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THE PRESENT TREND IS NOT SUSTAINABLE

Tlic pap between Federal spending and revenues is growing rapidly. Absent policy changes, entitlement
spending and interest on die national debt will consume almost all Federal revenues in 2010. In 2030,
Federal revenues will not even cover entidement spending.
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HOUSE OF REPRESENTATIVES

SPONSOR STATEI\/IENT
House J™'nt Resolution 29

"Relating to the fr >nced budget amendment.”

The federal deficit has grown from $51 billion in 1941 to an estimated

trillion in 1992, Federal government overspending has become the rule and
not the exception over theyears. It is clear that change is needed and the
federal governmentcan no longer handle the responsibility of creating our

national budget without new guidelines.

Our nation must learn to live within its means, just as each individual must.
Passing a balanced budget amendment will bring discipline to our national
spending; without this discipline we face economic chaos. It is for these
reasons | urge the United States Congress, the President of the United States
and each State of our Union to support the balance budget amendment to the

Constitution.
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Highlights

Mr. -STEVENS.

1 think it will
h* X u>fcaL total <L'&iat*f for a Stats
snob M jzmir to come cmdir &balanced
budget amendment.

The adm inistration has told us—and
theso are tha Department of Trvajrury'a
estimate*. not mine--that if the bal-
anced budget goes Imo effect, defense
could face nationwide cuts up to 5270
billion between 199% and 1999.

la order to achieve that we
will lose ‘at least Fort Richardson and
Elelton Air Force Base, and maybe one
other.

‘*:'W« 'estimate* under Una balanced
budget amendment that—and thia is
the Coalition for Budget Integrity
which gave us the figures extrapolating
them to Alaska—by the year 2000 if the
budget is balanced by raising & In,
‘taxes and 52 of spending'cut*,"Alaska
will loss 91000.-jobs* there -will be 24
percent less personal income in Alaska;
sthe rats of unemployment, which is al-
ready the Nation's highest, will in-
crease by 6,4 percent; and our Alaska
economy will be negatively impacted
tor atleast 10 years.

If this budget amendment Is
adopted; 44,000 elderly people in our
State will see their average Social Se-
curity benefits putby 5U59 a year.

r m 1f\*d
. PROCEEDINGS AND DEBATLE? *Of TITLE*l* .
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Native Alaskans in remote Tillages
could see thair health aid
CUt; LQC uiQIU Qh IUa Ocdt 1, yKtftk
provides, their health delivery service,
will be cut; fishermen in coastal vil-
lages will sea dxiftnet monitoring by
the North Pacific Council cut, and .the
coverage to prevent illegal fishing on
the high seas; we will see our fish stock
assessment money—two of these are in
this budget right now—fiah stock aa-
seau&e&U and ocean research are al-
ready slated for cuts; Federal loans Go
fishermen to help them modernise
their vessels will be gone; 5,000 Federal
and private sector timber dobs.will be
lost; and the education programs that
ara provided to our Indian people, our.

-native people and to the military
schools will go down; public works
projects such u the Bethel seawall

that 2 have been working on sow for 10
years and finally ret on the schedule,
it will go. The Dilltugham erosion con-
trol project, tbs "Ketchikan Visitor
Center, when people who come into
the Srate on ferry or cruise ship, ootne
and see what they want to eer. harbor
maintenance for Nome, Seward. Sitka,
and Kodiak we faei will be eg m3fluted;
the 525 minion Federal match of State
matching 'money to provide water and
sewer projects for those 176 villages |
told you about, would be cut or elimi-
nated. The State puts op half, the Fed-
eral Government puts up half, It will

have to go. * *



FAA Is port_of ths discretionar
spending that will hare to ot oat. AS
said. it In already being cat. ir the Bal-

anced budget amendment pauses fur*"
thar dramatic cuts will be required. We °

already have to ahut down almost all of
the flight service atationa Is Alaska.
One of theee days, you will be

Is Uaalakloet. AS, and eozaeaa* Is
Denver will say, “It's ill rirht. .the
runway Is dear/' But they will sot.be
there. We are mooting everything is
the system and losing the safety re-
quirement.

will we attack tha Coast
Guard, will we attack the USGS, will
wa attack the Forest Serrice7 That is
what tills balanced budget amendment
. will attack.

They will cut everything from search
and rescue in our Start, to Coast Guard
protection far our flshrrisa, to those
who outline tho areas of the national
forest that we can cut—and even that
is shrinking ersry year.

. the set result 0f
a balaacad buc\IR/et amendment Is going
to be that the West will suffer.

_ _ The impact
of this la goinf'to be, how will I ever
get a waiver of the balanced-budget
amendment to try and get special
money to meet special problems In
Alaska? Do, you think | can do that,
Mr. President? We had the largest
earthquake that haa hit the United
States In this century. God forbid we
have another one. But will Xbe able to
get a waiver for one State? Will we tec

a wajver if we have another great flood
In Alaska?

| do not believe that we ought to aad-
Ult cur people with a concept (hat la aa
inflexible that it would sot permit aa
to meet tha economil difficulties we
may face in the future without having
to go through the:process, the con-
stitutional prooeea, of waiving or even
eliminating a constitutional balanced
budget amendment..

_Xthink this is wrong. Xthink ;t la ba-
sically WI‘OI’]?.

Incidentally, the Deportment of De-
fense tells ua the most likely scenario
to cut the 1270 billion between 1966 and
2000 would require a reduction of 276,000
military people, one out of flve. We
would lay off 170,000 National Guard,
one out of three. We would discharge
125,000 civilian workers. We would
close—a addition to those we were al-
ready going to close hy 19G—we would
oloee half of the remaining 22 major
bases la the United SUtea. We would
does nine logistics depots, terminate
the F-18, terminate the C-17. And after
the turn of the century we will have no
other transport but the 017. The ill’s
are wearing cut. the J30*s are wearing
out. There la nothing left- But we
would have to terminate it because It
Is too large an expenditure. \We would
have to cancel the nuclear aircraft car-
riers. We would have to cancel the next
submarine, SSN-23, cancel the attack
submarine, cancel .the M-l tank up-
grade®.

.1 aay we do not need to live In a
atraltiacket in *** country to deal
with the ﬁrob_lems_of the country. Y*t.
that is what is going to happen If tms
occur,

. We do not
need a restriction in tha Constitution
as far as a balanced budget amendment
to deal with this la order to prevent
and cure the problems that exist in-the m

economy today.

~ _ . a constitutional amendment
*is not necessary. We do not need a con-
stitutional amendment to give Con*
tw i the authority to do the things
that must be done to correct our eco-
pomic imbalance. Powers that the Con-

gress already possesses.

a corset
around the economy of the United
States.

this Is the wrong amendment .at
the wrong time to address the -wrong

problem.
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IN THE SENATE OF THE UNITED STATES
Ja&jaay 27 (Itfiaiatm day, Jaxuasy 10), 1996

Raoemd; read twic* and pUmd an the «si«odsr

JOINT RESOLUTION

Proposing &balanced budget amendment to the Constitution

1
2
3
4
5
6
7
8

9

of the United States.

Resolved by the Senate and House of Representatives
of the United States of America ’in Congress assembled
(boo-tkirds ofeach House concurring tkerem), That the fbl-
lowing article is proposed & an amendment to the Con*
ititution of the United States, which shall be valid to all
intents and purpoacn as port of the Constitution when
catified by the legislatures of tkrw-fourths of the several

States within seven yearn alter tho date of itc robmiiwian

to the States for ratification:



1 “A3TICL2 —

2 “Section* 1 Total outlay* for any fiscal year ahall
3 not exceed total receipt* for that fiscal year, unless three-
4 fifths of the whole number of tech. Home of Congress shad
5 provide by lawfhr a specific excess of outlays over receipts
6 by a rollctail vote.

7 “SECTION 2 The limit on the cefat of the United
8 States held by the public shall not be increased, unless
9 three-fifths of the whole number of each House shall pro-
10 vice by lawfbr such, an increase by a rolieaH vote.
11 “SECTION 3, Prior to each fiscal year, the President
. 12 shid famunit to the Congress a proposed budget for the
13 United States Government for that fiscal year in which
14 total outlays do not exceed total receipts.
15, . * “SECTION 1 No hill to increase revenue shad become
16 law unless approved by a majority ‘of the whole number
17" of esoh House by a roilsad vote.
18 “section 5 The Congran may waive the provisions
19 of this article for any fiscal year in which a declaration
- X0 ofwar Is in effect. The provisions of this article may be
21 waived for any flacal year in which the United States is
22 *ag*«cd In military conflict which oeuaoe an imminent sad
23 serious military threat to national security and ia o dc-
24 dared by a joint resolution, adoptsd by a majority of tha
25 whole number of each House, which becomes aw.

mj i rca



3
1 “Section’ 6 Tie CougreM shall enforce and impie-
2 meatthis article by appropriate legislation, which may rely
3 05 estimates Of outlays and receipts.
4 “Section 7. Total receipts shall include all receipts
5 of the United States Government EXCEQL those derived
6 from borrowing. Total outlays shall incluce ail outlays of

7 the United States Government ex-sept fbr those for repay-

8 meat of debt principal.

o =section O TNIS article shall take effect beginning
10 with fiscal year 2002 or with the second fiscal year begtn-
11 afterits ratification, whichever is Later.™

Pamd the House of Beprescststreoe January 26,
1995.

Attest: ROBIN H CARLE,
B Clrrk.
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Executive Summary

The federal Constitution gives states the decisive voice over amendments because
38 state legislatures must approve an amendment for it to become part of the
Constitution. Neither Congress nor a national constitutional convention has the authority
to amend the Constitution without state action.

It is likely that in 1995 Congress will submit to the states an amendment requiring
a balanced federal budget. Doing so would force Congress to consider seriously how to
begin the process of balancing the budget. Fiscal Year (FY) 2002 has been suggested as
the target year. According to current projections of federal revenues and expenditures for
FY 2002, the cut for that year would have to be $319 billion, or 17 percent across the
board. Reaching that objective between 1995 and 2002 couM ~ done by cuts of an
additional $45 billion each year beginning with FY 1996, according to current
revenue and expenditure forecasts.

Even before the states approve a balanced budget amendment—if they ever do—
Congress will have to begin consideration of balancing the budget. Postponing action
until an amendment might be enacted could impose an overwhelming problem of budget

reduction in the future.
©

The National Conference of State Legislatures supports actions to balance the
federal budget, but has repeatedly expressed its opposition to doing so by shifting the
costs of existing federal programs to the states. Many of the possible approaches to
federal budget reduction could place serious fiscal burdens on the states.

Cost shifting through imposing more unfunded mandates, program elimination,
reductions in matching rates, or caps in entitlement spending would each place new fiscal
burdens on the states. These would not solve, but only displace, the national crisis of
deficit and debt. Likewise, many kinds of potential federal tax increases could burden the
states by eroding their tax bases-increases in consumption or excise taxes for example.
NCSL urges the federal government not to change federal sources of revenue in any way
that would impair the ability of the states to raise revenue.

This report examines the potential consequences for states of a federal balanced
budget amendment, cites NCSL policy on balancing the federal budget and related issues,
and presents the arguments for and against a constitutional amendment to require a
balanced budget.

Vil



AMENDING THE FEDERAL CONSTITUTION TO REQUIRE A BALANCED BUDGET

The 1994 congressional elections have brought a balanced budget amendment back to the
federal agenda. This paper discusses:

The federal amendment process, including the role of state legislatures;

. Efforts to call a constitutional convention in the 1970s and 1980s;
. The balanced budget proposals Congress voted on in early 1994;
. The current outlook for the federal deficit and the federal debt;

. Effects on federal, state and local governments; and

. Key arguments from proponents and opponents.

The Federal Amendment Process

Thdrc are two possible ways to initiate an amendment to the federal Constitution. They
differ in the way the amendment originates; both of them require the approval of three-quarters
of the state legislatures— 38 at present— for an amendment to be ratified. Governors have no
formal role in the process. The two ways that an amendment may be written and submitted to the

states are by a constitutional convention and by Congress.

No national constitutional convention has been called since 1787. The Constitution
prescribes a method for calling a convention, but it has never been used. It provides that
Congress is to call a constitutional convention when it receives resolutions from two-thirds (34)
of the states directing it to do so. (The process involves filing ajoint resolution with the
presiding officer or clerk of one or both Houses of Congress. The resolutions are referred to the
judiciary committees, which have responsibility for deciding when there are enough valid
resolutions to require Congress to call a convention.) A convention would be able only to submit
amendments for state approval; it could not amend the Constitution directly. Nonetheless,
worries about how freely such a convention might act have always prevented a convention from

being called.

All constitutional amendments adopted so far have arisen in Congress. Two-thirds of the
membership of each house of Congress may pass a joint resolution containing the text of an
amendment and submit it to the states. There is no formal role for the president, who has neither
power of approval or veto over such ajoint resolution. The Constitution allows Congress to
specify whether legislatures may consider an amendment or whether special state conventions
must be called for the purpose. The standard method has been legislative consideration.



Efforts to Call a Constitutional Convention in the 1970s and 1980s

Efforts to call a constitutional convention to propose a balanced budget amendment to the
stales began in the 1970s. The federal deficit grew from $6.1 billion in 1974 to $73.7 billion in
1976, or from 0.4 percent of gross domestic product (GDP) to 4.4 percent of GDP in 1976.

Some politicians and economists blamed the federal deficit for the high inflation rates prevalent
in the 1970s, and called for a balanced budget amendment as the best way to control inflation.

Congressional inaction led five states to pass resolutions in 1975 calling for a
constitutional convention. Thirty did so by 1980, but the drive then stalled as concern grew that
a convention would not be limited to the budget issue and might instead open the entire
Constitution to revision. Thirty-two states have adopted resolutions calling for a convention, but
Congress has not ruled on their validity. Nor has it ruled on the validity of the action of three
states in rescinding their calls (see Table 1).

Tahle 1. States Whose Legislatures Have Passed a Resolution Calling For a
Constitutional Convention on a Balanced Federal Budget Amendment

State Year Passed  S™te Year Passed
Alabamal 1976 Nevada 1979,1977
Xlaska 1982 New Hampshire 1979
Arizona 1979,1977 New Mexico 1976
Arkansas 1979 North Carolina 1979
Colorado 1978 North Dakota 1975
Delaware 1975 Oklahoma 1976
Florida2 1976 Oregon 1977
Georgia 1976 Pennsylvania 1976
Idaho 1979 South Carolina 1978,1976
Indiana 1979 South Dakota 1979
lowa 1979 Tennessee 1977
Kansas 1978 Texas 1978,1977
Louisiana3 1979,1978,1975 Utah 1979
Maryland 1975 Virginia 1976
Mississippi 1975 Wyoming 1977
Missouri 1983

Nebraska 1976

1 Alaoama voted to rescind in April 1988.
2. Florida voted to rescind in May 1988.
3. Louisiana voted to rescind in July 1990.

Source: National Taxpayers Union.



Congressional Action on a Balanced Budget Amendment

Congress has made several attempts in recent years to send the states a constitutional
amendment requiring a balanced federal budget. The most recent of those efforts was in early
1994. Concern about the level of the federal deficit, general dissatisfaction with government, and
anti-incumbent sentiment created what appeared to be a favorable climate for passage. Leaders
in both chambers expressed their expectation that an amendment would pass. Although various
proposals circulated, the principal competing resolutions were similar and included these

provisions:
. The president would have to submit a balanced budget to Congress.

. Total outlays could not exceed total receipts without the agreement of a two-thirds
majority of the membership of each house on a roll call vote. This would have required

67 votes in the Senate and 290 in the House.

. "Total receipts'” would mean all revenues except those derived from borrowing. This was
designed to prevent borrowed money being counted as revenue. Payments of the
principal of debt would not count as outlays, although interest payments would. The two
provisions taken together would allow the Treasury to refinance debt.

. Th~amendment would be waived in any year in which a declaration of war was in effect.

. A majority of the membership of the Senate (51) and of the House (218) would have to
approve tax or other revenue increases.

These provisions would have taken effect in the second fiscal year that began after
ratification. Various proposals added or changed details. The last version the House considered
in 1994, for example, made the amendment effective for FY 2001 and required approval of three-
fifths of each house to increase the limit on the debt. On March 17, 1994, this version died in the
House of Representatives. 12 votes short of the needed two-thirds majority. Two weeks before, a
similar measure died in the Senate on a vote of 63-37 (four votes short of two-thirds). The votes
were heavily partisan, with Republicans in favor and Democrats largely opposed.

This failure to submit a proposed amendment to the states followed even closer votes in
earlier years. In 1990, the House of Representatives fell only seven votes short of the number
needed for passage of an amendment. In 1986 a Senate proposal fell only one vote short of the

67 needed there.



The Federal Deficit and the Federal Debt

The federal deficit is the amount by which federal expenditures in a fiscal year exceed
available revenues. Table 2 shows the Congressional Budget Office’s estimates of annual
deficits for FY 1994 through FY 2004. The table indicates that under law as it existed in August
1994 (when the estimates were published) the deficit is expected to fall sharply from FY 1994 to
FY 1995, and will not exceed the FY 1994 level until the end of the century.

Table 2. The Federal Budget Outlook:
Fiscal Year 1994 through Fiscal Year 2004

In Billions of Dollars

Fiscal Year 1994 1995 1996 1997 1998 1999 2000 2001 1 2003 2004
Revenues S1,265 SI1.363 51,433 51,492 51,562 51.632 51.713 51,799 51,891 51.988 52.091
Outlays 1467 1525 1.609 1684 1758 1,863 1970 2,086 2,209 2,343 2,488
Deficit 202 162 176 193 197 231 257 287 319 355 397

As a Percentage of Gross Domestic Product

Fiscal Year 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Revenues 19.0% 19.3% 19.3% 19.1% 19.1% 19.0% 19.0% 19.0% 19.0% 19.0% 18.9%
Outlays 22.0 216 21.6 21.6 21.5 21.7 21.8 22.0 222 223 225
Deficit 3.0 2.3 24 25 24 2.7 2.9 3.0 3.2 3.4 3.6

Source: Congressional Budget Office. August, 1994.

The federal debt is the sum of accumulated annual deficits. The gross federal debt
consists of the amount held by the public plus the amount held internally, for example, by the
Social Security trust fund. In 1940, the gross federal debt was $51 billion. It quintupled by 1945
to S260 billion, but then stabilized. Fifteen years later, in 1960, it had grown only to $290
billion. Lately its progress has been dramatic. (See Figure I.) The debt in 1982 was$l.I
trillion, and in 1992 it was S4 trillion.

Because the value of the dollar has fallen since 1940 and the wealth of the United States
has grown, it is useful to compare the debt to the gross domestic product (GDP), thus measuring
the debt against the resources that stand behind it. The debt in 1940 represented 45 percent of
GDP. It rose to 111 percent of GDP in 1945; fell to 47 percent in 1960, and stood at 51 percent
in 1992. By this measure, the debt fell to its lowest level since the New Deal in 1974, when it
was 24 percent of GDP (see Figure 1).



Figure 1. Federal Debt as a Percent of GDP

Fiscal Year

Source: Office of Management and Budget for 1940-1992: Congressional Budget Office projections. 1993-2004.

Deficits will increase in size after FY 1995, according to Congressional Budget Office
projections, because of the costs of entitlement programs and interest on the increasing national
debt. Table 3 identifies the major areas of federal expenditures and shows CBO annual
appropriations process, like defense, foreign aid, and many grants to state and local governments.
A partial list appears in Table 4. Mandatory programs are entitlements where spending occurs
automatically unless Congress changes eligibility guidelines. A partial list of mandatory federal

programs appears in Table 5.



Table 3. Federal Spending Forecasts and Deficits Under Current Law:
Selected Fiscal Years, FY 1994 through FY 2004

In Billions of Dollars

Fiscal Year: 1994 1995 1996 1998 2000 2002 2004
Discretionary Outlays S545 5546 S550 S547 S585 5626 5669

Mandatory Outlays

Social Security 317 333 350 388 430 476 528
Medicare 158 177 195 238 290 354 434
Medicaid 84 96 108 135 168 206 250
Retirement 63 65 68 74 83 91 100
Other 172 ill m 122 m 222 243

Subtotal. Mandatory
Outlays 794 847 898 1,032 1,183 1,354 1.555
Deposit insurance -5 17 -12 5 -2 2 -2

i

Net interest 202 226 245 264 290 325 368
Offsetting receipts -M 31 -31 -M M i24 -103
Total S1,467 $1,525 $1,609 $1,758 $1,970 $2,209 $2,488
Deficit 5202 $162 $176 $197 $257 $319 $397
Deficit as a Percent of GNP 3.0% 2.3% 2.4% 2.4% 2.9% 3.2% 3.6%

Source: Congressional Budget Office. August, 1994.



Table 4. Components of Federal Spending:
Discretionary Programs

Defense programs

All defense spending is considered discretionary spending: Congress has control over the level
of spending.

DOMESTIC DISCRETIONARY PROGRAMS.

The level of spending for such programs is determined each year anew. They are different from
entitlement programs in that the beneficiaries do not have a continuing legal right to a benefit.
Examples are listed below; this is far from the entire list.

. Department ofAgriculture
Emergency Food Assistance
Women, Infants, and Children (WIC)
Rural Water and Waste Disposal Grants

. Department of Education
Compensatory Education
Education Reform Initiative
Drug-Free Schools and Communities
A Special Education Grants
Vocational and Adult Education Grants

. Health and Human Services
Substance Abuse Block Grant
Mental Health Block Grant
Community Services Block Grant
Head Start
Child Care and Development Block Grants
Refugee Assistance

. Department o fJustice
Crime Control Initiative

. Department of Labor
Adult and Youth Training Grants
School to Work
Employment Services State Administration

. Department of Transportation
Highway Aid
Mass Transit Aid

International Programs

Military aid to foreign countries
Foreign aid generally

Source: Congressional Budget Office. August. 1994



Table 5. Components of Federal Spending:
Mandatory and Entitlement Programs

Mandatory and entitlement programs provide their beneficiaries with a legal right to a
benefit. These rights are provided for in statute, and statutes must be amended to alter the
nature or amount of a person’s benefit, but additional people are entitled to receive benefits
as they become eligible. Thus the federal obligation for such programs is open-ended.
Programs like Medicaid and AFDC also impose costs upon state governments.

Major mandatory and entitlement programs are as follows:

Social Security, Supplemental Security Income, and Disability programs under RCA
Medicare

Medicaid

Food Stamps

Aid to Families with Dependent Children (AFDC)

Child Support Enforcement

Foster Care, Adoption Assistance, and Independent Living

Vocational Rehabilitation State Grants

Source: Congressional Budget Office, August. 194

Under current law, discretionary spending is expected to stay nearly unchanged
through FY 1998, and then to grow fairly rapidly for a cumulative total of 21 percent
growth from FY 1994 through FY 2004. Spending on mandatory programs will almost
double in the same period. The most rapid growth will be in Medicaid, which will triple
in expense by FY 2004, and in Medicare, which will almost triple. Together they will
cost $442 billion more in FY 2004 than in FY 1994. By contrast, the mandatory
programs that Table 3 groups as “other” (including welfare programs) will grow by 41
percent.

The third area of important federal spending is net interest, primarily interest on
the federal debt. The current projection is that interest payments will grow from $202
billion in FY 1994 to $368 billion in FY 2004, an increase of 80 percent in annual
outlays. These are significant components of federal outlays; net interest payments
exceed the amount of the annual deficit until after FY 2002 (Table 3).

How Can the Federal Budget Be Balanced?

If Congress sends the states a balanced budget amendment, it will need to turn its
attention to implementing its provisions immediately on the assumption that states are
likely to adopt the amendment. Failure to do so would imply that Congress did not expect



the amendment to be ratified because failing to begin budget cuts at once could mean
extreme difficulty in bringing the budget into balance later on.

Some proponents have said that the proposal will require a balanced budget in FY
2002, providing seven years for transition (FY 1996 through FY 2002). The budget for
FY 2002 would have to be cut S319 billion below the amount that is now forecast to be
spent that year, if revenues remain as forecast. Omitting interest payments from the
amounts that could be cut, this would require the equivalent of an across-the-board cut of
17 percent in that year's program spending.

Expenditure Cuts Without Revenue Increases. One way to reach a balanced
budget in FY 2002 would be larger cuts each year from the level of spending that is
currently forecast in Table 2. Figure 2 shows how the S319 billion reduction could be

reached by cutting S45 billion from the now-projected outlays for FY 1996; S90 billion
from the currently projected level for FY 1997, $135 billion for FY 1998 and so on.

Figure 2. Alternative Federal Budget Outlooks: FY 1994 - FY 2002
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Source: NCSL calculation based on Congressional Budget Office data.



As Figure 2 shows, spending would swing away from the current long-term
projection to match revenue forecasts by FY 2002. The columns represent revenue
collections in each fiscal year. The solid line represents the current forecast for federal
outlays, using the numbers in Table 2. The lower, broken line shows the effect on total
spending if current forecasts were to be cut by an additional $45 billion per year until
revenues and expenditures meet in FY 2002.

Where would such cuts be made? One possibility would be to cut only
discretionary spending—defense programs and non-mandatory domestic programs of the
sort listed in Table 5. Reducing discretionary spending by an additional $45 billion
annually until the budget becomes balanced would mean an 8 percent cut for FY 1996,
about 16.5 percent for FY 1997, and so on through FY 2002 (see Table 3).

By that time, total discretionary spending would have fallen to about half the
figure shown for FY 2002 in Table 3. Defense currently makes up about 50 percent of
discretionary spending. If domestic discretionary spending is to be protected, defense
would have to be cut hard. If these cuts in discretionary spending spared defense,
domestic discretionary spending would virtually disappear in FY 2006. This particular
scenario would mean an end to the programs listed in Table 4, many of which are state
and local aid programs.

t

An alternative would be to spread cuts over the entire federal budget except for
interest on the national debt. Cutting $45 billion from the projected level of expenditures
for FY 1996 would mean cuts from a base of $1,364 billion (total spending as shown in
Table 3 except for net interest). That would be a cut of 3.3 percent from the currently
projected spending level, depicted in Figure 2. This would allow for very slight growth in
the amount of spending from FY 1995, but after the cuts, spending growth would not

cover inflation.

For FY 1996, that would mean freezing current programs at or near FY 1995
levels of expenditure, without full allowance for growth in caseloads or inflation. It is
likely that some entitlements would have to be reduced or eliminated if caseload growth
or COLAs provided by current law were to continue. Unless revenue growth in out years
exceeded the levels the CBO has forecast, average program growth would have to stay
below inflation and, for social and entitlement programs, below projected caseload

growth.

Making no allowance for inflationary cost increases or caseload growth in federal
spending levels would raise major issues for the states. Would the federal government
reduce the level of entitlement benefits to match expenditures—cut its coat to fit its cloth,
so to speak? Or would states be expected to make up the difference so that entitlement
benefits could continue to grow while federal spending stayed flat? Would the federal
government terminate domestic programs in the expectation that public demands would
force states to pick up programs? An adverse answer to these questions would make state

10



budgets even less manageable in the future than they were during the recession and its
aftermath at the beginning of the 1990s.

The cuts from the baseline expenditure forecast shown in Figure 2 would increase
in following years—to 5.3 percent for FY 1997. 7.7 percent in FY 1997, and 14.2 percent
in FY 2002. But from one year to the next, the reduction would have about the same
effect as a decision not to increase spending to make allowances for inflation. From FY
1995 through FY 2002, federal expenditures would grow by about S370 billion instead of
the S684 billion forecast in Tables 2 and 3.

NCSL Policy on Deficit Reduction:

e The federal deficit must be reduced over a period of time and eventually
eliminated. Nothing less is at stake than our viability as a nation.

» The deficit should be reduced on a gradual but certain schedule.

» All federal spending programs, including defense, entitlements, domestic
discretionary, and international, should be scrutinized for deficit reduction.
Domestic discretionary programs should not be subject to disproportionate

spending cuts.

Adopted at the 1994 NCSL Annual Meeting

Expenditure Cuts with Revenue increases. The size and increasing magnitude of
the required cuts raise the possibility that tax increases might be part of a budget-
balancing strategy. Although tax increases do not appear likely at present, in the future
Congress might find a combination of tax increases and spending cuts to be a more
palatable way to balance the budget than budget cuts alone. If the intention were to
reduce the deficit through equal use of revenue increases and budget cuts, a permanent
tax increase of about $23 billion would be needed for FY 1996. A further tax increase
would have to occur the next year and in each successive year to continue to narrow the

budget gap.

Options for additional federal revenue include an income tax surcharge, higher
personal income tax rates for middle income or upper income filers, the elimination of the
mortgage interest deduction, elimination of deductions for state and local income and
property taxes, higher motor fuel or other excise taxes, a national sales tax, or even a
value-added tax. Some of these are obviously less politically acceptable than others, but
voters are not likely to welcome any of them.



A large tax increase at the federal level would make it much more difficult for
states to meet their own revenue requirements. Federal consumption taxes would reduce
the level of consumption of the items they tax. and so reduce state tax collections. States
could be forced to increase their own taxes to meet their balanced budget requirements.

Unlike the federal government, states might have to cope with tax revolts and tax
limitation measures placed on the ballot by voter petition. Such revolts could place new
constraints on state and local revenue sources at a time when new burdens are placed
upon them. Any additional federal consumption taxes—excise tax increases, a national
sales tax, or a value-added tax—would seriously erode state sales tax revenues by
reducing consumption and could limit states’ ability to increase their own taxes.

NCSL Policy on Federal Tax Increases to Cut the Deficit:

* Federal revenue decisions for purposes of reducing the deficit should not impair
the ability of states to raise revenue.

*  The federal government should avoid increases in excise and gasoline taxes.

1%
* Itshould protect the deductibility of state income taxes.

* Itshould reject any effort to impose a federal consumption-based tax.

«  The tax exempt status of state and local government bonds should be maintained.

Adopted at the 1994 NCSL Annual Meeting

Implications for the States

Moving toward a balanced federal budget could mean more unfunded mandates
for the states, if Congress decided not to reduce program services to match reduced
expenditures. Reduced federal matches for state spending on Medicaid or AFDC would
be a simple way to do this. It would also be possible for Congress to require states to pay
all the costs of new programs, for example, in the areas of the environment or social
initiatives. Another possibility would be for the federal government simply to
discontinue programs, leaving it for states to decide whether or not to continue the
services that federal programs formerly had provided.



Unfunded Mandates and the Budget

One possible way for Congress to balance the budget would be to increase the use of
unfunded mandates— requiring states to pay for mandatory federal programs. Many
proponents of a federal balanced budget amendment hope to avoid more mandates by
attaching a prohibition or limit of them to any balanced budget amendment. Another
way would be for Congress to submit a separate amendment to the states.

Even without a Constitutional amendment, prospects look bright for mandate relief
from the 104th Congress. In 1994, committees in both houses sent mandate relief
legislation to the floor, the result of years of effort by NCSL and other state and local
government organizations. Although there was no floor action in 1994, the outlook is

favorable for 1995.

Grants-in-aid to state and local governments could be cut. After suffering cuts in
1982 and 1987 and experiencing slow growth in the rest of the decade, federal aid has
bounced back in the 1990s. It increased from $125.8 billion in FY 1989 to $179.2 billion
in FY 1992, but most of the growth has been in Medicaid and other income-maintenance
programs mandated by the federal government, so it has not increased state and local
budgeting flexibility. This growth has not replaced lost federal funding for infrastructure,
urban development, environmental, and education programs, where states have tended to
replace lost federal funding with revenue from their own sources. Any reductions in the
federal share of funding for mandated programs would seriously increase the fiscal

burdens on the states.



NCSL Policy on Shifting Costs to the States:

Too often in the past decade, the federal government has responded to its budget
problems by simply shifting costs to the states and intruding on state revenue
systems. Exporting the federal deficit to the states is no solution. It stifles the
creativity and responsiveness of state and local governments, exacerbates fiscal
pressures, and further erodes the confidence of the American public in

government.

The federal government should not attempt to accomplish national goals through
unfunded mandates on state and local governments. Federal mandates should be

fully funded.
The responsible reform of entitlement programs is necessary. However, NCSL

opposes capping federal entitlement spending while retaining the legal entitlement
obligation of the states. Reform of federal entitlement programs must not transfer

their cost to the states.

T7e federal government should maintain its matching rate for programs for which
it shares responsibility with state governments.

Adopted at the 1994 NCSL Annual Meeting
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Arguments Against a Balanced Budget Amendment

Opponents contend that:

The tax increases and spending cuts required by the amendment could, in the short
run, slow economic growth.

A balanced budget amendment would harr per the federal government's ability to
provide counter-cyclical relief in times of recession.

The federal government’s capacity to respond to emergencies would be hampered.

The federal government wili shift costs to state and local governments through
mandates to continue social welfare programs at federally mandated levels,
elimination of some federal programs, reductions in federal matching rates, or caps on
entitlement spending.

Numerous domestic programs would be cut drastically, hurting the poor and the
elderly the most. States would be under significant pressure to increase their own
spending on infrastructure, social programs, and other programs likely to face federal
cutf. Even without federal mandates or explicit cost shifting, states would be
pressured to carry a major new burden.

States could also find it more difficult to raise revenue to meet growing needs if the
federal government hikes income taxes or encroaches on state revenue bases such as

consumption taxes.

The amendment is unnecessary and possibly detrimental to the Constitution. If
Congress and the president had the will to balance the federal budget, they would do
so. A cons'itutional amendment will only force them to find strategies to evade it.
Such evasive behavior would make Americans more cynical about government, and
do nothing to solve the deficit problem.



Arguments for the Amendment

Proponents contend that:

Over the long term, federal deficit spending will erode the nation’s standard of living.

Continued federal borrowing will keep long-term interest rates high, hampering long-
term economic growth.

The federal government already has lost its ability to use counter-cyclical fiscal policy
to help the economy. In the last recession, Congress and the president could not agree

on legislation to help the economy.

The amendment will give Congress and the president time to eliminate the deficit,
avoiding the sudden shock that opponents fear could throw the economy into
recession.

A balanced budget amendment will force Congress to do what it has been unwilling
to do— put entitlement spending on the table and deal with health care reform in a

comprehensive manner.

The costs of not acting are high and will get exponentially higher the longer hesitation
continues. Mandatory spending and interest expense will continue to squeeze out all
discretionary spending. Therefore, even if the amendment is not adopted, states will
face many pressures to assume the federal role in domestic programs. The balanced
budget amendment will create a foundation for long-term stability, rather than
allowing the deficit slowly to erode federal discretionary programs and undermine the

American economy.

The emergency clause allows Congress to cope with unforeseen emergencies with a
supermajority.

16
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Federal Deficits and Debt in Perspective

It took 205 years for the U.S. Federal government debt to reach $1 trillion. Ittook 5 years to reach
$2 trillion. By the end of 1992, six years later, it will reach $4 trillion!

Each baby bom in the United States today enters the world owing S16,000 on the federal debt.
With each passing second, the United States goes 520,000 further into debt.

Sixty-two centsoutofevery personal income tax dollar paid will go towards financing the interest
on the debt. This portion of your tax dollars buys you absolutely nothing!

Thisyear the average family of fourwill pay $3,300 in taxes justto cover the interestowed on 1992%
federal debt.

The current budget deficit means that the federal government spends 51 for every 73 cents that
it raises. This twenty-seven cent gap, plus interest, will be handed down to future generations.

The interest payment on the federal debt was the fastest growing major componentof the federal
budget in the 1980's (the major components are entitlements, national defense, non-defense

Annual Interest Payments on Federal Debt

*9 70 71 72 7) 74 73 74 77 71 79 10 tl 42 13 44 15 14 17 11 19 90 91 92
Yeat

discretionary, and interest). In FY '93, interest on the federal debtwill exceed defense outlays, an
unprecedented phenomenon.

The federal budget has reached an all-time of high of $1,475 trillion in fiscal year 1992. Interest
payments in 1992 will compose 14% of the total budget.

Auitric' had to borrow toemerge from the Great Depression and win World War H By the mid-
1950's, the annuai m. ;» co.'i d e b * ' was57billion. Thisyear theannual interest on thedebt
is $200 billion. This generation of ieaders has left its children with a debt 10 times larger than it
inherited from the preceding generation.



Washington’s Largest Monument: The National Debt

Itis certainly not a happy new year for
government Gnance in America. A
whopping 53-33 trillion national debt,
nearly quadruple its 1980 level,
represents a 513.298 debt for every
man, woman, and child in the U.S.
Antia'paiing higher indebtedness
in the coming year, the federal
government has raised its 1991 debt
ceiling to a record 34.14 trillion. Even
this 3810 billion increase in the legal
limitmay notbe adequate as we quickly
approach this ceiling. The culpnc is
faster government spending, especially
higher interest payments, the growing
costofthe savings and loan bailout, the
estimated 530 billion cost of Operation
Desert Shield and 550 billion in lost
federal revenue due to the recession

Growth of the National
Debt In the 1980s

(SBillions)

13,000

2,000

The Statutory Debt Umlt 1,000

The debt limit; or debc'ceiling, isin™
amount written into law as a legal limit
to the federal government’s indebt-'
edness. Itwas revised™an average of 2 3
times peryearin the eighties, four times
in 1967 aione for a total of 5500 billion, 250
the largest annual incease of the
eighties. Of the decade’s 21 increases,
ten were quick solutions, afterthe federal
governmenthad surpassed itsspending
authority.

1980
Seuree: Tax Foundation

Trends In Federal Debt, Deficits, and Related Measures

Selected Fiscal Years 1940-1989
(S8nilona Except Per Capita)
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The Deficit and tha Debt

The trend ofour national debt from
1940 to 1980 showed a incease of
nearly 321.5 billion a year, a -rouble-
some rate of increase to budget ofEdais
at the time. But in the last deanc, the
debt has skyrocketed. In 1980 it.need
at just over 5900 biilion, but by 190f ii
had doubled to over 3 3 enllioa Far
from slackening in the secr.nd half ci
the decade, the debt grew to 57.)
trillion over the next four years.

Intaraat Coat of tha Dabt

Interest poynaenu on our d-ebt
continue to ciirnb steadily as our annual
deficits pile up. Payment of intereston
the debt is currently the third largun
federal government expenditure,. Jcl-
lowing income security and defense.
Forfiscal year 1991. the estimatedanru J
interest on the public debt is 52-:1
billion, 329 million forevery hour of the
day, or 5495,580 dollars per minute.

The net interest (interest paid our.
minus interest received) has even risen
as a percentage of total outlays, despite
rising total outlays. From 1555 to 1971,
the percentage hovered around 7.3
percent. During the eighties ft slict up
from 8.9 percent to 14.8 percent of
outlays. See table below for deal
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A Decade of Budget Summitry

by Paul G. Merski

The FY1991 budget summit will be the fifth
rime in nine yearn the White House and Congress
have conducted special negotiations to try to reduce
the federal deficit. Unfortunately, despite these ne-
gotiations, the budget deficit has averaged well over
S160 billion each year during this same period (see
table 1). In the first six months of the current fiscal
year, the deficit already exceeded S150 billion even
though the full-year targetis 5100 billion. Inlightof
these results, summits allegedly convened to lower
deficits may have done more harm than good.

Talk Is Expensive

For many years now the "White House and
Congress have generally been locked in a budgetary
stalemate which has impeded any significant deficit
reductions. The high-level budgettalksheldin 1982;
1984,1985,1987 and 1989 all fell far short of their
stated goals (see figure 1and table 2). Consequently,

Table 1

Budget Summary
Fiscal Years 1980-1990

(SBllllona)

FUcaf

Yaar Rrcalpta Outlays Dsflctt
1980 517.1 5902 -73.8
1981 599) 6782 -78.9
1982 6172 1457 -127.9
1983 600.6 083 ~ -207.8
1984 6662 851.7 *—1852
1985 134.1 9462 -2122
1986 769.1 9902 -221.2
1987 854.1 1,003.3 -149.7
1988 909.0 1,064.0 -155.1
1989 990.7 1,142.6 -152.0
1990 458.3 6092 -150.9

“ Firal tix monlh* ol Hacal yaar only.
Sourct: FY1991 8udgat tnd T«x Foundation.

each year's deficit has been fueling a national debt
that has reached S3 trillion. Tois debt represents
more than S12,500 for every man, woman, and child

Figure 1
SBinio*  Negotiated Deficit Targets
VS.
m Actual Deficits
FY83 FYBS FY86 FY88* FY89* FY90a

* Raftacta CSO Hiaallfve trllrailtt; OMC botallno would Imply *
much lowor dtflcrt ItrgtL

mFY90 d*71cK It lor IIrtt tIx moniha ol FY*i only.

Sourca: FY1991 Oudgat and Tax Foundation.

Paul C. Merski is Director of Fiscal Affairs at the Tax
Foundation.



increases with S31 billion in proposed spending

Table 2
) o reductions. One year later, the S208 billion deficit
Negotiated \IZ/)Sef|C|t Targets was double the negodated target of 5104 billion.

Actual Deficits 1982 Summit at a Glance
Negotiation  Fiscal Negotiated Actual
Year Year Target (Stall) Deficit (Sbll) m FY 1982 deride S128 billion
1982 FY*3 -104 -208 .
1984 FY8S -181 2212 1952 Summit Agreement:
IM5 FY88 -150 -2 m Three-year plan

.. ; p Revenue increases: 598 billion

1967- Y a5t “ 15 "
M9 { E:f:o -1%% ﬁ'f m Spending reductions: S31 billion

m FY 1983 defidt target 5104 billion

* fUflwet* CBO tMMiln* aatimatao; 0*40 baaaUna would Imply m
mucfl lowaf Parte* targat
— Two-yarunww |

'Scfdfri;fi;af:gghh:dgtﬁmo only. m Actual FY1983 defidt: 5208 billion
in the Q.S., triple the amount of just ten years ago.
Utile has been done to control the persistendy esca- Figure 2
lating costs o f endtlemeu tprograms. Mandated pay- Change In Deficit: Post-Summit Years
ments for individuals together with interest charges VS.
now comprise wel™ over 60 percent of tonl outlays Yea- s with No Prlor-Year Summit
and are the fastest growing segments of federal
spending. \

The Irony of Budget Summitry

Ironically, the fiscal years that were not pre-
ceded by budget summits actually resulted in the
mostrealdcfidtreducdon (seefigure2).InFY 1984,
the defidt dropped 523 billion when spending was
held to 5.4 percent— halfthe rate ofrevenue growth
for that same year. In FY 1987 spending grcVoniy
. L4 percent and the budget defidt fell arecord 571.5-
billion. Conversely, the fallout in fiscal years with .
negodated defidt reductions was higher taxes and
higher defidts.

The Budget Summit Lesson of 1982

High-level budget talks over the past decade
have usually been conducted in timcsoffiscal crisis.
April of 1982 was such a rime: interest fates were
climbing and unemployment was high as the reces-
sion dragged on. President Reagan initiated defidt
reductlon talks with conercssmth leaders but the
parries found their positions on ralsmg taxes and re-
ducing Social Security benefits irreconcilable, so
Congress pushed through an alternative package.
That thrce-ycar plan called for 598 billion in tax

a Flral six month* comparlaon ol FY1M9 ind FY1990.
Source T*x Foundation.



Replay in 1984

With die budget deficit topping $200 billion.
President Reagan once again called congressional
leaders together in an attempt to trim the deficit.
Disagreements over defense cuts and tax increases
were the impasse this time, but several months later,
new negotiations culminated in the “Rose Garden”
plan unveiled at the White House. The three-year
plan was intended to reduce the deficit $150 billion,
and the ensuing budgctresolurioncnvisionedaS131
billion deficit in FY1985. Only a year later the
bloom was off the rose with a $212 billion deficit.

The result was a replay of the 1982 scenario in
which taxes were raised with the proviso that for
each $1 in higher taxes, there would be $3 in spend-
ing cuts. The tax increases went into effect immedi-
ately, but the spending cuts went the way of so many
good intentions.

Between FY 1982 and FY 1985, receipts grew a
hefty 19 percent, butspending grew even fasterat27
percent — vyielding a 1985 deficit that was $84
billion larger than in 1982. Any plan that promises
to balance today’s tax hike with tomorrow's spend-
ing cuts is unsound. Taxes once enacted into the
code are collected, but long-term spending cuts
demand constant discipline.

1984 Summit at a Glance

m FY 1984 deficit: S185 billion ..

1984 Summit Agreement:

m Three-year plan

m Revenue increases: o *1billion

m Spending reductions: $110 billion
m FY 1985 deficit target: S181 billion

m Actual FYT985 deficit: $212 billion

1985: Enter Gramm-Rudman-Hollings
Frustration with persistent budget deficits was
vented with the passage of the Gramm-Rudman-
Hollings law in 1985. Earlier that year. Congress
and the President had reached a budget accord with
the intention of bringing the FY 1986 deficit down to

around $150 billion. The plan was to reduce spend-
ing in defense, Social Security, and other domestic
programs by S52 billion. Most of these spending re-
straints never took place, and the FY1986 deficit
weighed in at a record $221 billion.

1985 Summit at a Glance

m FY 1985 deficit: S212 billion

1985 Summit Agreement:
m Spending restraint: $52 billion
m FY 1986 deficit target: $150 billion

m Actual FY 1986 deficit: $221 billion

1987: Response to the Stock Market

Crisis was again the cue for high-level deficit
reduction talks in 1987. The October 19 stock mar-
ket crash and the looming S23 billion in automatic
spending cuts under Gramm-Rudman-Hollings in-
spired anothcrroundofdeficitdialogue. Afterweeks

"Any -plan that promises to balance
today's tax hike with tomorrow's
spending cuts is unsound. Taxes
once enacted into the code are
collectedbut long-term spending
cuts demand constant discipline.”

of closed-door negotiations, the 1987 summit im-
plemented $28 billion in tax increases and was to
reduce spending by S49 billion. These actions wcie
to trim the deficit $76 billion over the next two years.
What resulted was a $5.4 billion increase in the
deficit in FY 1988 and a FY 1989 deficit $11 billion
over the summit target.*

That year we also witnessed the rewriting ofithe

Gramm-Rudman-Hollings deficit targets. The new
targets postponed the attainment ofabalanced budget

‘ Rtflccu CBO bueline estimates: OMB baseline would imply a
much lower deficit target.



to 1993 instead of 1991 as originally planned. The
sound and fury of the National Economic Cominis-
sion (NEC) was heard throughout the year as it
carried out its mandate to recommend ways to re-
duce the federal budget deficit The repeatedly de-
layed release ofits final report, and the failure of par-
dcipants to achieve a consensus is symptomatic of
the government’s problems with the deficit

1987 Summit at a Glance

m FY1987 deficit $150 billion

1987 Summit Agreement:

m Two-year plan

m Revenue increases: S28 billion

m Spending reductions: $49 billion

m FY1988 deficit target: $150 billion*
m FY1989 deficit target $141 billion*

m Actual Fi*l988 deficit S155 billion

m Actual FY1989 deficit S152 billion

* Rcflecj CBO bodilce.nr]im Ifj; OMB hod'mr wonM kazrpiy t
much lower defidl 1al)C

1989: The Bite in Gramm-Rudman-Hollings

While in the usual budgetary stalemate, the
President and Congress got their first real taste of
Gramm-Rudman when the across-the-board spend-
ing cuts (sequester) kicked in. The sequester would
have produced the needed S16 billion in spending
restraints, but the President and Congress preferred
budget summitry to the sequester.

Afterworking more than two months on budget
negotiations the President and a bipartisan contin-
gent of House and Senate leaders gathered in the
Rose Garden to declare their agreement to cut $28
billion from the FY 1990 deficit. Eroposcd spending
cuts were to save $13.8 billion with.S 1*4:2 billion in

increased revenues. The real Gramm-Rudman-
Hollings deficit cuts were eventually cancelled out
by the bipartisan budget resolution that claimed $15
billion in deficit reductions. The result was $6 bil-
lion in new taxes and one-time savings gimmicks
designed to hita$99.4 billion FY 1990 deficit target.
Most of the claimed deficit reduction came from
such devices as accelerating tax collections, shifting
spending into the following year, removing losses
from the deficit calculations, and stretching out
payments to federal retirees. Examination of thefirst
half of the fiscal year shows a deficit already $50
billion over the full-year target.

1989 Summit at a Glance

m FY1989 deficit: $152 billion

1989 SummitAgreement:

m Revenue increases: $14.2 billion

m Spending reductions: $13.8 billion
m FY 1990 deficit targec $100 billion

m Actual FY 1990 6-mo. deficit $150 billion

1990: Will History Repeat Itself?

- _ O.nce again, in 1990, asticky situation— fears
of a slowing economy and possibly $100 billion in
across-the-board spending cuts — sparked deficit
negotiations between the White* HouSe and.Con-

. gress. Hopefully, these new talks will not be the

“triple crown” of summits — resulting in higher
taxes, higher spending, arid higher deficits. Only 10
of the last 62 budgets paid their own way without
deficit spending, and in none of the last 21 years has
the budget been balanced. By the light of recent
summit history, any current deficit reduction “deal
of the century” could be a bad deal for taxpayers.

The Tax Foundation is a nonprofit, nonpartisan research andpublic education organizationfounded in 1937
to monitor tax andfiscal activities at all levels of government.

Tax Foundation m 470 */Enfant Plaza, SW, Suite 7112 m Washington, DC 20024 m (202) 863-5454



COMMENTARY

8y David Halbrook

States Have Legitimate Role
In Balanced Budget Debate

Americans want the fed-

eral government to bal-
ance ihe budget. In May of
1987, 1 C3S/iVeio York Times
survey on constitutional issues
found that 35 percent of all
Americans favored a constitu-
tional amendment mandating
a balanced budget. Yet Con-
gress has resisted every oppor-
tunity to propose such an
amendment for ratification to
the states. Most recently, in
March 1986, the Senate failed
by a single vote to pass a balanced budget amendment

Surely we need to ask why a proposal with such
overwhelming public support has had such a tough time
in Congress. | believe that part of the answer is found in
the realization that Congress as an institution does not
believe that it is i6 its interest to limit its own power to tax
and spend.

The fiamers of our Constitution well understood that
there might be times when Congress would fight attempts
to limit its own prerogatives. In order to get around that
problem, they provided in .Article 5 a way for the states to
directly initiate constitutional reform on a topic chosen by
the states. That method is the petition for a constitutional
convention.

While it's true that this method has never resulted in a
successful call for a convention, it is not true that the
method itself has had no impact on the evolution of oup
Constitution. In several cases, the mere prospect of a
successful convention call has been enough to force
Congress to act. The very real prospect of a convention
call in 1912 on the issue of direct election of U.S. senators,
for instance, was critical in getting the Senate to finally
pass an amendment that had been approved by the [louse
many times and eventually was ratified as the 17th
.Amendment Thirty-one of the required 32 states had
approved measures calling for the convention, even
though it meant that state legislatures would surrender
their power to appoint members of the U.S.,5enate..

In 1975, I introduced a resolution in the Mississippi
House of Representatives calling on Congress to convene a
convention for the exclusive purpose of drafting a bal-
anced budget amendment which would thenaxme back
to the states for ratification. Our successful petition was
join d that year by cails from MarylandT Louisiana, Dela-

It is no secret that most

Mississtpps state Rep. David Halbrook, a Democrat, is a
member of the national board of directors of the .Ameri-
can Legulative Exchange Council.
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ware and North Dakota.
By 1983, 32 of the neces-
sary 34 states had joined the
cail. But in the early 1980s, a
chorus of constitutional scare-
mongers from both liberal
and conservative points on the
political spectrum had joined
forces in an effort to block the
convention call. Their allies in
Washington, primarily in the
U.S. House Judiciary Com-
mittee, stopped a convention
procedures bill, which would
have provided the mecha-
nisms for an orderly convention if 34 states acted. Appar-
ently those opponents realized that with a procedures bill
in place, it would be far more difficult for them to cry
wolf about a “runaway" convention.

Critics of the balanced budget convention drive even
decried the right of state legislators to exercise their duty
under the second section of .Article 5. They falsely implied
that the framers of the Constitution did not really intend
for state legislatures to have a role in initiating amend-
ments, only one in the ratification process. On the con-
trary, the weight of historical evidence shows that the
framers intended to give state legislatures precisely the
power granted in the second section of Article 5.

ThoSe who oppose the very idea of a convention often*
paint themselves as champions of the existing document
who want to protect it from special interests that might
"run wild" at a convention. But it is a strange champion
indeed who would make a dead letter out of an Article 5
provision drafted by those same wise framers we all
admire.

The Constitution is and always should be a living
document, subject to change as needs warrant. In the
years before World War Il, Congress was far less inclined
to abuse its power to tax and spend. But the increasing
unwillingness or inability of Congress to control its fiscal
excesses requires that the state legislatures avail them-
selves of the powers granted to them under the Constitu-
tion. For performing that duty, we in the states who back
the balanced budget amendment make no apologies.

Lf the worst fears of critics were realized and somehow
an amendment not germane to the call of the states were
to be transmitted back to us for ratification, | would be
"the first to argue that Mississippi refuse to ratify it.

Itts time for the states to reassert their fulhpartnership
with Washington in all aspects of our unique federal
system. As long as Article 5 is not changed, that partner-,
ship includes the right of states to initiate ideas for
constitutional reform through the convention process. O



N FIB

National Federation of
Independent Business

National Federation of Independent Business
Statement of Support
of

HJR 29

A Resolution in Support of the Federal
Balanced Budget Amendment

February 13, 1995

The National Federation of Independent Business has 4,590 Alaska members.
NFIB/Alaska is the state’s largest small-business advocacy organization.

The Legislative agenda of NFIB is determined by ballot. The ballot is our poll of members
on aseries of issues deemed critical to small and independent business.

Small business owners have voted overwhelmingly for a balanced budget in several NFIB
issue ballots. In addition, they have voted repeatedly for deficit reduction. Small
businesses believe that the balanced budget amendment is necessary to force Congress to
make responsible decisions on deficit reduction.

Attached to this statement, you will find a summary of the NFIB testimony on the

Balanced Budget Amendment before the Senate Judiciary Committee in Washington DC
on January 5, 1995.

Submitted by Thyes Shaub on behalf of NFIB/Alaska.

217 Second Street. Suite 206 .Juneau. AK 99S01 . 907-463-51 18 . Fax 907-463-5123

The Guardian of Small Business for Fifty Years



TESTIMONY SUMMARY
BALANCED BUDGET AMENDMENT
Senate Committee on the Judiciary
January 5, 1995

The National Federation of Independent Business appreciates the opportunity to submit
testimony on a balanced budget amendment to the Constitution. If the past election sent one
unequivocal message to Washington, it was that the business of the federal government should
not be conducted as usual. President Clinton’s informal campaign slogan was right on target --
It js the economy.

While the current economic picture is reladvely rosy, it is inconceivable that this will
always be the case. And when the nation faces high inflation, high interest rates, or other
economic problems, high federal deficits only exacerbate them and reduce fiscal flexibility. The
federal deficit as of December 1994 was $255 billion. The federal debt now stands at $4.66
trillion.

Small business owners view the federal government as a major source of economic
uncertainty. They don’tjust want a quick fix; they want stability. They don’t simply want an
economy that may be healthy on any given day; they demand long-term sustainable growth that
provides reasonable assurance that jobs, business acdvity and their families’ well-being are

Secure.

Large businesses have faced major (and sometimes repeated) cutbacks in employment.
The economy has relied on small business to pick up the job creation slack, and it has managed
to sustain employment levels for more than two decades of economic ups and downs. However,
as deficits loom ever larger, we should not take for granted the ability of the small business
sector to absorb the impact during the ever-changing economic cycles.

Small business owners believe that the federal government should learn to live within its
means. Ever-growing deficits imperiled our financial security. As deficits increase, the
availability and/or cost of capital increase. Large deficits absorb a significant portion of the
available capital. As a result, private enterprises are crowded out of the pool of available capital
for financing, and small businesses feel the impact even more since they have fewer financing
alternatives.

When small businesses cannot obtain capital to improve facilities, purchase equipment and
vehicles, and expand their operations, fewer jobs are created and less revenue is sent to the
Treasury. Similarly, when federal borrowing forces interest rates to increase even in low
amounts, it is small businesses who first feel the pinch, resulting in less investment to start up,
modernize, or expand.

Another negative effect of our current inability to get the deficit under control is the
uncertainty it creates in terms of tax fluctuations. The 1974 Budget Act. Gramm-Rudman-
Hollings, and various steps since have intended to curb deficits and keep taxes from increasing.



They have all failed.

The heart of the problem is that the current budget system provides incentives for wanton
spending. The incentives are to increase taxes and ignore the deficit because the benefits (in
terms of political goodwill back home) are large whereas the pain is small, relatively speaking.
Small business owners have come to believe that unless the structure is changed, Congress will
not make the hard decisions to keep spending in check.

To force Congress to act responsibly, small business owners have voted overwhelmingly
for a balanced budget in several NFIB issue ballots. In addition, they have voted repeatedly for
deficit reduction.

Small business owners believe that the balanced budget amendment is necessary to force
Congress to make responsible decisions on deficit reduction. They are strongly supportive of the
requirement that a supermajority (3/5s) vote in each House is necessary to unbalance the budget
or increase the debt limit. They also strongly support such a supermajority vote to increase taxes.
However, they have indicated to us that in this case, the best solution should not become the
enemy of the good solution. Small business owners would support a constitutional majority vote
to increase taxes if that is the only way to get enough support to pass the amendment in the
Senate. However, if a 3/5’s tax limitation provision can be passed, it should be done.

To sum up, small business owners are frustrated and angry that their government officials
cannot restrain their spending impulses. Therefore, the balanced budget in necessary to force
federal officials to act responsibly.





