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 Infrastructure and other progs PPP, ARPA 

 Opinion: A Progressive Vision Is 
 Possible if We Spend Money 

 Thoughtfully Now 
 The American Rescue Plan has the potential to be the most effective social care 

 package since the 1960s. 

 April 29, 2021 
 By Robert Gordon and Michele Jolin 
 Last night, President Biden offered a vision of government as an instrument for progress 
 not heard from a president since Lyndon Johnson. Congress should put that vision into 
 legislation this summer, but success will also depend on countless smaller decisions 
 made across the country. 

 A key test comes from more than $450 billion earmarked for states and local 
 governments to spend quickly as part of the $1.9 trillion American Rescue Plan enacted 
 last month. This money may be used to fill budget holes. But state revenues have risen 
 sharply with economic recovery, in some cases exceeding pre-pandemic levels, and some 
 states have a surplus even before a federal dime arrives. Cities and councils (and tribes) 
 face more shortfalls, but they will also have opportunities to invest. 

 President Biden’s rescue plan czar, Gene Sperling, is a superb operator, but he cannot 
 direct these dollars. They actually have fewer strings attached than the smaller, parallel 
 funds in the 2009 bill which we helped administer under the Obama administration. 
 The main work will fall to governors and state legislators, mayors and city councils, 
 county executives and commissioners, school superintendents and boards. 

 Even passionate and seasoned officials and their staffs have had little time to consider 
 anything beyond the immediate crisis. While they fend off padded proposals from 
 vendors, the normal political process churns toward what policy wonks call the “peanut 
 butter spread” problem — in other words, giving everyone something, yet falling short of 
 lasting change. 
 There are ways to avoid that. Based on decades of experience with every level of 
 government, we would organize efforts around five principles. First, target a few big 
 goals, to narrow and galvanize efforts. Second, fund initiatives with strong evidence of 
 large long-term returns. Third, use these one-time funds in ways that are themselves 
 one-time, or have a path to sustainability. Fourth, address racial and economic inequity, 
 delivering for those left furthest behind. Finally, measure success. 

 Putting these principles into action, we’d focus on serving the children who have 
 suffered most from the pandemic. School closures, parents’ job losses and social 
 isolation have set back children in ways we are only starting to understand. Here’s just 
 one stunning example: The share of Virginia’s early elementary students at high-risk for 
 reading failure increased by more than 50 percent this fall, with the biggest increase 



 seen among children who are Black, Latino, or poor. Children’s mental health visits to 
 emergency rooms also grew by at least a quarter, as did family food insecurity. Most 
 frightening: More time at home, and in the home, has given millions of children greater 
 exposure to lead, which can have adverse effects on brain development and behavior. 

 Rescue Plan dollars can meet all these challenges. Start with lead: As part of his 
 infrastructure plan, Mr. Biden has committed to eliminating all lead service pipes. But 
 there’s no reason to wait for that bill to pass, and we can’t focus on pipes alone. In 
 addition to some nine million U.S. homes with lead service lines, 24 million homes 
 (built before 1978), including four million with young children, have lead-based paint 
 hazards. Lead exposure in children — from inhaling the dust or eating the paint — may 
 lead to reductions in educational outcomes and potentially criminal behavior. This is a 
 perfect use of Rescue Plan dollars: one-time, proven impact and huge results for those at 
 greatest risk. 

 With the widespread distribution of vaccines making close contact safer, now is also the 
 time to ramp up voluntary home visiting programs for families suffering from social 
 isolation. Some programs engage nurses to work with new parents on health and 
 nutrition; others send social workers to help families in crisis to avoid foster placements. 
 Both types get results. Pre-kindergarten education and skilled tutoring, when offered 
 regularly, are proven to reduce learning gaps, too. These efforts cannot — and will not — 
 end with the Covid-19 crisis, but they can carry forward if Congress embraces the 
 president’s proposals around early childhood intervention. 
 To knit together supports, governments can follow North Carolina’s lead. The state has 
 been a model in creating an online platform that enables health, education and social 
 service providers to securely communicate, make referrals, and share information. We 
 know these connections are crucial so families get the help they need when they need it. 
 The platform also generates data essential to determining the results investments are 
 getting. 

 To be sure, not all spending on children deserves support with these dollars. Services 
 like home visits should be targeted at those most in need. Sweeping initiatives that 
 spend big on people and continue indefinitely — like reducing class sizes and raising 
 salaries — are best funded with permanent funding. And since there is a premium on 
 speed — this money has an expiration date — this isn’t the place for complex, untested 
 new initiatives. 

 Now is a moment for a sweeping strategy, not just a shopping list. With wise 
 investments in the next generation, we can prove the value of smart government for 
 generations to come. 



 15% of Paycheck Protection Program 
 Loans Could Be Fraudulent, Study 
 Shows 
 By Stacy Cowley 

 Published Aug. 17, 2021 Updated Oct. 11, 2021 

 When the Paycheck Protection Program began last year to help small businesses that 
 were struggling during the pandemic, the federal government was determined to get the 
 relief money out fast — so it waived much of the vetting lenders traditionally do on 
 business loans.The absence of those safeguards meant that fraud was highly likely. But 
 just how much of the program’s $800 billion was taken illicitly? A new academic 
 working paper released on Tuesday contains an estimate: Around 1.8 million of the 
 program’s 11.8 million loans — more than 15 percent — totaling $76 billion had at least 
 one indication of potential fraud, the researchers concluded. 

 “There’s been a lot of anecdotes about fraud, but the tricky thing about anecdotes is that 
 it’s very difficult to put them together and get at the scale of what’s going on,” said 
 Samuel Kruger, an assistant professor of finance at the University of Texas at Austin’s 
 McCombs School of Business and one of the paper’s authors. “We wanted to look for 
 patterns in the data.” 

 The study pins blame for many of the questionable loans on one particular group of 
 lenders: financial technology firms, known as “fintechs,” which focus on digital lending. 
 Nine of the 10 lenders with the highest rate of suspicious loans fell into that group. 

 “Certain fintech lenders seem to specialize in dubious loans,” the authors wrote. 
 Collectively, fintechs made around 29 percent of the program’s loans but accounted for 
 more than half of its suspicious loans, the study concluded. 

 The Paycheck Protection Program, which ran intermittently from April 2020 to May 
 2021, relied on banks and other lenders to make the government-guaranteed loans, 
 which are designed to be forgiven if borrowers followed the program’s rules. 
 Government watchdogs have long warned of a high fraud risk on the rushed loans; the 
 Justice Department has charged more than 500 people with improperly claiming 
 hundreds of millions of dollars in borrowing. 

 Dr. Kruger and two other researchers at the university, John M. Griffin and Prateek 
 Mahajan, identified a set of four primary and five secondary indications of a suspicious 
 relief loan. Among the red flags: businesses that claimed they paid workers significantly 



 more than their industry’s norm, and corporations and other formally structured 
 businesses that lacked a state business registration. Then they combined the loan 
 records released by the Small Business Administration, which managed the program, 
 with other data sources, like registration records and industry wage data, to find loans 
 with anomalies. 

 The $76 billion contains some false positives, the researchers acknowledged, because 
 not every loan that raises red flags is improper. One of their indicators, for example, is 
 multiple loans going to multiple businesses located at the same residential address. 
 That’s often a warning sign, according to the researchers and to program lenders, 
 several of whom have said they gave extra scrutiny to such loans. But there are also 
 legitimate reasons a household could contain more than one home-based business. 

 A more restrictive calculation by the researchers, of loans with at least two suspicious 
 characteristics, identified 1.2 million potentially fraudulent loans, totaling $38 billion. 

 “We were fairly conservative in the way we approached the whole analysis, so there’s 
 also probably billions that we’re missing,” said Dr. Griffin, a finance professor at the 
 university. “It seems like the fraud cost was high on this program.” 

 Dr. Griffin, the team’s lead researcher, is an owner of four companies that do consulting 
 work on financial fraud investigations. None has any contracts related to the Paycheck 
 Protection Program, he said. 

 In particular, the study cites two lenders, Capital Plus and Prestamos CDFI, as having 
 fraud flags on roughly half their loans. Both of those lenders made nearly all of their 
 loans through Blueacorn, a loan facilitator that drew in borrowers through a marketing 
 blitz and steered them to its partners. Two other large online lenders, Cross River Bank 
 and Harvest Small Business Finance, also had exceptionally high rates of suspicious 
 loans, the researchers said. 

 All four lenders said they strongly objected to the study’s methodology, data and 
 conclusions. At the same time, they emphasized that the populations they focused on — 
 particularly solo entrepreneurs and tiny companies, including those without traditional 
 business banking relationships — were inherently riskier. 

 “We made every effort to screen out ineligible applications,” said José Martinez, the 
 president of Prestamos CDFI. “My team work day and night to support the 
 smallest-of-small businesses, and we are proud of the work we did so the critical 
 emergency funds reached all eligible applicants.” 



 Big banks mostly limited their Paycheck Protection Program lending to existing 
 customers, a choice that reduced fraud but disproportionately excluded businesses 
 owned by women and people of color. Online lenders and fintechs were frequently the 
 only available option for those without business bank accounts and credit lines. Making 
 loans to those with no prior relationship with the lender — especially in the absence of 
 strict underwriting — significantly raises the risk of fraud. 

 “Cross River is a state-chartered, F.D.I.C.-insured bank with robust regulatory 
 standards,” said Phil Goldfeder, a bank spokesman. “Unlike other lenders who 
 prioritized their own customers, Cross River addressed the S.B.A. call to action and did 
 not limit the program to existing customers.” 

 Before the study was released, Blueacorn sent a letter Jay Hartzell, the president of the 
 University of Texas at Austin, objecting to the researchers’ approach. Blueacorn said 
 that by relying on interim data released by the Small Business Administration before the 
 P.P.P. ended, the study counted loans that its lenders initially approved but later 
 canceled because of suspicious traits. Nearly 157,000 applications — about 16 percent of 
 all of the loans Blueacorn’s lenders approved — were canceled by the lenders before they 
 were paid out. 

 “As we reviewed increasing volumes of loan applications, we learned, adapted, and 
 enhanced our fraud detection capabilities and protocols,” Barry Calhoun, Blueacorn’s 
 chief executive, said in a written statement. “Along the way, we partnered with the 
 S.B.A. and other authorities to ensure the integrity of the P.P.P. while providing a 
 traditionally overlooked population with access to the funds they needed and deserved.” 

 The researchers said they hoped their work would help inform the ongoing policy debate 
 about the Paycheck Protection Program’s effectiveness. 

 “Our evidence, along with evidence that the P.P.P. saved relatively few jobs at a high 
 cost, provides growing evidence that the P.P.P. seems to have been a poor allocation of 
 capital,” they wrote. “The sheer scope of the tens and hundreds of thousands of 
 suspicious loans originated by many fintech lenders suggests that many lenders either 
 encouraged such loans, turned a blind eye to them, or had lax oversight procedures.” 

 Matthew Coleman, a Small Business Administration spokesman, said that under its 
 administrator, Isabella Guzman, the agency had “implemented reforms to reduce fraud 
 and expand access to the smallest and minority-owned businesses and address serious 
 flaws in the prior administration’s implementation of the program to address both 
 issues.” 
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