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TALKING POINTS
STENH{)LM-SCHAEFER BALANCED BUDGET AMENDMENT

The Stenhelm-thaefer Amendment Has a History of Bipartisan Support
H
The bipartisazz Stenholm-Schaefer Balanced Budget Amendment was supported by 70 Democrats in
the House of Representatives.

Although the press has portrayed the Balanced Budget Amendment as a Rﬁpublman issue,
nMErous I}emocrats in the House and Senate have had an instrumental role in developing the
Stenholm-Schaefer amendment and working for its passage.

The Stenholm-Schaefer amendment is much more flexible and workable than the Barton Tax
Limitation/Balanced Budget Amendinent in the Republican Centract.

Supporting a Bal;ar:ced Budget Amendment Makes Sense For the Democratic Party

A Balanced Buééa Amendment provides a safeguard against a repeat of the fiscally responsible
tax cuts of the 1980s that have left a legacy of debt for future generations,

The Democratic Panty is concerned about the inequitable and regressive burdens that excessive
federal indebtedness imposes on the American people - the debt is most unfair o low income
people. !

i

Interest payments? on the national debt result in a regressive transfer of weakth from middle-class
and working-class taxpayers to wealthy, corporate and foreign holders of U.S. Treasury securities.

Our debt has a direct impact on inflation rates, interest rates, and exchange rates, all which directly
impact jow and middle families, small businesses, and other Democratic constituencies.

! .
ThE concept for this amendment comes directly from the father of cur party, Thomas Jefferson.

We Can No Longer Hide Our Heads tn the Sand About the Debt and Deficits

This year's | z‘rﬁllit{m college graduates wouldn't be able to repay the current debt even if they sent
every cent they ever garn directly to Uncle Sam,

!
Gross debt is nearly 70 percent of GDP, Debt held by the public now exceeds half of GDP.

Gross interest is now the largest category of federal spending.

Net interest payments are sbout to exceed all domestic discretionary programs.

i
Interest payments on the national debt now consume an amount equal to more than 60% of all
personal Income {axes.
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Recent History Demonstrates the Need for a Balanced Budget Amendment

Although the President proposed a balanced budget proposal and the overwhelming majority of
Congress voted for balanced budget alternattves, Congress and the President failed to enact a
balanced budget plan because there were no consequences from inaction and gridlock. A balanced
budget amendment will force consensus by removing the option of continued borrowing.

All balanced bud;get plans are based on long-term budget estimates that are and depend on the
willingness of future Congresses and President’s to adhere to the constraints of the budget plan.
The Balanced Budget Amendment provides a Constitutional backstop to ensure that Congress and
the President take action to ensure that the budget stays on a path to balance by 2002 and remains
balanced thereafter,
|

The American Pli‘blic Supports a Balanced Budget Amendment
Consistently over time, exhibited in poll after poll, the American people overwheimingly have
supported a Balanced Budget Amendment.



!
| ‘
Why We Need a Balanced Budget Amendment
By Rep. Charles Stenholm (D-TX)

The American people are understandably frustrated with a budget process that can't

stop record iiéfi(‘.;its, vear afier year. Although the President proposed and the
overwhelming m!ajcrity of Congress voted for balanced budget alternatives last Congress,
we failed to enact a balanced budget because there were no consequences for continued

gridlock. Both pr;az“ties could avoid compromise by allowing the federal government to
continue borrow‘gng money.
A Balanced Budget Amendment (BBA) will force consensus by removing the option of

easy borrowing. | If an agreement is reached on a plan to balance the badget by 2602, the
i
BBA will provide a Constitutional backstop to ensure that Congress and the President

follow through on their promises and that the budget remains balanced thereafter,
[ have never claimed that the BBA is a "magic bullet” that will solve our deficit

;
praoblem by itself, but it will give us a belpful teol for fiscal responsibility. By making it

I

f
more difficult to allow for deficit spending, this amendment would prevent the executive
branch or in Congress from ducking responsibility.

Opponents ca{n’t decide whether they object to the amendment because they think the

amendment is too strong and will place a straightjacket on the federal government or

i

because they think that it is too weak and will be a meaningless gesture that could be
circumvented. Both arguments are based on misconceptions, The amendment before

Congress has beeré carefully constructed over the years to provide responsibility in the

%
budget process wifthout loopholes while preserving the flexibilify to deal with vecessions or

b



other cmergenci;s. In the event of a serious econamic downturn or other national
emergency, C&néress could spprove deficit spending by a three-fifths vote. If Congress
cannot obtain thi‘e&-ﬁﬁhs support to respond to unbalance the hudget, the situation
probably is not 3% true emergency. What the amendment will do is protect against the
temptation to spend and borrow in good times as well as bad.

1
Amending the Constitution is 2 serious step that sheuld never be taken lightly, buta

process that provided a $5 trillion debt can not be tolerated any longer. The Constitution

H
>

i
has always 38&”&’6{[1 to protect the pesple from the abuses of government, The BBA will
protecting the rights of future generations who are not represented in our current political
system but will bear the burden of the debt run up by today’s political leaders. Protecting

future generations in this way is the type of principal that belongs in the Constitution,

[
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’I LETTER TO THE EDITOR
i WASHINGTON POST

By Representatives Charles Stenholm and Joe Kennedy
! Qctober 29, 1993

In a recent editorial, the Washington Post oniticized efforts in Congress to adopt a Balanced
Budget Amendment to the U.S Constitution. As most of the Senate, 259 cosponsors in the
House and the overwhelmmg majority of the American people realize, arguments like those the
Post made are gross caricatures of the issues.

{
Perhaps the most inexplicable part of the editorial was the Post's needling of Democratic
cosponsors, We, as Democrats, are proud 10 sponsor the Balanced Budget Amendment in the
House of Representatives because it is fully consistent wath the principles of our party: It will
promote fiscal responsibility, increase the accountability of the political process, protect working
Amerncans againstinequitable transfers of wealth, and protect the unrepresented interests of
future generations:

I
The amendment re!_cognizes that the federal government has shown itself incapable of acting in a
fiscally responsible way, For 24 straight years, and 55 out of the last 83 years, Congresses and
Presidents have failed to balance the budget.

The reason is not hard to understand: Congress has no external constraint on spending beyond its
means. Representatives may know full well that chromc deficits threaten the nation’s long-term
prosperity, but they alse know that their short-term interest lies in spending more and more on the
demands of various constituency groups. The national debt, which steod at less than §1 willion in
1980, is now over $4 trillion. That's more than $16,000 for every man, woman and child in
America. Without'a constitutional amendment, it is unlikely that we ever will find the discipline to
balance our books consistently. Our amendment will make sure that deficit spending becomes the
exception rather than the norm.

Until we control our deficit problem, interest payments will continue to be a Pac Man devouring
motey in the federal budget. Interest payments have exploded from 6% of the budget in 1950 to
14% of the budget itoday‘ (GAQ has estimated that interest payments could reach %1 trillion
dollars by the year 2020 if we fail to bring the deficit under control. Interest payments will eripple
the ability of future generations to make necessary investments in health care education,
infrastructure and other programs. While we hoard the crumbs, the whole loaf is being taken
away from us. Adding insult to injury, these huge interest payments actually worsen income
disparities by taking tax dollars from working- and middle-class taxpayers and giving them {o
large banks, stockholders, wealthy foreigners and other holders of Treasury bills.

i
Contrary to the Post’s allagations, our Amendment will not "basically end the American system of
majority rule." A minority would have leverage in exactly one instance: When the majority
abdicates its responsibility to produce a balanced budget. In that case, a 60 percent super-
majority would have to go on record to approve a deficit. The Amendment in no way affects the
ability of a majority to spend on programs it deems important and to set budget prionties as it
sees fit. :
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The Post's argument is not only hyperbole, 1t is self-contradictory, Survey's consistently show
that the mnencm public supports the amendment by majoritics greater than 3-1. Yet the Post
seeks 1o convince.a minority of one-third plus one in either the House or Senate to block

Congress from sending the amendment to the States for a national debate on ratification. Talk
about gridlock!

The ability to borrow money from future generations is a powser of such magnitude that it should
not be 1eft to the judgements of transient majarities of the day. Living off a giant credit card and

sending the bill to'the next generation is a form of taxation without representation in a very real
Sense. 2

i
!

Over two-hundred vears ago, the founder of the Democratic party said, "The question of whether
one generation has the right 1o bind another by the deficit it imposes is a question of such
fundamental importance as to place it among the fundamental principles of the government We
should consider ourselves unauthorized to saddle posterity with our debts, and morally bound to

pay them ourselves..." President Clinton would do well to heed Thomas Jefferson's words and
endorse the balanced budget amendment.

.



Letter to the Editor
Wall Street Journal
Rf:;} Charles Stenholm (D-TX) and Sen. Larry Craig (R-1D)
November 1, 1993

In a recent column io the Wall Street Journal, Al Hunt trotted out several familiar arguments
on why Congress should not adopt a Budget Amendment 1o the U.S. Constitution. Every
criticism that he raised in his ¢column has been answered many times and trillions of dollars of
debt ago. ‘

Mr. Hunt can’t have it both ways: First he argues that a balanced budget amendment is a
cheap and eagy vore because tan't going 10 do anything. Then he argues that it’s going to
mean the ruination of every government program in America. He needs to decide what his
objection i3 10 zkeébaimceé budget amendment and then stick with that argument,

We have never claimed that the Balanced Budget Amendment is a "magic bullet” that will
solve our deficii problem by itself. That is not what it is intended fo do. What this
amendment witl do is give us a necessary tool for fiscal responsibility, a tool which obviously
has been missing for the past 24 years. It will give us a constitutional reason to find the
courage to make the tough choices negessary to balance the budget. By raisiag the threshold
of difficulty for deficit spending, a balanced budget amendment 1s an important step in
increasing the accountability of the budget process.

Mr. Hunt’s assertion that our amendment would give the minority effective veto authority over
all revenue and spending meastires is completely unfounded. A minority would have leverage
in exactly one instance: When the majority abdicates its responsibility to produce a balanced
budget. In that case, a 60 percent super-majority would have to go on record to approve 2
deficit. The Amendment in no way affects the ability of a majority to spend on programs it
deems important and to set budget priorities as it sees fit.

Although Mr. Hunt implies that the founding fathers were opposed to supermajorities for
legislative action, the Constitution includes several supermajority requirements for certain
actions, mcludlng ovemdmg Presidential vetoes, approving treaties and impeachment. The
question, therefore, is not whether a supermajority requirement ever has 2 place in the
Constinution, but whether continued federal indebtedness threatens a right so fundamental o
deserve Constitutional protection.  After contemplating the implications of cur debt on {uture
generations, the overwhelming majority of the House and Senate have concluded that the
answer clearly is yes.

The Constitution has always served to protect unrepresented minerities from the abuses of
government. The framers of the Constitution were extremely concerned that the rights of the
public would be trampled by the tyranny of the majority and crafied a Constitution that
balanced the protection of minority rights against the principle of majority rule. Pratecting
the rights of S.xiure generations who are not represented in our political system but will bear
the burden of our decisions today is the type of fundamental principal thar should be enshrined
in the Constitution, our fundamental law. The ability to borrow money from future
generations is a power of such magnitude that should not be left to the judgements fransient
majorities, but should be required to meet a higher threshold of support,

Contrary to"Mr. Hunt’s allegations, a balanced budget amendment does not prohubit the federal
government from using fiscal policy to respond to economic downturns, Instead, it simply
increases the threshold of difficulty for spending bevond our means. The credibility of the
federal budget has already been undercut by the structural bias to spend and borrow in good



times and bad, the result being a massive structural deficit. This structural deficit severely
restricts the ability of the federal government o effectively uiilize countercychical fiscal policy.
For example, President Clinton’s econemic stimulus program wag defeated in 1993 largely
because the federal government was already projected o run a deficit of $290 bitlion int that
year.

A balanced %mdget amendment is intended to level the playing field by restricting the use of
fiscal stimulus o Gnusual situations instead of being used routinely. In restoring this level
playing field, the amendment currently being debated by the C{}ngrt.ss strikes a reasonable
balance between requiring fiscal responsibility and allowing flexibility., If Congress and the
President agree that the economic situation warrants outlay levels above the receipts ceiling,
achieving a 3/5 majority to approve such spending is sot an insurmountable hurdle.

We find the argument that the amendment will result in increased mandates and regulations
tronic, since this criticism relates purely to the pressures created by deficit reduction, not by a
Constitutional Amendment. Congress and the President cumently resort (o mandates on state
and local governments as a result of current budget discipline and are likely to do so as long
as the federal deficit inhibits the establishment of new federal spending programs. The
balanced budget amendment is not likely 10 increase this practice beyond already %zzgh current
levels; to the contrary, helping move the budget towards a no-deficit state ultimately will
relieve some of the pressure o pass off responsibilities to the state and local governments.

In stating that the amm{imem is unenforceable, Mr. Hunt is obviously unaware of the
extensive legisiative history that has been developeé regarding the enforcement of the
amendment. The provisions of the balanced budget ameadment are setf-enforcing or
interactively enforcing. In addition, Congress will have several years after passage of the
amendmient to enact implementing and enforcing measures before the amendment is effective.
This is the appropriate place © address the specific statutory mechanisms to facilitate
enforcement of the amendment.

The courts would be limited to finding individual acts of Congress snconstitutional and o
restraining the Executive from some action or activity. Court precedents have significantly
timited a party’s standing to bring cases that invetve political guestions or cases where there is
only a generalized grievance into the federal courts. The clear fanguage of the amendment as
well a8 the tradition of American jurisprudence of prescribing the least intrusive remedy that
the law requires will ensure that the courts involvement in enforcing the amendment will be
extremely rare and would be purely prophylactic, not proactive. In the unlikely event that the
Courts mteu ect themselves into the policy aspecis of budget-making, Congress can regulate
the courts’ enforcernent of the amendment at any time by passing a statute under the authority
granted to Congress by Articie I, Section 2, Clause 2 of the Congstitution to reguiate the
courts.

The courts will l}ec’ome involved in enforcing the amendment only if Congress and the
President are irresponsible and fail to fulfill thelr Constitutional responsibilities, If Congress
and the President ignore their Constitutional mandate and abdicate their responsibility 1o the
courts, a firestorn will likely erupt from the public.

The idea of a Constitutional restraint on the ability of the federal government to borrow
money is not new. Over two-hundred years ago, Thomas Jefferson stated, "The question of
whether one generation has the right to bind another by the deficit it imposes is a guestion of
such fundamental importance as to place it among the fundamental principals of the
government. We should consider ourselves unauthorized to saddle postenty with our debts,
and moraily bound jto pay them ourselves...

To borrow a quote frcm Mr. Hunt, over the next few weeks, as congress decides whether o
change the Ccmsia{uizen take your pick: Thomas Jefferson or Albert Hunt.



t Balanced Budget Amendment Fact Sheet:
The Flexibility to Respond to Recessions and Other Emergezzcies

The ammdment preserves the ability of Congress to enact counter-cyclical

policies in the event of a serious recession.
In the event of a serious economic downturn or other national emergency, Congress
would be able to muster a three-fifths majority to enact a counter-cyclical package of
tax cuts or investment spending as rapidly as it does currently. If Congress cannot
obtain three-fifths support to respond to unbalance the budget, the situation probably
15 not 4 true emergency. What the amendment will do is mitigate against the
structural hias to spend and borrow 1 good times as well as bad.

The automatic stabilizers in the budget will continue to operate under the

balanced budget amendment,
The automahc stabilizers built into the federal budget (unemployment insurance, etc.)
would c{mtmue to operate under the BBA | If CBO projects that increased spending
and lower tax revenyes resulting from the automatic stablizers may cause outlays to
exceed rect:z;z{s or if the Treasury Department reports that the debt limit may be
breached because of lower revenues and higher taxes, Congress will be able to
determine the reason for the deficit and act accordingly. What the amendment will
do is force Congress to acknowledge the impending deficit and decide whether the
economic ctreumstances justify deficit spending.

Congress would have flexibility to respond to natural disasters.
Since 1978, Congress has passed fourteen supplemental appropriations of more than
$100 million for natural disasters. Of the fourteen disaster relief bills, all but one
were supported by more than three-fifths of both Houses. The exception was an
a;sg}ro;maﬁczzs bill that many members believed did not warrant deficit spending,

The existing defimt pri}bi&m prevents Congress and the President from

effectively respending to recessions emergencies,
We currently.run deficits in good times as well as bad.  Large structural deficits
provide a political and economic impediment to enactment of tax cuts or mvestment
spending to stimulate the economy during economic downtuwrns. We are already
stimmulating the economy through $150 to 5200 billion in deficit spending cach year,
In this climate, the economic wnpact of any stimulus package enacted by Congress
would be minimal. The political climate will continue to be hostile toward tax cuts
or spending increases that are not offset until the budget is balanced.
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Would the BBA "End Majority Rule?" No.
It Would Protect Fundamental Rights.

A common criticism of the balanced budget amendment is that it would “end majority
rule.” Opponents of requining super majorities to approve deficit spending ignors one point,
intentionally or atherwl,se Under a balanced budget amendment simple majorities will
continue to rule. A minority would have leverage in exactly ene instance; When the majority
abdicates #s responsibility to produce 2 balanced budget. In that case, a 60 percent super-
majority would have to go on record to approve a deficit, They would serve as a deterrent to
irresponsible fiscal policy, while allowing necessary flexibility when a consensus emerges to
deal with a natiopal emergency. The Amendment in no way affects the ability of a2 majority to
spend on programs 1t deems important and to set budget priotities as it sees fit,

ki

Some opponents of the amendment write as though super majorities were a foreign
concept to the framers of the constitution. One of their explicit purposes outlined in the
mmfam was 10 put certain rights and powers beyond the reach of the "ryranny of the
majority,” and ;}wzect current minorities and {uture majorities from abuse by transient,
coalescing “factzms * The BBA is very much within that spirit,

Every right protected in the constitution is protected with super majority requirements.
That’s what is nec?ssary to amend the explicit rights stated in the decument.

Senator Byi‘& of West Virginia, a leading opponent of this measure, made our point
best when he said, "There have come times when the protection of a minority is highly
beneficial to a nation. Many of the great causes in the history of the world were at first only
supported by a minority. And it has been shown time and time again that the minority can be
right, So this is one of the things that's so important to the libertics of the people.”

The unfettered power to deficit spend carries with it the temptation to exercise that
power to the point 'of abuse. Incurring huge debts on behalf of our children really is a form of
taxation without representation. Qur children are a minority whose economic interests demand
o be represenied tlim}ugh the super majorities provided for in the balanced budget amendment.

| .

Requiring a higher threshold of support for deficit spending will protect the rights of
future generations who are not represented in our political system but will bear the burden of
our decisions today. The ability to borrow money from future generations is a power of such
magnitude that it should not be left to the judgements of transient majorities.

Thomas Jefferson agreed with BBA proponents that, "The question whether one
generation has the right to bind another by the deficit it imposes is a question of such
consequence as 1o place it among the fundamental principles of government,” With what does a
constittion deal, if not with "the fundamenta! principles of governmem?”



: A ¢ SAMIE LI e constistion: 1t would
protect zhc fum:iamcntai zzghzs ef‘ the pccrpie by rastralmng thf: fedz:ral govemmez:tz from abusing
its powers. Morally dubious things should be difficult to do. That's the underlying principie
for requiring 3/5 votes in both Houses t approve deficit spending.
i B

Conelusion: Thousands of pages and hundreds of hours of committee testimony, floor
debate, and committee reports have answered every question and concern about the BBA. The
only reason left for voting against the BBA is if you believe that it's all right to leave our
children a legacy of excessive -- and graowing -- debt. The determination of BBA opponents
shows that they fear what BBA supporters have promised all along: the amendment will work,



Fact Sheet & Talking Points:
Capital Budgeting -- NOT a Capital Idea for the Constitution

;
A Constitutional Amandmem shouid reflect broad grznmplcs and should not contain narrow policy
decisions such as écfimng a capital budget. There is wide disagreement among policymakers about what
should be included in a federal capital budget. We should not place a concept such as capitad budgeting in

the Constitution when there is ro consensus on what constitutes a capital budget.

State and local governments have a check on their use of capital budgets through bond ratings. If a state
government were to abuse its capital budger, the states bond rating would drop and the state would be
unable to continue o ﬁnanc:e new capital expendttures for borrowing. In addition, many states require
that bond issues be appmved by the voters. These ¢checks on the abuse of capital budgets would not exist
under a federal capital izsudgez making it far more likely that a federal capital budget would be abhused.

The justification that most businesses and state and local governments have for capital budgeting is that
they occasionally need 1o make one- time, extracrdinary expenditures that are amortized over a long
period of time. The federal budget is so huge - $1.5 willion in 1984 - that almost no conceivable,
pne-shot project would make even a small dent in it

Even the Federal Intez‘sza&: Highway System, which has been called the largest peacetime uadertaking in

all of human history, was financed on a pay-as-you-go basis. President Eisenhower initially proposed
that the Interstate Syszem be financed through borrowing. However, Congress kept #t on-budget and
financed it through a gas; tax at the suggestion of Senator Albert Gore, Sr. We are unlikely (0 have
another capital expenditure of this magnitude in the foreseeable future.

While state capital spending is often placed off-budget, so are trust fund surpluses.  According to a Price-
Waterhouse study, state hudgets would be roughly in balance If both capital expenditures and trust funds
were included on buégetl.

Exempiing 2 capital budlgaz from budget restraints ensures that spending on capital invesiments -- financed
entirely by debt - will i{zcreas&, The debt incurred as 2 result of these expenditures will erowd out
spending on items other than physical capital.

Less than four percent of federal outlays are for non-defense physical investment. Given the relatively
small and constant share that ¢apital expenditure have in the federal budget, there is no need to remove
capital expenditures frorz? the general budger.
I
The Stenhobm-Schaefer amendmem does not prevent the creation of & separate operating and capital
accounts, but the total i:méget must remain in balance. This is consistent with the recommendations of
GAQ, which stated,
"...the creation of explicit categories for government capital and investment expenditures should
not be viewed as a license 10 run deficits 1o finance those categories.. . The choice between spending
Jer investment anid spending for consumption should be seen as setting of priorities within an
gverall fiscal constraint, not as a reason for relaxing that constraint and permitting a larger
deftcit. " 1
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Balanced éudget Amendment -- Promoting Honesty in Budgeting

H.J.Res. 28/8.) Res, 1, the bi-partisan consensus Balanced Budget Amendment to the
Constitution, is written to foreclose loopholes or evasions in its implementation and
enforcement, thlc allowing for necessary and beneficial flexibility. 1t also will have the

salutary effect of pmwdmg weentives for more honest and accurate budgeting than now or in
the past. !

The general self-enforcing mechanism in the BBA: The 3/5 vote on the debt limit:

No matter what accounting techniques are used to depict a balanced budger, and regardless of
any "rosy scenario® economic assumptions, smoke and mirrors, or honest estimating
mistakes, if gotual cutlays exceed gotuel receipts, the Treasury ultimately would need
borrow in order to meet the government's obligations. This would require 3/5 votes in both
the Senate and House 1o raise the debt limir.

The threat of a "train wreck” on the debt limit provides a powerful incentive for
truth-in-budgeting, because Congress and the President could not escape the consequences of
policies that increased the debt. Opponents whe focus on the difficulty of achieving a 3/5
majority miss the point. They are still focused on what's necessary 1o rua a deficit. The
possibility of a 3/5 debt vote is a deterrenf. Facing it is so undesirable that Congress and the
President generally would do anything to avoid it -~ even balance the budget!

| .
H.J.Res.28/8.J.Res. 1 rules out loopholes and "gimmicks;” for example:

£V aae nQving Hems.g gef, HJ Res 28 does not
require that a single éecﬁmem a "badgez ! be wrzz{cn in halancc It deals with how tofal
outlays conform {0 fofaf receipts. Taking an item "off-budget” in statute still could be used
to give that item priority over others or give it certain protections in the budget process {as
has been done with Social Security), but would not affect the operation of the BBA, The
amendment would remove the current incentive (o move items off-budget for the purpose of
masking a deficit. The possibility of a 375 debt limit vote would deter moving deficit
spending "off-budget.”

Definitions of terms could not be manipulated to evade the BBA, Terms such as "receipts,”

"debt,” "revenue,” "whele number,” and "war" already appedr in the Constitution and have
long-established meanings. Others, such as "outlays,” “debt held by the public,” "budget,”
and “declaratory judgment” are universally and solidly understood, having been long-defined
and used in OMB, CBO, Congressional, legal, and other documents. Committee reports and
floor debates since 1981 have gone to great lengths to establish a legislative history for, and
preventing misinterpretation of, these and other terms.




!

H.J.Res. 28/5.J.Res. 1 would promote honesty and accuracy in budget estimates:
I

Congress and the President cgn_not plan for a coming fiscal year without making estimates.
Section |, requiring thal gofual catlays and receipts be in balance, and Section §, allowing
for the use of estimates, operate together as follows:

Ser!tiz}za 6 says estimates may be used in preparing a budget plan;
Seczzian 1 requires that such planned budgets be in balance,

Following such a budget plan, so long it is reasonable 1o do 0, complies with
Section 1. This means Congress and the President need not re-open the budget
throughout the fiscal vear, simply because of month-to-month fluctuations in
receipts or outlays. {E.g., A wave of last-minute tax payments could cause
actual receipts to fall short of estimates in one months and exceed them in the
next.) Indeed, some previous versions have been criticized as inflexible because
they lacked estimates language, “

The threat of a 3/3 debt limit vote will enforce the accuracy of budget estimates.

The experience of our compliance with the caps on discretionary outlays enacted as part of
the 1990 Budget Enforcement Act iflustrates how budgetary restraints provide an incentive
for sound estimates. Although Congress appropriates budget authoricy and must rely on
estimates of outlays, it has complied with the outlay caps by taking care to ensure that the
appropriations bills enacted did not pose & risk of breaching the oatlay caps. A balanced
budget amendment would provide a similar, but far stronger, incentive for improving gl
budget estimates!

To be safe, Congress should, and probably would, plan small surpluses in most years.

The BBA would promoting henesty and accuracy in dealing with contingent
liabilities: ;
|

Currently, there is no incentive for Congress and the President to tackle the politically

difficult issues associated with contingent Habilities such as government pensions and savings
and loan insurance. For example, Congress repeatedly postponed actiononthe S& L
cleanup, even though that ultimately resulted in increased costs to the federal government.
By restraining the government's ability to borrow, H.J Res.28/8.J.Res. 1 will provide a
powerful incentive to deal with contingent liabilities promptly - before they result in
unnecessary costs -- and honesdy.

%
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FACT SHEET;

' Balanced Budget Requirements in the States
|
Debate on'a proposed Balanced Budget Amendment to the U.S. Constitution highlights
the status of the states as "laboratories of democracy.” While the supporters of the Stenholm-
Schaefer amandm{mt do not argue that the federal Constitution should have a balanced budget
requirement becquse the states have such restraints, the experiences of the states are
mstructive.
While they vary widely in form, 49 of the 50 states have significant balanced budget
mquimmems‘

it is also Lrue that, while, standing alone, many the state provisions appear to be less

restrictive than the Stenholm-Schaefer amendment for the federal government, there are

important 11nsntut10nal differences which dictate the terms of the federal proposal.

i

In 35 of the states, balanced budget requirements are written into constitutions. In I3 others
they are statutory., Nine of those have constitutional debt limits that are usually interpreted as
constitutional balanced budget requirements. [n one (Wyoming), the unwritten imperative is
strong enough that it is regarded as having “constitutional status,"

But that's only a glimpse into the rich diversity through which states contrel indebtedness.

In 43 or more states, balanced budget requirements are supplemented by special executive
branch budget powers. Twenty-one states have spending limits, 7 have revenue {imits, and 3
have both, Fifieen require more than a simple majority to pass gy budget.

Noz‘ewarﬁzé differences include whether capital, trust fund, or other budgets are included
under state balanced budget requirements.

There's a lot we ¢an leamn from specific state balanced budget initiatives and apply to
the federal proposal.
The states can affoird to exempt portions of their budgets because state bond ratings —generally
applying to capital investments -- serve as the ultimate disciplinarian. There are no bond
rating services for the federal government in part because foreigners and others lise up to bank
on the full faith and credit of the U.8. government. In addition, some bond issues are subject
to public referenda.

States sometimes mislead when defining a "deficit.” That Jed 1o the language before Congress
now, "Total cmtiay§ for any fiscal year shall not exceed wial receipts for that fiscal year. "
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The processes of dleﬁzzing and amortizing "capital imvestments” can be abused, For example,

New York City, prior to its financial crisis in the 5, wrote off spending for school texthooks by
declaring their "useful life" to be 30 years.

Some states can use revenue and borrowing to meet balanced budget requirements.  Under the
Stenholm-Schaefer amendment, raising the debt limit requires 2 3/5 majority to counter this
state-proven tendency.

i
The imposition of budget discipline on states whether from balanced budget requirements or
bond ratings has Jed to establishment of *rainy day” funds. Many states now set aside excess
revenues in good t}m&s requiring less indebtedness during recessions.

Despite such diversity, the experience of the states shows that balanced budget
requirements have had a salutary effect.

From 1980 1o 1992 the states’ outstanding long-term debt rose from $120 billion to $369
billien, 2 208% mcrease total state spending growth was about 4% greater than revenue
growth. During the same period, federal debt grew from $905 billion to $4.002 willion, a
340% increase; fc;deral spending growth was about 38% greater than revenue growth,

The similarlitics hetween state and federal budget experiences support adoption of a
federal balaniced budget amendment; the differences demonstrate why H.J . Res. 103 is
the approach best suited to the federal level.

That variance and f.-elative complexity of state provisions contributed o the development of the
one-page simplicity of the Stenholm/Smith federal amendment. An amendment to the U.8,
Constitution should state a broad, ﬁmdamental principle and provide the bare bones of process
Recessary to enfm‘c& that principle.

E
The states’ experiences demonstrate that exempting any portion of federal spending from 2
balanced budget amendment would create potential loopholes. The "higher authorities” that
generally check abuses at the state level do not exist at the federal level. "Pet programs”™ could
easily be pushed into whatever funding category was not covered by a BBA, Debt would
continue to soar, and the Constitution would be affronted.

The federal governénem has no ling item veto and a relatively weak rescission process. The
lack of such supplementary means for imposing discipline is among the reasons why the
federal BBA needs to be more restrivtive than state counterparts, At the same time, a BBA i
the single most important mechanism, and the most constitutionally elegant, for enforcing the
fundamental principle that the people should be protecied from the sbuses of profligate
government borrowing.
| |
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CONSTITUTIONAL LANGUAGE - ECONOMIC POLICY

Q. Shouldn't:economic policy be kept out of the Constitution?

A. Economics| is politics and vice-versa. Governance inescapably involves addressing
questions of economics. Moreover, our Constitution is replete with economic policy. For
example, it refers to private property rights; prescribes Congressional (and Executive) roles in
federal fiscal activities such as raising revenue, spending, and borrowing; provides for uniform
duttes, imposts, and excises; discusses the regulation of interstate commerce; discusses the
coinage and valueiof money; and deals with counterfeiting, patents, and other economic issues.
The test is not whether or not an amendment is economic policy, but whether it encompasses
broad and fundamental principles, its relevance is not transitory, and its importance is
far-reaching in scope and over time. The need for a BBA and the proposal of the Schaefer-
Stenholm amendment in response meet this test.

ENFORCEMENT & IMPLEMENTATION - PHASE-IN

Q.  Of what use is a BBA in today’s atmosphere of impending fiscal crisis, if it won't
be in force for se\lreral years?

A. (A BBA’is a long-tertn proposition. It should be adopted because it is a valid
response to a long-term and structurally inherent problem. (2) It's long-term nature not
withstanding, even a BBA that is not in effect for several years will prompt deficit-reduction
actions in anticipation of its being in place. Therefore, submission of the amendment to the
states would stimulate an immediate response in federal fiscal behavior.

ECONOMIC C;ONSEQUENCES - DIRE PREDICTIONS

Q. Why do so 'Imany economic analyses project devastating results under a BBA?

|
A. Those that do generally assume either (1) that a balanced budget would be imposed
quickly or even immediately, with little or no transition, or (2) that the requirement for
balance will be adhered to without exception and that Congress (and the Prestdent in his or her
recommendations) will not exercise its prerogatives under a flexible amendment to enact
counter-cyclical measures. This amendment will not go into effect until, at the earliest, two
years after ratification. Once passed through both houses, we would hope that Congress would
recognize the impending deadline and act to meet that date by which the budget must be
balanced. By allowing a multi-year phase in, we believe any such "drastic” economic effects
would be diminishe:d, if not erased. This amendment has the flexibility to address economic
emergencieé through the 3/5 release vote on balancing the budget. This allows Congress and
the President to act in response (o circumstances such as a recession or some other emergency,
while insuring that such a decision is made in a fiscally responsible manner.
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ECONOMIC CONSEQUENCES - BUDGET CUTS

Q. Wouldn't hdopting a BBA result in cutbacks in services for the poor and needy,
for senior citizens, for health and housing programs, and even possibly for defense
programs? !

A. The BBA itself would do none of these things. It would force the Executive and
Legislative Branches to priorities within a balance of receipts and outlays and forge inio the
light of day what actual decisions and trade-offs are necessary, [f this does not result in
cutbacks of government programs, it will ensure that we pay for all the government we want.

Q. Since "the BBA itself would do none of these things,” isn't it just a "political free
tunch,” raising faise hopes while diverting attention from the real and difficult budget
decisions that zxeﬁti to be made?

§
A. Far from that, the Schaefer-Stenholm amendment would force Congress, the President,
and the public (0 own up to the hard choices that need o be made. It is general because most
provisions in the Constitution, encompassing broad principles as they do, should be broadly
worded. But its result will be 1o make unavoidable the asking of those guestions some in
elective office have avoided: How much government do we want? How willing are we 10 pay

for 1t? Which programs should be priorities?
|

BUDGET Glmivncxs

Q.  Won't a constitutional requirement of a "balanced budget” simply invite moving
some items off-budget?

Al Schaefer-Stenholm amendment does not require that a single document, a "budget,” be
writtent in balance. - Instead, it deals with actual spending and taxing bills, and kow actual
outlays conform :estimaiéci receipts. Taking any item "off-budget” would have absolutely no
effect on the operation ofthe Schaefer-Stenholm amendment. »
Q. Wouldn't i{;e teinptation remain great to commit some other evasion, such as
manipulating the definitions of terms used in the BBA?

A, Terms such as "outlays”, "receipts,” “debt held by the public”, amd “raising revenug"
either already appear in the Constitution or are commonly undersicod. In the 99th Congress,
Senate Reports 99-162 and 99-163 and Senate floor debate on S.J.Res 225, and in the 101st
Congress, the Housg floor debate, went to some lengths to establish a legislative history for
and preventing mlsmwz‘pmtamon of these and other terms as used in a BBA. This year the
House Budget Commmae compiled a formidable amount of westimony on all sides. It also
remains the apprapr}ate role of the Members engaged in floor debate this year to build
similarly clear ciefiniitions.
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ENFORCEMENT & IMPLEMENTATION - GENERAL

Q. Won't the BBA be unenforceable in other ways, causing erosion of respect for
gther Constitutional provisions as well?

i
A. Toa czrtam extent, the provisions ofthe Schaefer-Stenholm amendment are
seif-enforcing or lmezac{;‘-ei} enforcing. Effective enforcement and orderly implementation
certainly are expected in the form of enabling legisiation; Members such as the former
Chairman of the Budget Committee have served notice most effectively in that regard. Beyond
that, enforcement either is implied by the ramifications of stalemate or inaction or, 1o a very
limited degree, could be obtained i the courts.

i

The Ccmsumuon requires Congress and the President 1o take the necessary szeps 0o

carry out Constitutional mandates. Congress is empowered to make all laws that are “necessary
and proper to execm& the mandate of the constitution.” The President and Members of
Congress take ozziy one oath, promising to "preserve, protect and defend the constitution,” It
is assumed that Congress and the President will monitor each other and to the limits of their
authority enforce the provisions of the amendment against the other,

The public will also have a significant role. A breach of the amendments’ provisions
would be readily apparent, and if a breach occurs a political firestorm very likely would erupt
from the public. Public accountability is provided for in the provision that requires any vote
to run a deficit to %pecify which outlays are "excess.”

Finally, as ';a last resort, the judicial branch may act to insure that the Congress and
President do not subvert the amendment, A member of Congress or an appropriate
Administeation official probably would have standing to file suit challenging legislation that
subverted the amendment,

JUDICIAL RET’IEW ‘

Q. Wouldn' tthe Schaefer‘Stenﬁaim amendment dangerously and inappropriately
transfer power to the courts in a whole new area by opening up fo court challenge on
Constitutional grounds virtually every budgetary decision made by Congress {and the
President)? i

A. The courts could make only a limited range of decisions on a limited number of issues.

They could invalidawe an individual appropriation or tax Act. They could rule as to whether a

given Act of Congress or action by the Executive viclated the requirements of this amendment.
Indeed, a limited role is appropriate: In the words of Marbury v. Madison, the judiciary has a
fundamental obligation to "say what the law 8.7
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But it would be inappropriate for the courts, and it would be inappropriate to call upon
the courts, to rewrite budget prioritics and fiscal law. Senate Reports 99-162 and 99-163 and
the accompanying Senate debate once again provide much guidance, this time as {0 how the
"political question” doctrine of Baker vs. Carr, 369 U.S. 186 (1962}, the reguirement 16 a
justiciable case or controversy {sce e.g., Aetna Life Insurance Co. vs Haworth, 300 U.S. 227
(1937), and questions of standing would prevent the floodgates of litigation from opening upon
the process in piac’e under a suitable BBA. For example, Riegle v, Federal Open Market
Committee, 656 F 2d 873 (DC Cir. 1981), "counset{ied] the courts to refrain from hearing
cases which represem the most obvious intrusion by the judiciary into the legisiative arena:
challenges concermng congressional action or imaction regarding legisiation.”

The traditional judicial doctrine of “standing™ requires that a plaintiff has a direct and
specific, personal stake or injury, A “generalized” or "undifferentiated” public grievance,
such as would suggest "taxpayer” standing vis-a-vis macroeconomic policy decisions, .is not
recognized.

Most questions that will arise a¢ to compliance or enforcement will either be resolved
through enabling legisiation or will arise during policy-making events that trigger the
self-enforcing mechanisms in the BBA (i.e., 3/5 vote (o pass an increase the debt that results
from a deficit in a given year) or currently in place {i.e., threat of government shutdown if 2
legislative {ieaélacig persisisy.

Finzily, absolutely no role for the courts is foreseen beyond that of making a
determination as to whether an Act of Congress or an Executive action is unconstitutional and
a court order not to execute such Act or action. A purely resiraining role is anticipated for the
courts and could be guaranteed by Congrass in appropriate legislation specifying standing,
jurisdiction, and remedies.

i

JUDICIAL REVIEW

| \
Q. . H the judiciary is involved, couldn't a case drag on for years past the fiscal year in
question, making every case moot?

A, The courts have shown an ability and willingness to expedite their processes in an
emergency. Recent examples are the reapportionment cases invelving Massachusetts and
Montana tha! went all the way o the Supreme Court and were resolved in a matter of months.
Congress could fnrthcz ensure expeditious handling, for example, giving the Supreme
exclusive and orlgzmi jurisdiction over cases arising under the BBA,

i
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ENFORCEMENT & IMPLEMENTATION - CONGRESS

Q. What if Cangress, ignoring the provisions inthe Schaefer-Stenholm amendment,
nevertheless passes appropriations in excess of revenues?

[
A. The generql charge that actual outlays not exceed receipts creates a gencral obligation
for Congress and the Executive to construct a statutory framework to enforce amd implement
the BBA, iu advance of its effective date. Indeed, such legislation would be essential in
managing the budget down its "glide path” to an eventual balance. The ultimate form of such
legistation could include a revised Gramm-Rudman-Hollings type sequester, an enhanced
Pay-as-you-go mechanism, or some other process reforms.

The language of Section 1 also creates an ongoing obligation to monitor outlays and
receipts and make sure that outlays do not breech receipts. This does not envision any sort of
discretionary "impoundment” power on the part of the President or courts. However, the
Execative branch wamid be under an obligation to estimate whether outlays will occur faster or
at higher levels {han expected and to notify Congress promptly. If an offsetting rescission is
not enacted or other appropriate legislative action not taken, then the President would be
bound, at the point at which the government "runs out of money,”™ to stop tssuing checks
(unless, of course such exigencies already have been accounted for in enforcement and
implementation legisiation in advance).

The deterrent of a budgetary "train wreck” always exists to maotivate responsible
budgeting: either the possibility of a government shutdown or of the need 10 round up 3/5 of
both Houses to pass a debt increase bill without any "blackmail amendments. " (For example,
Gramm-Rudman-Hollings was a "blackmail amendment" attached to a debt cetling bill in
1985, when 51 Seréators refused to pass a "clean” bill.) )

1

BUDGET ESTIMATES -- "OOPS"

Q.  What is to prevent Congress and the President from drastically over-estimating
revenues and then declaring, "oops,” when outlays and receipts are unbalanced at the
end of the fiscal y?ar?

i
A.  If such a scenario occurred, Congress would have w pass a debt ceiling increase by a
three-fifths vote. The debt provision provides a powerful inceative for truth-in-budgeting,
Any such mis-estimates will cach up rapidly with its authors within a year, A uansparent
mis-estimate would be subject to the very public process of budget-making. Congress and the
President would avoid a widely publicized "mistake” because of is political impact.
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CONSTITUTIONAL LANGUAGE - DEBT LIMITATION

Q.  Why is the Schaefer-Stenholm  Amendment as introduced, different from previous
BBA versions, in that it requires a 3/5 vote to raise the limit on federal "debt held by the
public”, rather ti%mn the "public® or "gross™ debi?

A, When the Social Security and other trust funds run surpluses, those surpluses are
mvested fn U.S. Treasury securities, meamng they are borrowed by the U.S. Treasury and the
"pablic debt” {approxirhately the same as the "gross federal debt”) is increased by that amount,
Such borrowing is an intra-governmental transfer between accounts, and does NOT increase
the "debt held by the public.” Since the intent of the debt limit vote in the BBA is to enforce
the amendment and deter deficits, the "debt held by the public™ is the closest currently-used
anst commonly-understood measure of indebtedness that approximates the amount that
irxlebtedness has been increased because of total deficit spending. In other words, H.J.Res,
280 was not meant to "punish” Congress by requiring a difficult 3/5 vote just because trust

funds are running 3 surplus.
i

;
BUDGET ESTIMATES - REVENUES

Q. Whatifa %aw enacted in the good faith belief which is revenue-neutral turns out
to increase revenues?

A, As with other laws that may be challenged on Constitutional grounds, if it were shown
that Congress and the President acted in good faith and had a reasonable bagis for projecting
revenue-neutrality, the law would not be struck down. What if a bill provides for both
increases and decreases in revenues? the Schaefer-Stenholm amendment refers to a "bill o
raise revenue.” The clear intent is to ook 10 the overall revenue effect of a bill,

]

ENFORCEMENT & IMPLEMENTATION - REVENUE INCREASES
'WITH SPENDING CUTS

Q. What effect wouldthe Schaefer-Sienholm amendment have if in the process of
building & "consensus deficit-reduction bill,” revenue increases were combined with
spending reductions?

A. Schaefer-Stenholm amendment differs from some previcus BBAs in that it does not
require a "vote directed solely to that subject” in the case of increasing revenues. Certainly,
mast of the sponsors ofthe Schaefer-Stenholm amendment would not object to such language.
However, as currently written, the Schacfer-Stenholm amendment simply would require the
authors and managers of such a combination bill 10 make a strategic decision as 10 whether
they preferred to offer separate revenue and spending-cut bills or w0 subject the spending-cut
provisions tied to the revenue-raising provisions in a single bill, withaneed to pass by a
majority of the whole membership.
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MAJORITY RULE

Q. Couldn't the various super-majority requirements in H.J.Res. 28/ 5. J.Res 1
thwart the wills of majorities in both Houses and the President?

A. Yes. Suchlis also the case with Senate filibusters, Gramm-Rudman-Hollings points of
order, and other procedures today. As is the case with all super-majority requirements in the
Coustitution (or injlaw), the purpose is o protect the immediate rights of a significant
minority, and argu‘;ably the long-term rights of the people, against a “tyranny of the majoney,”
a phrase frequently invoked by the nation's Founders.  In the case of the Schaefer-Stenholm
amendment, a sufficient structural bias exists for deficit spending and against accountability in
tax decisions that compensating super-majority protections are warranted. Moreover, it is
noteworthy that the super-majority levels involved are reasonable and modest.

i

ECONOMIC CONSEQUENCES - FLEXIBILITY

Q. Shouldn't the federal government have the flexibility to enact counter-cyclical
econoniic measures?

i
A, Yes, and this flexibility is proserved in the Schaefer-Stenholm amendment by allowing
Congress to spend in excess of revenues if three-fifths of the members agree that deficit
spending is warranied. I Congress can’t muster a three-fifths majority to What the
amendment would do is mitigate against the structural bias to spend and borrow in good times
as well as bad. In restoring this level playing field, the Schaefer-Stenholm amendment strikes a
reasonable balance between requiring fiscal responsibility and allowing flexibility.

CONSTITUTIONAL LANGUAGE - BUDGETARY PERIOD

|
Q.  Should the ;(fomituzien dictate such details as the budgetary period (fiscal year)?

Al Some such reasonable parameters are necessary to provide for an enforceable
amendment. Again, the authors are receptive to perfecting changes, although it is important
that whatever parameter is used is not susceptible to subterfuge (e.g.. merely including a terin
tike “fiscal period” to be defined in statute). Senate Reports §9-162 and $9-163 suggested
using “fiscal year,” but allowed that a reasonable statutory re-definition could include a
biennial “year.”
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ENFORCEMENT & IMPLEMENTATION - IMPOUNDMENT
AUTHORITY |

Q. Doesn't th’le Schaefer-Stenholm amendment imply that the President would have
enhanced powers to block spending based on a pretext of unconstitutionality?

i
A. A frequent criticism of previous BBA proposals has been that the President is not
brought inio the budget process sufficiently to share the responsibility of governing and the
blame of impasse, although the President can criticize the Congress that "holds the purse
strings. " the Schaefer-Stenholm amendment recognizes the accepted role the President has
played under stamute since the 1920s, by requiring the President to submit a balanced budget.
The President must also share fiscal and political responsibility with Congress forthe Schaefer-
Stenholm mczzdmﬁnz s joint receipts estimate.  But beyond the role in that new joint estimate,
the Shaefer-Stenholm amendment does pot broaden in any way the powers of the President.
On the other hand] it does make the President more accountable for how the budget process

proceeds. f
|

SOCIAL SECURITY

Q.  Why is the Schaefer-Stenholm amendment as intreduced, different from previous
BBA versions, in that it requires a 3/5 vote to raise the limit on federal "debt held by the
public”, rather thari the "public” or "gross” debt?

A.  When the Social Security and other trust funds run surpluses, those surpluses are
invested in U.S. Treasury securities, meaning they are borrowed by the U. S, Treasury and the
“public debt" (approximately the same as the "gross federal debt") is increased by that amount,
Such borrowing is an intra-governmental transfer between accounts, and does NOT increase
the “debt held by the public.” Since the intent of the debt limit vote in the BBA is to enforce
the amendment and deter deficits, the "debt held by the public” is the closest currently-used
and commonly-understood measure of indebtedness that approximates the amount that
indebtedness has been increased because of total deficit spending. In other words, the
Schaefer-Stenholm amendment was not meant to "punish” Congress by requiring a difficult
375 vote just because frust funds are running a surplus.

i
i




Response to Questions and Comments
Regarding the Balanced Budget Amendment to the Constitution
Congressman Charles W, Stenholm
l March 14, 1944

I did not come to the point of proposing an amendment to the Constitution lightly, Our Founding
Fathers crafted a remarkable document that has served this nation extremely well. | share the view that
we should be extremely judicious in proposing changes to the Constitutton. That not withstanding, [
have been convinced that an amendment limiting the ability of Congresses and Presidents to borrow
money is a necessary and appropriate addition to the Constitution,

The genius of our-Constitution is its timelessness and ability to adapt to changing circumstances.
However, the Framers recognized that there could be unforseen circumstances or changes that would
necessitate amendments and provided not one but two ways of proposing amendments 1o the
Constitution. While the Constitution should not be amended frivolousty, amendments may be
appropriate if there has been a fundamental change in the circumstances of society or the government
1o justify a change in dur fundamental document of government. If such a change has occurred,
Congress must decide whether the proposed amendment enforces a timeless principle. I believe that
the balanced budget amenémam meets this test,

There has been a fimdzmentai change in the understanding of the role and responsibilities of the
federal government under the Constitution since the Constitution was first adopted. As Dr. William
Niskanen of the CATO [nstitute noted in testimony before the House Budget Committee in 1682,
Article 1, Section 8 of the Constitution gramts to Congress relatively few powers {establish Post
Offices, raise and maintain armies, etc.) that tnvolve the potential for significant expenditures. The
Framers clearly believed that this would serve as a check on the size of government. For example,
President James Madison vetoed legislation authorizing federal funds for the construction of highways
and canals because he believed it to exceed Congress’ Constitutional authority, This "fiscal
Constitution” limiting the activities of the federal government made an explicit limitation on the ability
of the government to bmmw money unnecessaniy.

The advent of the New Deal and Suprems Court decisions finding that “the power of Congress to
authorize appropriations of public money for public purposes is not limited by the direct grants of
legistative power found in the Constitution,” effectively eliminated the fiscal Constitution that had
limited federal expenditures, This change in the understazzféirzg of the role of the government was a
revolution tn Constitutional as well as economic policy. This opened the door to numerous goverament
spending programs, most significantly entitletnent programs. Without the check on government
spending provided by a strict interpretation of the enumerated powers, Congress created numerous
benefit programs with significant constifuencies that have placed tremendous pressure on the federal
hudget. As the costs of these programs have risen exponentially, public officials have become
increasingly unwilling to impose the level of taxation necessary to meet these costs and have instead
resorted 1o borrowing. The framers of the Constitution could not have foreseen these circumstances,
since they believed that the Constitution explicitly limited the scope of the federal government.

I do not advocate the retun (o the narrow interpretation of the power of Congress that existed
prior to the New Deal. [ do believe, however, that 2 Constitutional amendment restricting the ability of
the government to borrow money 1s an appropriate response to the practical repeal of the restraint on
government spending envisioned by the Framers. This evolutionary repeal of restraint has resulied in a
fundamental change in the operation of our government.

The threat of economic and political harm from continued deficit spending is the type of
governmental abuse a;;pmpnately proscribed by the Constitution. Thomas Jefferson agreed with BBA
proponents that, “The question whether one generation has the right to bind another by the deficit it
Imposes is a questwn of such consequence as to piace it among the fundamental principles of
government.”
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Even Professor Laurence Tribe of Harvard, & leading opponent of the amendment, told the Senate
Budget Commitee in 1992 that "The Jeffersonian sotion that today’s populace should not be able to
burden future generations with excessive debi, does seem 10 be the kind of fundamental value that is
worthy of enshrinement in the Constitution, In a sense, it represents a structural protection for the
rights of our children and grandchildren.”

The BBA is based on exactly the same principle as the rest of the Constitution: It would protect
the fundamental rights of the people by restraining the federal government from abusing its powers.

One of the explicit purposes the Framers had in writing the Caonstitution was to put certain rights
and powers beyond the reach of the tyranny of the majority,” and protect current minorities and future
majorities from abuse by transient coalescing "factions.” The BBA is very much within that spirit,
Because {uture generations lack input into the ¢lectoral process, their interests are undervalued in the
budget process. Requiring a higher threshold of support for deficit spending will protect the righis of
future generations who are not repregented in our political system but will bear the burden of our
decisions today. The fundamental premise of the amendment can be described by 2 single sentence:
The ability to borrow money from future generations is a power of such magnirude that should not he

left to the judgements of transient majorities.

Senator Byrd recently made an eloquent statement on behalf of this principle in defense of the
supermajority requirement necessary to end a Senate filibuster, stating that "There have come times
when the protection of.a minority is highly beneficial to a nation, Many of the great causes in the
history of the world were at first only supported by a minority.  And it has been shown time and time
again that the minority,can be right. 8o this is one of the things that’s so important to the liberties of

the people.”

Writing on behalf of the BBA George Will expressed a perspective very much consistent with the
Framers in a column published in late 1993

A system that selectively enhances the leverage of imtense minarities is not inherently
violative of the moraliry of democracy. And morally dubious things should be difficuit 1o
do. Given the tendency of our democracy to impose taxation without representaiion --
deficit spending, which saddles the unborn with debts, amounts ta that -- it is proper 6
empower a minority to inhibit abuses by the majority.

i

The requirement in Section 2 for a three-fifths vote to increase the debt limit provides strong
enforcement of the amendment. When the government runs a deficit, that necessitates additional
borrowing to meet its obligations, Failure to suthorize that level of borrowing could, in a worst-case
scenario, result in a default by the government of the United States, Treasury securities might not be
redeemed. Clovernment services could be threatened with a shutdown, subject to the availahility of
receipts. [t is not my intent that 2 default or shutdown should happen. However, the threat of such
consequences is analogous 1o the deterrence effect of fines or legal damages in other situations.

It i extremely difficult to obtain three-fifths vote to do anything in Congress. That is the point of
the amendment, By lowering the "blackmail threshold” associated with passage of the regular debt
limit bill from 50% plus one in gither body to 40% + one, Section 2 increases the motivation of the
Administration and the!Leadership, including the Chairs of the relevant commitiees, to do whatever is
vecessary, legislatively and cooperatively, even to the point of balancing the budget, to avoid facing
such a difficult debt vo;c‘

Focusing on the difficuity of achieving a 3/S majority misses the point. Those who do so are still
focused on what's necessary to run a deficit, Concerns raise about how the BBA would "undermine
majority rule” imply two presumptions which I reject: {1) That running a deficits and imposing debis
on future generations is just another ordinary policy decision like every other appropriately made by a
simple majority; and (2) That a real threat of minority rule looms because 3/8 majorities that will have
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to be marshalled in order to maintain the status quo of deficit spending. The possibility of a 3/5 debt
vole is a deterrent. Facing it is so undesirable that Congress and the President generally would do
anything to avoid it

The amendment does not represent the end of majority rule. A minority would have leverage in
exactly one instance: When the majonity abdicates its responsibility (¢ produce 3 halanced budget. In
that case, a 60 percent super-majority would have to go on record to approve a deficit. The
Amendment in no way atfects the ability of a majority 1o spend on programs it deems important and to
set budget priorities as it sees fit.

I would add that it is my firm belief that it would not be difftcult o obtain a three-fifths vote to
borrow money in the event of a ¢lear national emergency that necessitated deficic spending. 1 do not
share the view that 40% of Congress would explicitly vote to put their narrow personal interests above
the national good in time of national crisis. A minority that attempted to use its power under this
amendment 10 prevent.a response 1o a national emergency in order to "extort unreasonable indulgences”
would face swifi political consequences.

The purpose of Section 4 (dealing with the enaciment of tax legisiation) is to increase the
accountability of Members of Congress when they consider legislation to increase revenue, in light of
the amendment’s requitement to balance receipts and outlays. The increased pressure the amendment
will create for fiscal discipline may increase temptation to shield a certain amount of legislative
decision-making from ;}i;i:}izc view, Tax bills have been known to pass, occasianally, by voice vote.

The enhanced “tax% accouniability” provided by the unvarying requirement for a rolleall vole, is
supplemented by the requirement that such bills also shall not become law unless passed by a slight
supermajority, in this case a majority of the whole number of each House. The term "whole number®
is derived from, and intended 1o be consistent with, the use of the phrase in the 12th Amendment to the
Constitution, “two-thirds of the whole number of Senators” {which is set as the quorum necessary for
the purpose of electing. the Vice President in ¢ase no candidate receives an Electoral College majority).

The rollcall vote axExd Constitutional majority requirements for tax Eégzsia&oﬁ will serve to maintain
a level playmg field between the public’s more general and diffuse interest in restraining the
evernment’s appetite for revenues and the more focused pressure that special interest groups can apply
tor individual spending programs. [t therefore represents a balance between the need to raise revenues
to fund the operations of the government and the public interest in accountability in the exercise of the
power of taxation, wfnch arguably is the most profound power of the gavcmment

The provigions of H J.Res. 103 are self-enforcing through the 3/5 majority requ;red in Section | to
authorize outlays in excess of receipts and the requirement in Section 2 for a 3/5 vote 1o raise the limit
on the debt held by the public. The amendment would essentially place an additional limitation on the
ability of funds to be drawn from the Treasury beyond that already provided in the Constitution. The
check on the government’s ability 16 borrow money by creating immediate political and economic
consequences for running a deficit will ensure compliance through accountability. For the first time
ever, a deficit would be accompanied by Members of Congress explicitly voting for one.

The President’s ca%alzgazzorx ta uphold and enforce the Constitution would extend 10 proposing a
balanced budget and the same type of ministerial bookkeeping functions as exist under current iaw.
Unless Congress enacts 1mp§emezzzmg legisiation which gives the President broader authority, the
President's role in enforcmg the amendment would be Iimited to a non-discretionary duty 10 order that
no funds be spent at the point in which outlays would exceed receipts, unless a deficit was specifically
authorized by a 3/5 vote of Congress. This duty is no different than the current duty of the President
to prohibit funds from being spent if an appropriations bill has not been enacted by the beginning of 2
fiscal year, The amendment does not hroaden the current powers of the President over the purse in any
way. The President would not have discretionary authority to impound funds for certain programs
while allowing funding for other programs to continue.
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As an absclute last resort, the courts will have a limited role in enforcing this amendment if both
Congress and the President abdicate their responsibilities.  Assuming that Congress does not address
this issue in implementing legislation, which is extremely unlikely, the courts would be limited 1o
finding individual acts of Congress (such as passing legislation that would result in outlays exceeding
receipts without the required 3/8 vote) unconstitutional and to restraining the Executive from some
action that would violate the amendment. The counts would state whether a budget is in excess and
would simply strike down any action unbalancing the budget, leaving the cure to the political branches.
The involvement of the courts would be severely limited by legal precedents limiting the ability of
parties to bring cases in "political cases™ or in cases in which there is only a “"generalized grievance.”

!

Members of Congress and the President do take seriously our vow to uphold the Constitution,
{Once the fundamental principle that current generations should not be able to burden future generations
with excessive debt is enshrined in the Constitution, it will be clear whether or not Congress and the
President have met their obligation established by this Ameadment. The public will hoid accountabie

any official who ignores this Constitutional mandate. This accountabtlity will provide the ultimate
enforcement of the amendment.
+
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Introduction |

We concur with the unanimous recommendation of your economic advisers that the
Admimistration should oppose the Simon-Stenholm Balanced Budget Amendment. As dralied,
the Amendment is not only legally questionable, but also requires such rapid and stringent
reductions in the deficit that it could significanty damage the economy. However, to oppose
the Ammdmenil effectively, we belisve it is important that the Administration:

* provide sound, believable reasons to a skeptical public why your opposition to &
Balanced Budget Amendment does not mean you are abandoning a commitment o continuing
fiscal restraint, ‘Having worked so hard to gain the high ground on budget discipline, you
clearly want to keep it.

* develop a long-term strategy on budget deficits that butlds upon your success this
past year, while also giving you grester freedom to pursue the nation's investment needs. Tt
1s our sense that the Administration has not fully agreed where we are now trying o go in
fiscal policy, nor have we communicated 2 clear strategy to the public.

i -

The Need for h’élnre Fiscal Discipline
|

Many members of the Administration are wary of further deficit reductions relying on
additional cuts in spending on the grounds that such cuts would impen! your investment
program. We share their -~ and your -~ commitment to intelligent public investment. But
from the public’s point of view, our right to "invest” their money depends upon our overall
prudence and restramt so that fundmg for new investments must come pnmanly from
sperding reductions, not revenue increases. For these reasons, among others, further deficit
reduction is not zghe enemy of public investment, bus rather its precondition.

‘ ]



Moreover, some of your advisers fear that renewed emphasis on fiscal discipline could
came at the ex'panse of health care reform. We believe just the reverse. ip spite of the
unprecedentad | care with which your hesith care budget was prepared, many inside and
outside the {Sengress fear -~ based on past experience - that health care reform could increase
rather than decrme the budget deficit. By emphasizing fiscal discipline in a clear and
believable way, you can help relievs these doubts and build support for your health care plan.

It must be extremely frustrating for you that it is so difficult to fund such modest
programs as an extension of unemployment compensation or an increase in your crime bill.
The books are so tight that vou wind up feeling like sn sccountant. But we can't solve the
problem with more user fees or other indirect charges. The only way to free up real money is
0 reduce or eliminate less essential d:screnaz;azy programs and slow the growth of
entitlements,

Another reason for more fiscal disciphine is the need for much greater private &
investment. As you have pointed out, the economy in the 1970's and increasingly in the
1980's moved from a path of high investment to high consumption. This shift contributed
significandy to the decline in productivity growth, and family income. To regain vigorous
long-term growth, we must retum to the levels of investment -- private and public -- that
characterized the economy in the 1950' and 1960, As a number of analysts have argued,.
further deficit reduction, focused on slowing the growth of federal consumption spending, is &
key to such 1ncwasa§i private investmeant. In our judgment, the positive, long-term economic
benefits of such a program, appropriately phased in, would gready autwmgh the short-term
costs, We are not ready for such a fight in 1994, but we should consider it for 1995-96.

Political and Fiscal Landscape for the Balanced Budget Amendment

.Despite the enactment of your five-year budget plan and the enthusiastic response 10
NPR, the public. remains distinctly uneasy about Washington's fiscal habits. In August, some
66% of respondents told pollsters from the Washingion Post that our economic plan raised
taxes too much and cut spending too liitle. Polls this fall also showed that the public sull
believes the government wastes 37 to 47 cents of every doflar spent.  Stan Greenbery's
September poliing found that only 51% approved of your handling of the deficit while 42%
disapproved. And, on Friday, a Wall Streer Journal/NBC poll reported that nearly half of
those polled said that the Administration is doing 8 poor job of reducing red ink. All of thig
suggests the need 1o keep pressing on fiscal discipline.

The public has also been strongly supportive of & Balanced Budget Amendment, A
Washington Post-ABC poll this June found that 77% support the Amendment. That helps
expiain why nearly two-thirds of both the House and Senate supported an Amendment last
year, and support conhnues 10 grow,

i
i
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_ Fortunatciy, there has been very encouraging progress on the deficit in the shori-term,
but it is stll unclear whether health care reform will bring as much reduction in iozzg»»:erm
deficits as welhad hoped. Without further action beyond health care reform, there 15 a risk
that the underiying trends you inherited could bring us 1o the fall of 1996 with a deficit for
FY 1996 not appreciably [ower than the deficit for FY 1993, Put another way: under the
current-plan, we are projected to borrow $1.37 trillion during your first term, versus $1.53
trillion for President Bush, Should we experience modest underperformance in growsh,
spending or revenue, the Administration and the Democratic Congress could be exposed to
the charge of adding more o the national debt in a single term than any other President.
Recent articles in the National Journal, The Atlantic and The Washingion Monihly have raised
that specter,

i“inatiy! we believe that when you oppose the Balanced Budget Amendment, the
threshold question from the press and your political opponents is Jikely o center oo your
position concerning the desirability, timing, and method for achieving budget balance. .

For all these reasons, your opposition to the Balanced Budget Amendment should be
coupied with credible proposals to address the budget deficit over the long-term. {Indeed, this
past summer, you told /54 Today that you believed that the budget could be more or less in
balance over 8?!0 years without raising taxes.) - - -

Shert-Term Rjesponst to the Balanced Budget Amendment
| i
In addition to a clear and credible public rationale againgt the Amendment {focusing
on the Amendment's failure 10 distinguish between cyclical and structural deficits and the
concerns raised by its implememation and enforcement), there are a few positive short-tarm
steps that could be taken:

* Insist again that Congress give you 2 line-item veto or 2 meaningful version of
enhanced recision authority. (We need to develop background informanon to show bew much
can be saved.) |

|
* Appoi]m the Kerrey Commission,
* Push hard on the October package.

* Ask the Vice President to undertake Round 2 of NPR, even as we work to
implement Rmmd I

* Use zhe conference for Rep. Margolies-Mexvinsky as an opportunity for serious
exploration of eamlements

E
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A Systematic S'trategy for the Long-Term

The harder question is what approach we should take to the longer-term. One option
15 10 revisit yaw' theme of the campsign that consumption spending (or all spending) by the
federal government should not grow faster than the general economy. As you know, the
Progressive Policy Institute has developed this approach and we believe that it deserves
serious expicrazz;en within the Administration. Following 15 an outline:

1. Divide the budget! into an investnent budget and a consumption budget, wath &
tight definition of what counts as "investment” {e.g. education, training, civilian-related
research and development and civilian-related infrastructure}.

2. Require a balanced consurnptions budget by the year 2000, so that deficit spending
would be allowed only for investments that pay off in long-term economic growdh.
(Mechanisms similar 10 those in the Simon-Stenholm proposal could be used 1o enforce thes
consumption baiam:e }

In practzce CBO currently projects a $251 billion deficit for FY 2000. Assuming an
investment budget of $176 billion {your 1994 investment hudget of approximately $100
billion increased by 10% each year), this would mean reducing the deficit by an additional
$75 billion in FY 2000, Even with health care reform's projected budget savings of as mugh
as $37 billion in FY 2000, this level of deficit reduction, assuming no new taxes, would more
than tikely require middle-class entitlement reforms.

Maoreover, this scenario is likely 1o continue into the foresecable future. According to
CBO, the deficit is stated to rise to $359 billion in FY 2003. Even the most optimistic health
care reform scenario (s still ikely to Jeave us with a deficit of over $200 billion in FY 2003,
Again, assuming no new taxes, consumption balance would more than likely mean middle
class enutlement reform,

3. Limiz|tﬁc rate of increase in consumption speading (or overall spending) to no
more than the rate of growth of the economy. (The budget you passed in August meets this
standard, and vou should get credit for it) This would allow you 10 make the case that
faderal spending will ingrease no more than the average family’s ability 1o pay for it.

4. Fashion and employ & base closing-type mechanism to get further cuts adopted.

5. Estabhsh a comprebensive sunsel process for programs and tax expenditures. (This
would address a structural problem: under current procedures we find it very difficult to get
rid of outdated laws that would not be enacted if they were freshly proposed.)

!

Note that this proposal would not require  balanced budget and, in fact, could leave -
us, for the foreseeable future, with annual deficits (albeit for investment) in the range of $150
to $200 billion. Therefore, you would still be vulnerable if the public continues to embrace
balance as its preferred goal.
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Increasing theiFnimess of the Entitlement System
i

As indiéated above, any attempt to shift the balance of federal spending from
consumption to investment, or to balance the consumption budget without new taxes, wall
reguire you to slow the growth of entitlement speading. Since the current system favors
consumption over investment, and rich over poor, while stinting on the needs of chiidren and
youth, making room for public and private investment through entitiement reform also fis
well with many of your longstanding concems.

| .

If you choose to pursue entitlement reform, there are a number of options svailable,
including at least two that have gained public attention. Pete Peterson and the Concord
Coalition are promoting separate but similar versions of "affluence testing,™ which
progressively reduces (but never completely eliminates) entitlement benefits based on recipient
income for the 42% of Americans earning $40,000 or more. {The important difference
between the overall Peterson and Concord plans is that Peterson calls for an 885 billion ¢
increase or a full 1% increase of Gross Domestic Product in public investment by the vear
2000, financed partially through increased taxes.) Under both the Concord Coalition plan and
the Peterson plan, affluence resting alone saves approximately $70 billion in the year 2000,
The Progressive Policy institute has also identified 2 senes of more targeted reforms that
remove some of the greatest inequities and excesses in the current system, . -

i

We believe that such entitlament reform deserves serious consideration by the
Administration as & means for achieving continuing fiscal restraint and freeing up revenue for
intelligent investment. It is for this reason that we recommend that the rhetorie you use in
opposing the Amendment be carefully constructed to leave you the flexibility to pursue
entitiement reform in the future.

PP



November 1, 1993
MEMORANDUM TO BOB RUBIN -
From: ) (}Ec:zc Sperling
Subject: Biﬂancad Budget Amendment Overview

We must' qwckly formulate our strategy for defeating the Simon/Stenholm balanced
budget Amcndmem Clearly, we need a message for fighting it, and a strategy for mobilizing
support against the BBA. Another vital question, is whether or not we will highlight or push
an alternative budget discipline proposal as part of our message and to give others an
alternative to support in place of supporting the BBA. '

1. BASIC MESSAGE AND STRATEGY:

The mainF message we should start with is the following: 1) We stand rock solid
behind our deficit reduction plan, and will resist any efforts to soften it, and that only through
health care reform can we take on the long~term deficit in a rational but effective way, But
that we oppose the current BBA would lead to 2) massive middle class tax increases, 3)
massive Social Security cuts for the middle class, and 4} kill any chance for heaith care
reform, and challenge ~— in & very public way, Senator Simon ~~ or other supporters «— to
show that he is wrong. The President should say that if people want to suppont Social
Security cuts and middle class tax increases, they should say 50 and not disguise it under a
balanced budget.

There ar:]at least four issues to consider in this message. One, including bealth care
will be effective with members of Congress but may be 2 mixed message to the public. It
will scem that we are saying that health care is vital to deficit reduction, but a balanced
budget will hurt 1t because health care cost money. Two, should we use jobs and economic
growth in our basic message, The Simon/Stenbolm BBA will dlearly be judged t0 have a
terribie job effect by economic modelers. Should we use this as a main pant of the message.
Three, should we point out that 3 BBA could create a momentum that could lead to defense
cuts unrelated to national security. Four =~ and the main issue - is whether our initial
message will be an alternative budget discipline vehicie, which is discussed below.

Message and S#ftegy Issues:
» The Health Care Hook for Switching Votes: Some members may have signed on
to the balanced budget amendment in the midst of campaigns and may pot have
realized how draconian a course that might be setting the nation on, but may not have
a hook to SWltCh positions. Health care may not only be a good argument for opposing
the balanced budget ~~ it may be a hook for someone switch positions. Clearly, a
balanced budget amendment would kill any chance of longterm care or prescription
drug benefits, and ensure that most Medicare and Medicaid savings that would have
gont 10 health care reform, would instead be targeted toward deficit reduction. These



fiscal and political realities would serious impair the chances for health care reform,
Because of this, a Senator could say that they supported a balanced budget amendment
but now that there is a serious health care plan that can bring down the deficit in the
long~rup, it does not make sense to pass an Amendment that would destroy any
chance for heaith care reform. It would be especially powerful if we could get even
onc Scrator 1o change their position based on health care and (0 write an op-ed
explaining their position.

. Mobiliie the Unfunded Mandate Crowd: All of the mayors and governors who
are mobilized to fight unfunded mandates must realize what a temible position they
will be put in if the Amendment passes. First, tremendous funds that currently to states
and cities in terms of investments will be cut. Second, taxes will inevitably have to be
raised making it all the more difficult for states to raise revenues to make up for a
degree of retrenchment that will create nostaigia for the Reagan cul backs. Third, with
the federal government under 30 much pressure to balance the budget in the loast
painful wavs, there will we be a tremendous potential for shifting burden -~ vead,
unfunded mamiazcs ~= t0 the states. Governors and mavors have to realize that this
ammdmmt will be the ones on the front lines when the police and suppon is cut and
will be fi}rccé to make the tough choices or take the blame,

& The ?‘Eaftimzai Security/National Defense Argument: If we have 10 balance the
budget, there is no guestion that the major pools of funds available will be middle
class taxes, Social Security and Medicare. When the political reality of those
requirements hits, there is no question that there will be a move to find a new pool of
funds and that this pool will be defense spending, This may be why Sam Nunn has
traditionally supported entitlement caps as opposed to balanced budget amendments. It
might even add an interesting twist if we hit on this point; the President would be seen
as opposing a balanced budget amendment not only because it hurts the middie class
and economic growth but because he is afraid it will lead to imprudent decisions that
will hurt mxr national security.

L Jﬁhf{;rilwth Impact: An economic analysis of the balanced budget amendment ~—
of taking out $500 billion over the next five years —— is likely to show substantial job
loss and reduction in economic growth forecasts. Currently some of the groups
opposing the BBA are having Wharton update a 1992 study they did. An outside
group Hke DRI could also be asked to do just a study. This could also -~ and should
also —~ be state by state. A state-by-state could allow for some analysis of what
voting for the BBA would do for defense conversion and California specifically. For
California and other large states, it would mean billions less in education, defense
conversion while costing hundreds of thousands of jobs, If major members of our
cabinet go ;w the right states and make that message - especially if those
ﬁdmmxstra{zm officials go to their home states ~- we could start fo break through.



& Budgets By Courts: Another argument that has been used often in the balanced
budget debates is the strong likelihood that any of these issues will likely be vague
enough that courts will end up making major budgetary decisions and that we should
nOt pass laws or amendments that would thrust the courts into making these type of
overall budgetary decisions. Scholars from Tribe to Bork have publicly opposed
balanced amendments for such reasons.

0. ALTERNATIVE BUDGET DISCIPLINE:

We left the balanced budget discussion w:th the understanding that we should consider
vehicles that wazzid be options to the Simon/Stenholm BBA.

1. Capital Balanced Budget: The President, as well as people like Bob Reich and others

have long catled for a capital budget, in which borrowing for investment would be given a

different status than borrowing for consumption. When asked about the balanced budget in
June of 1992, candidate Clinton would state that every family knew the difference between
investing in a home and investing in @ meal (planting corn and ecating your seedcom.)

A capital balanced budget could be a vehicle to focus the attention on the distinctions
between znvcsimcms and consumption, and provide a deficit reduction context that would
make it easier fer members of Congress to oppose the Simon/Stenholm bill.

The probl;m with a capital balanced budget 15 that it create an incentive {or everything
to be iabeled "capital” or an "investment.” This is no small problem. If the political process
iS given permission to spend anything that can be labeled an investment, this couid be nothing
but 2 loophole for spending without accountability, There are ways to address this, but all of
them are problematic,

A} Physical Infrastructure: One of the most logical ways to limit the slippery slope
problem is to Hmit the classification of investment to physical infrastructere. This is
what states do angd it i8 capable of some limits, Yet, the notion that the main
investment role of the federal government is infrastructure —— as opposed o education,
training, téchnology -~ is counter to our economic philosophy. Indeed, to the extent
that we would be supporting a balanced budget for the pon-capital part of the budget,
we would be relegating education and training to the part of the budget that would be
have 1o be seriously squeezed 10 be in balance. And most likely, it would be hard to
kecp many mainly defense spending and office buildings off the capital budget.

B) Iﬁclu&iing Investment In ?&pi@ The answer to the problems mentioned above
would be m include human capital in the capital side of the budget. Yei, we would
have to have some sense of what the limits of this are. Most people, for example,
would think that WIC was an investment, yet the same people would feel that
certainly most health care must be secn as consumption. In the 1970s when New York
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City tricd to put some weifare costs on the capital side of the budget, it was
considered a budgetary scandal. One thought would be to limit the definition purcly to
cducauon or training. In that case the training component of weifare reform would be
on the ca;;ztai side of the budget, while the portion that went to general support would
not be. But how about in the comprehensive training proposal where the support is
seen as zfze foundation that allows for long-term training?

C) Independent Commission: One answer that is likely to be heard 15 to have an
independent, Federal Reserve~like, investment commission that would be independent
and would set the standards on what should be on what side of the budget. This could
take care of the most crude pelitical problems {(deals where non-investments are
included as investments as part of compromises and logrolling). Yet, it wounid be a
incredible delegation of a profound political decision to 3 non—accountable, noy~
democratic body. A new commission philosophy that there was no proof that
elementary school education had serious social returns would dictate a tremendous
amount of our national prioritics. Still a good case could be made that this is sill
better tha? the status quo.

D) Counter-eyclical Concerns: Clearly a Clinton proposal must be consistent with
sensible macroeconomic policies. A recent outside memo calls for limiting the non-
investment part of the budget to growth in real GDP. The problem here is that this has
the same flaw as the Simon and Stenholm balanced budget amendment: it wouid call
for cutting emtitlements that serve as counter-cyclical cushions just at the time when
the economy is weak and they are necded. Thus, we must devise a proposal that
allows for growth in entitlements when they are driven by more people being eligible
for benefits because of a downtum in the economy. This could be done by making a
sliding scale where increases are allowed in proportion to declines in GDP and
unemployment or by making specific allowances for increases in the beneficiary
population or benefits that are driven by economi slowdown.

E) Potitical Concerns: The concerns about Hmiting the capital balanced budget are
both substantive and political. Even if we are able to devise a balanced budget
Amendment that allows for a capital budget, the idea will not go far if it portrayed
and perceived as nothing more than a vehicle for politicians to use the words
"investment” as a hook for a new era of fiscal irresponsibility. If it was portrayed and
perceived that way, it would also be hard for the capital balanced budget to be used to
peel of current supporters of the Simon/Stenholm balanced budget proposal.

F) Best i’é)ssible Capital Balanced Budget: This is worth trying on the same
principle on the principle that in many ways anything might be better than the status
quo -~ which is a budget in which no distinctions are made at all between investment
and copsumption. At least, an investment budget would focus national debate where it
should be! what is consumption that must be dealt within a budget, and what is a good
imvestment that we is worth borrowing for because of the high retums. Yet, if we



cannot do anything to answer the questions, "how do we decide what is on the
“capital’ side" and "how do prevent unlimited spending on the capital side?” than such
an idea may not get anywhere, We should sce what our best proposal is and test it
intemally. .

2. A Better Balanced Budget Alternative to Simon/Stenholm: Another option is to put
forth a better balanced budget amendment, but one that is not simply a capital balanced
budget amendment. This would be the most successful strategy for peeling off some of the
60 Senators who are currently supporting the Simon amendment. If a serious balanced budget
proposal was put forward that did not have supesmajority requirements for raising the debt
limit, and had better cushions for economic downtums, it could give cover for some of the
Democratic supporters of Sirnon to switch 10 the new amendment and destroy the coalition
Simon is putting together. The downside here is serious. It must be considered that if the
President puts forth a non-capital balanced budget Amendment, those supporting it might do
just what we are trying to do on universal coverage ~~ highlight that we have all agreed on
the principle and say the debate is now only on the means to achieving it. Simon and others
might cven decide to come over if it means having the President behind him, In which case,
we would have created 3 monster that would stitl destroy health care and our other basic
investment priorities.

3. Entitlement Cap: Currently, we mne close to having a post-health care reform entitlement
cap. Any entitlement cap is largely a health care cap, as Social Security is generally tied to
inflation and most other entitlements do not rise much above inflation. Under our current
health care proposals, we are therefore close to a de facto entitlement cap.  Most Medicaid
recipients are being put into the alliance, whose premium costs are capped. The new discounts
funds are capped. Medicare is not capped, but we have the types of savings (3124 billion)
that bring the growth rate down significantly. If we were willing to cap Medicare in the
Nunn-Domemnici ‘style (CPL+pop+1), we could construct our own entitiement cap that we
would propose. |

A Clinton entitlement cap would be that following the passage of health care reform,
there would be an entitlement cap that would be limited to inflation, plus bencficiary
population, plus 2% or less. A Clinton entitlemment cap would also make much better
provisions for preserving the counter~cyclical function of entitlement spending —— such as a
sliding scale that allows greater spending proportionally o the degree that growth falls under
2.0% or uncmplovment rises (o a cortain fevel. The key here is that the cap must have built
into the baseline the additional spending we are planning for the discounts, long~term care,
and prescription dmgs Thus, once we have both the cuts from Medicare and Medicaid and
the new programs needed for health care reform, that post~health care seform baseline would
be limited to mﬂatlnn plus other relevant factors.

l

The key lécrc is that if this is incvitable — if health care is not going to be passed
without a Medicare cap ~~ we could put this together and make an entitlement cap that we
could propose (perhaps with Nunnj. The advantage of this is twofold: one, it would allow us

i



10 get the fiscal responsibility bang for affirmatively leading with a Clinton entitlement cap,
and two, by designing it ourselves, we could ensure that there are protections for the poor and
for economic downturns. The downside is also two-fold: First, it is not clear that an overall
entitlement cap is good policy, as it could lead to cuts to the most needy Americans and it
could take away needed savings we need to fund initiatives on the PAYGO side of the ledger,
such as comprehensive worker training and welfare reform. Second, it might send the senjor
groups over the edge if we were to propose 3 cap on Medicare -~ although they might feel
differently if they thought that this was necessary for defeating a balanced budget amendment.

4. Means Testing Entitlements: The Concord Goalition is calling for 3 massive means
testing proposal, that would save as much as $68 billion a year by means testing every
entitlement including Social Security for evervone making over $40,000. Clearly, this is not a
proposal we want to support. On the other hand, I believe that we can not afford to be
against any means testing for those at higher incomes. How can we as progressive, new
Democrats oppose proposals by others who call for Himiting the amount of encitlement
spending going to the most well -off Americans? If we support limited means testing, we will
face significant opposition {rom our base, and we would have to deal with Social Sccunty
with sensitivity (and consultation with the senior Senator from New York), Nonctheless, if
this train is going to gain momentum, [ don't belicve that we should let ourselves get run over
by it. We should start considering a means testing internally for upper income Americans,
with savings going to welfare reform, training and some deficit reduction by the fifth year of
the plan. ,
!
5. Line-item Veto/Eohanced Recission: Since we have supported such proposals on a
policy basis, this would be a good proposal message and policy-wise. Yet, we should check
on this carefully with Paster as to how it would affect the Congressional coalition we need fo
defeat the balanced budget amendment.

|
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November 3, 1993

NOTE TO GENE SPERLING

i
FROM: Jody ngensto%

RE: Letter o L%:aé&rsi;ip on the Balanced Budget Amendment

In the context z:;f fighting to defeat the Balanced Budget Amendment, I believe there are two
potential political pitfalls which should be considered.

First, it is important that the President not diminish his hard-eamed credibility on continucd
fiscal restraint. If the press and the public perceive that the President is opposed to the
amendment because of the "painful choices” balance would require or because of our desife to
spend more money on invesiments, the seriousness of his underlying concern for cutting
spending and maintuning true fiscal restraint would be questioned. Moreover, this risk will
be indensified because credible, bipartisan voices like Pete Peterson and Paul Tsongas will
concurrently be calling for precisely these “painful choices™ as the only path o restore
economic prosperity and the American dream. Finally, the decision to avoid commitling e a
baianced budget by a date certain -~ even a date after a second term — (& point which is sure
1o be repeatedly raised) will only exacerbate our gredibility problem on this issue,

While 1 understand the overriding tmportance of defeating this amendment, we should not
underestimate the importance of keeping the President on the high ground on budget
discipline. The momentum of the Balanced Budget Amendment itself coupled with consistent
poll data attests to the public’s concern for this issue and their belief that we have not done
enough. Moreover, as David, Bill and I argued in our memo, the President’s ability to
increase investment (and gain the confidence of skeptics on the budgetary impact of health
care) would be enhanced by reinforcing his genuine concem for fiscal discipline.

In short, opposition to the Balanced Budget Amendment which rejects the measures that
would be required to bring the budget even close to balance -- even over a long penod of
time -- will ecode our credibility on the essential political issue of fiscal restraint.

Second, there azie a number of reasons why the President may choose in the future to consider
some of these “painful choices.” For example, if things do not go as we now forecast, the.
President could find himself on the verge of being the biggest borrowing President in history
on the eve of the 1996 election. Or he may decide that some of the "panful choices” are the
only way to free up real money to fund the investments he believes thig country needs, If we
digcredit these "painful choices,” we limit our flexibility to rely on them in the future.

I believe we can make 2 compelling public case against the amendment without resting our
case on the undesirability of “painful choices™ and exposing the President to these two risks,
{Note, that using a “painful choice” strategy n private legislative meetings would not pose the
same concerns, ) Laura's draft letter makes all of the right arguments. | have attached her

|
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draft with somcle minor language changes I would propose to strengthen the rhetoric on
commitment to' fiscal restraint and to clarify the impact of our current inttiatives (i.c. make
certain we don't overpromise).

However, I anr|1 most concemed about paragraphs 3 and 4. My preference would be that they
be deleted for the reasons described above. Alternatively, I would propose minimizing the
specifics and tying our concerns to the required pace of balance. I have edited the attached
letter in this manner. I recognize that emphasizing the pace of balance exposes us to greater
pressure to state our preferred pace and, thus, commit to a date of our own to balance the
budget. However, I believe we will face this pressure anyway and this strategy allows us, at
a minimum, to maintain more credibility and flexibility on the key issue of fiscal
responsibility. -

cc: David Gergen &
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DRAFT LETTER TO THE LIADERSHIPT CONCEENING THE BALANCED BUDGET

AMENDMENT |
16727793
. awm Licm
Dear: Corenm bk f
I write to express my firm csition to the Iproposed

balanced~budgat amendment to the Constirutioen of fhs United
States (5.J. Res. 41 and H.J.Res. 103}. while I
whemfomoivexr daficit reduction, and look forward to working with
the Congress toward chat end, a balanced-pudget anendment--which
is more slogan than solution-=is not tha right vahicle. More
important, the proposed amendment endangers boath the economy, gnd
the Constiturion. .  §

The balanced~pudgat amendmaent is, in the first place, bad
fcanomics. As you know, the Federal deficit depends not justoon
Congressional decisions, but also on the state of the economy: In
particular, tha deficit increases automatically whenever thoes.
2conomy weakensg. If we try to break this autematic linkage by-a
Constituticonal amendment, we will have-to raise taxes and cue™
expenditures vhenever tha economy is weak., That not only risks.

- Wrning minor downturns inte serious recessions, but would:make
recovary from rescession far mere difficult. Contractionary fiscal
policy in the 15305 turned an econcnic slowdown into a Great
Depression. |

|

T4 ba clear: This is not a matier of abstract economic
theory. e balanced-budget amendment would threaten the

livelihoods of milliens of Americans. I cannot put them in such

peril. : _ e titL ke o
X e DRzt iR RS B Bl
. l;%h& amendfrent by itself would not reduce the deficit by a Wt
single penny.AProgrammatic changes would have to be made. Given R

current outlook for the FY99 budget, the amendment would

//’w_éﬁzgira . painful ched nereagsefin taxes on
Ao the middle classpff dramatic =508 A it A I

-
d e i L =la
F - =

A Wnat would happen if the balanced-budget amendment Were

wsfa. Passed and easy political rhetoric gave way to tough political
choices? The most likely outcomaes are gridleock and accounting
subterfuge. Where economic policy is concerned, the amendmant
virtually changes the definition of a dempcratic majority to 60%,
and it is virtually impossible to inmagine a 60% vouve in favor of
the unpalatable choices that would be reguired to balance tha
budget by the end of this dacade. A gridlocked Congress would
encourage membars tn look for an easy way ocut-~for exanmnple. oY
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moving more federal programs off budget or by impoming nore
unfunded mandates on the states. Ireonically, the amendment might
easily encourage less rather than more fiscal responsibility.

Enforcement of the balanced budget arendment would ba
preblepatic at best and nightmarish at worst--possibly even
precipitating a Constitutional crisis. Economic pslicy would
wind up baing made in the Courts rather than in the Congress,
threatening tha very integrity of our Constitution.

There are far better ways to reduce the deficit. As you
know, I worked tirelessly with the Congress U0 gain passage of
the largest deficit reduction package in the nation‘s history., I
an now working to ensure that my hsalth-care pilan is a R
deficit~reducer rather than a deficit-increaser for I continusito
believe that controlling health-cars costs immeied®kay to
long~term deficit reduction. Enacting the savings proposed in tha
Naticnal Performance Review would alsoffo a long way towarg)’ '
resolving our daficit problem. 50 would procedural innovations:
such as enhancad rescission authority or.a line~item veto. Wa
might also follow the lead of nmany states and other nations B9
developing a separate capital budgat distinguishing between the
current operating expenses ang the investment programs {inanced
by the fadaral government. The Kerrey commission will cone
forward vith suggaestions on controlling entitlement costs.
Finally, I have <ust submittad an additional dafizit-reduction
package to the Congress. While I am open to these and other
pessibilities, I am not cpen to a rigid Conatituticnal amendmant
thar would ireate mere proplems than it spived.

-

, W
I romain firmly committad to the gal of deficit raduction.
But I am just as firmly oppesed %0 balanced pudget amendoent,
Not only does it do nothing to reallize this goal but 1t is both
bad law and bad economics. It would threaten the Constitution
and imperil ithe macroeconomic stability of the nation.

Yours truly,

|
i
i William J. Clinten
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_. January ,18, 1906 -
ﬁl;dlcgra 124
Madicaid 59
D{acuﬁanat.y 297
\&faif;re 41
; BITe 5
Other Mandatary 87
BLS Adjustmant 19 o
Carporate Loophole Subsidies 48
Tax Compiiancs 10
Misc. Revenuss 8 (
Net lnum;t 83
[Bross Coficlt Savings T3]
Tax Cut 130
Triggor Savings - | %
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gficitin Yoar 200, - 4 18

= All number are in bilifons of dollars svar 7 yesmns.
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e | T 8
, ixs Gﬂéagiiwct 2‘ ) : 1 o , 2
Interest Suvinge 73 ‘ B 78
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Republicvan Tax Plan i
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Gommon Ground Balancad Budgat Savings

Jarnuery 18, 1994

i i
| .
{[ lenamn Republicans Minimum Agrged To
Modicare ’ 124 168 N 153
Madicaid | 59 85 _ 58
ICorporate Subsidies 58 28 T 28
1And Tax Compllanca i
Discretionary I 287 349 E"' 287
Welfare i 41 60 r 75
EITC 5 16 | 5
Othor Mandatory g7 88 | 87 |
BLS Adfustmont | 19 19 - 18
Notinterest - 73 73 — 73
TOTAL DEFICIT éxzzzzémx - il
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