Our internal process is a fucking debating society.”

• • •

Obama had Simpson and Bowles to the Oval Office on February 18, the day he would sign the order creating the National Commission on Fiscal Responsibility and Reform.

Simpson sat down in the front chair, which was normally reserved for the vice president, who hadn’t arrived yet. When he realized, he apologized and started to move.

No, no, Obama said, you stay there.

After some preliminaries, Simpson stretched out his 6-foot-7 frame and turned to Obama. “Mr. President, I want to make sure you’re serious about this, because my Republican friends are going to take my head off.” The commission would have to consider everything, all spending, all taxes. “Everything has to be on the table, including all health care spending and reforms.”

Everyone knew this would include Obamacare.

“Is it all on the table?” Simpson asked.

“Yes,” the president said.

“Rush Limbaugh, he’s just going to say I’m sleeping with the enemy,” Simpson added. “Mr. President,” he continued, “that reminds me of a joke. A guy goes and buys a really expensive car, but takes it back to the dealer and says, ‘God damn it, I just spent $300,000 on this car and the radio doesn’t even work.’ And the dealer says, ‘No, no, you have to understand, you bought such an advanced car that your radio is the newest. Just say what you want to hear and it comes on the radio. You say jazz, and on comes jazz. You say country, and on comes the country station.’ The guy, once again really proud of his new purchase, drives off the lot and gets cut off by another driver. ‘Asshole!’ he yells, and Rush Limbaugh comes on the radio.”

The Obamaites were used to profanity—they worked with Rahm Emanuel—but this was new. An extremely tall Republican was telling Rush Limbaugh jokes in the Oval Office. And they had worked hard to get him there.

Bowles said it wasn’t good enough that he and Simpson knew that no policy or program was off-limits. Everyone on the commission needed to hear it, and they needed to hear it from the president.

In April, before the 18-member committee held its first meeting, the members gathered in the Roosevelt Room in the White House, and Obama obliged. He came into the meeting and said, “Everything is on the table. Wish you well.”

Later, in the public signing ceremony, Obama introduced Simpson and Bowles, saying they “are taking on the impossible.27 They’re going to try to restore reason to the fiscal debate.”
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Stymied on the health care bill by the loss of their 60-vote Senate majority, the Democrats set out to exploit the Senate’s arcane reconciliation process, which allows certain budget-related bills to be brought to the floor for a vote without the possibility of a filibuster.

On March 21, the House held a series of votes that ended with the passage of a bill identical to the Senate’s original legislation, followed immediately by a reconciliation bill making the changes to it that the Democrats had negotiated among themselves. No Republicans voted for either bill.

It would take another four days for the House and Senate to finalize the changes in the reconciliation bill, but with the Senate version having finally passed both houses, Obama had something to sign.

At a ceremony in the East Room of the White House on March 23, the president signed the Patient Protection and Affordable Care Act into law.28

Vice President Biden introduced Obama, and before relinquishing the podium, leaned over to whisper something to him. The microphones caught his words and broadcast them live:

“This is a big fucking deal.”

• • •

“I know you guys are Republicans,” Obama told a small group of leading chief executive officers at a White House dinner in early 2010.
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