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Preface
R TR R AR

The recent demise of the latest balanced budget amendment praposal
notwithstanding, there is still ubiquitous public demand for fiscal
responsibility and an apparent legislative will to deliver ic. There s no
disputing that irresponsible fiscal policies have grown the federal debt
and have created the balanced-budget mood of the counery. However,
an amendment to the Constitution of the Unived Seaves mo require a bal-
anced budget, which is presented as o guaraneee of fiscal responsibilicy, is
merely a statement of intention that does not bring the nation any
closer toa balanced budger and s nor a solution o the problems we seek
to resolve through budger reform. Moreover, the amendment would
result in more economic and policical harm chan benefit to the United
Srares. Fizcal responsibilicy mase be deliverad by the administration and
the Congress not in the form of & balanced budger amendment, bug in
the form of an alternative to the current federal budpet approach.
Responsible fiscal policies have the dual purpose of shrinking the federal
debt and investing in the nation's bong-term future by recopnizing the
urgent need for a federal capiral budget.

The experience of the states with balanced hudgl:l requirements, the
role of povernment debt in the proper funcrioning of the monetary and
banking system, and the responsibility of the federal povernment oo sta-
bilize the economy merit special avtention in the balanced budget
debate. Alehough ehe Bt thar nearly all scates are required to balance
their budgets is frequently stared as an argument in support of the bal-
anced budger amendment, the way in which states actuslly operare
under this constraint would suggest the contrary position. Ir is well doc-
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umented thar states resort o accounting gimmicks and deceicful peac-
tices when balancing their budgers, and the evidence indicates thar
some simply do not balance their budgers. Furthermore, nearly all states
have both an operating budget, which is the budger that must be bal-
anced annually, and a capital budger for long-term investment purposes,
which is not required to be balanced annually. The federal gavemnment
does nor cusrently have the option of a capital budger to commit o
lomig-rerm investment.

The implications of a shartfall of government debe thar would evennully
ocour under a balanced budget amendment have garmered lirtle consid-
emtion in the debare to date. The ULS. economy can have too litele as
well a5 too much government debt. The henefits a povernment debe can
provide have long been recognized in this country despite its general
ethical disapproval of debr and widespread acceptance of the idea of a
balanced federal budper; even before the deafting of the Constiturion, in
1781 Alexander Hamilron wrowe, "A nacicoal debt, if it is not excessive,
will be to us a national blessing.”

The eventual reseructuring of the 1S, financial syster would be a major
ouwtcome of the amendment. Government debr s the major asset of the
ceneral bank, the only aser of povernment trust funds, and an important
asser of risk-averse institutions and individuals. The ceiling thar a bal-
anced budger amendment establishes for povernment debr would result
in & debt below the minimum required to finance the capiral develop-
ment of the nation. Polieymakers and economists cannot conrinue to
overlook this issue in the balanced budget amendment discourse,

Finally, a balanced budger amendment would dramarically inhibic the
ability of the federal govemnment o react ro eyclical fluctuations in the
ecanamy. Auwtomatic stabilizers, which would be aliminated under a hal-
arced budget amendment, have repearedly limited the depch and dura-
tion of recessions amd prevented depressions. Instead of being able to use
federal revenue and expenditures to compensare for private sector
shumps, the government would be obliged o instirute mx inereases and
spending cuts, which would only exacerbate recessions. This would be
fiscal irresponsibilicy.
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Charles |. Whalen, Resident Scholar of The Jerome Levy Economics
Institure of Bard College, presents these and other dissenting anguments
in this Public Policy Brief. Whalen has actively engaged in the discourse
on the balanced budger amendment, He submitted testimony on the
proposed amendment o the Subcommitree on the Caonstitution of the
House Judiciary Commitree. He also ompanized a petition opposing the
amendment that received ever raeo hundred signatures from economists
and political scientists, including five Nobel laurcazes. In this brief
Whalen illuminates many of the misconcepeions prevalent in the debate
and highlights some of the complex issues conspicuously absent from
recent discussions. He concludes that the amendment would be harmful
to bath the economic and the political systems of the United States.

Whalen's critical assessment of the amendment is an important contri-
bution to the hakanced budget amendment licerature. Even though the
latest proposed amendment failed o pass in the recent Senare vote, the
debate shout the amendment is not over, The isuve of fiscal responsibil-
iry is still viral. If our goal is to achleve fiscal responaibility, the emphasis
wist now shift 1o 4 serious consideration of alternative budget reforms—
comsideration of establishing a federal capital budget and making a com-
mitrment to the long-rerm future of the Unired Seaces.

[Cmitri B, Papadimitricu
Executive Director

April 1995
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The Balanced
Budget Amendment:
Toxic, Not Tonic

Republicans in the LS. Howse of Representarives unveiled a 10-point
Contract with America (CWA) in 54:|:-t-:-mlrr of 1994, The first item in
that legislative agenda, the "Fiscal Besponsibility Act," comtained a con-
stitutional amendment thar would require the federal budget to be bal-
anced each year. Alchough the inirial CWeA balanced budger propasal
wis defeated, bipartisan support led mo House passape of a slightly differ-
ent halanced budger amendment (BBA) on January 26, 1993, When a
Senate BBA fell just one vote short of the required rwo-thirds majority a
few weeks larer (March 2), Majority Leader Robert Dole (R—Kansas)
changed his vore from ves to no in a parliamentary move thar allows him
to bring che legislation to another vote before the federal clections of
L5,

This Public Policy Brief aseses arguments offered in support of the BBA.
While there is mo guestion that current budger policies warrant reform,
constitutional change is not the soludon; a BBA would lead wo even
grearer fiscal irmesponsibility. Advocates of a BBA are proposing legisla-
tion that would be toxic, not tonic, to our economic and political
SystEms.

The brief is divided into three sections. The first provides a bricf review
of budget philasophies and past efforts to enact o BBA, recent proposals,
and arguments supporting such proposals. The second offers the case
agairst the balanced budget amendment. The third idenrifies some more
promising budger reform altematives,

The Jerome Levy Ecomomics Insmhete of Bad Codlepe 15
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Balanced Budget Amendment Proposals and Arguments
The Kimmel Study

Iiva 1959 report for The Brookings [nstitution, Lewis Kimmel traced the
evolution of federal |'H.IIJHE'| and fiscal policy from the beginming of the
marion o 195%8. His Etulﬂ"' found ehat the idea of the u.nm:mll_y halanced
budger was accepred by most Americans until the 1930s. The principal
econombe reason advanced in support of the balanced budper was fhat
federal borrowing would slow economic progress by crowding out privarce
investment, War debr was the only widely accepred exception, arsd i
rapid elimination in peacetime was expected (Kimmel 1959, 301-302).
The Kimmel scudy explains char dhe balanced budger principle was con-
sistent with an ethical view of indebtedness as evil or immoral thar per-
vaded American culture, a society in which chrift was considered an
indispensable individual virtue. According to the study, economises
warmned that unbalanced budgers produce a governmenr thar is “exrrava-

gamt andd irresponsible™ (Kimmel 1959, 3021,

During the 1930s, however, views about balancing the federal budget
underwent a revolutionary chanpe in both theory and practice. This
change was precipitated by the collapse of America’s economic and finan-
cial sysrem in the winter of 1933, a collapse that followed over half o cen-
tury of increasing economic instabilicy and recurrent financial crises. The
result was the concept of “compensatory” fiscal policy, an approach that
not only emphasizes the impacr axes and public spending can have an
the overall economy, bur also argues thar public action dhould be used to
secure economic stabilization in the face of business cycles. In shorr, the
notion of kalancing the economy replaced that of balancing che budget
(Kimmel 1959, 7-8).

Kimmel notes that although many business leaders and economists
accepred the need for compensatory policy in the wake of the Gireat
Depression, an Wnfluential minority” continued to have serios misgiv-
ings about any departure from a balanced peacetime federal budget, and
many of them advocated a constitutional amendment that would outew
such deflicies. This minority found fedesal expenditures “mmconscionably
h:igh"i '[h.l‘.",l feared thar a failere o rerum wo the practice of an anmually
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balanced budger would bankrupt the country, destroy the enterprise econ-
ey, and extinguish personal liberties (Kimmel 1959, 298-199).1

Proposals During the 1980s and Early 19490s

The Kimmel study demonstrares thar chere have been calls for a balanced
budget constituticnal amendmvent since the 19305, but interest in a bal-
anced budget requirernent intensified with the renewed economic insta-
bility and rising federal deficits of the 19705 and 1980s {see Table 1)
After the averall federal deficic nearly doubled from §40.2 billion in 1979
to $79.0 billion in 1981, BBA propenents had support from a solid major-
ity of the public (67 percent sccording to cme survey) and from meny in
Congress {Blinder and Holz-Eakin 1984). In response to that apparent
demand, legislators broughe the amendment 1o a vore in 1982, The pro-
posal cleared the Senace by a two-vote margin, but tell shor in the Hose
with 2 vore of 236 mo 187. Similar bills failed o pass both houses agiin i
1986 and 19901

Table 1 Federal Surplus or Deficit (), Selected Fiszal Years
from 1960 1o 1995

Percentage of Gross
Fiscal Year Billions of Dhollars Domestic Product
1560 3 (1
1965 -14 02
1970 - 2.4 -0
1975 -33.1 -3.5
1950 —-73.E -28
1984 — 1824 -30
1984 =rill -5.1
19484 1552 —
1550 =214 — &0
1592 — 2004 —49
B - 255.1 -4
[Pl = 203.2 =3.]
1995 - 192.5 =27

e 15605 statisnics ane escimmed in Economic Hefams of d Presidos (1994).
Sexree: Rudper of the Uinbied Staves Gioveramens, Fiscal Year 1996 (1995).
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Anather amendment was ineroduced by Senator Paul Simon (D-Illingis)
and Representative Charles Stenholm {D-Texas) in 1992, Thar vear,
despite the 1985 Gramm-Rudman-Hollings Act, which was designed 1o
reduce the deficit to zero by 1991, the overall federal deficit was expected
to exceed 5300 hillion.® Ac Fl.ﬁl'., mormenitum behind the bl seerned CVET-
whelming: the House discharged the legislation from committee in record
time; most Americans were reported to be in favor of the amendsmen;
public cutrage over political gridlock and the House check-bouncing
scandal added to the pressure for passage: and initinl vote estimares fesdi-
cated that approval appeared inevitable (Dewar and Gugliotta 1992,
Al#). Bur by early June lobbying against the measure was proving effec-
tive, and prospects for the amendment grew dim (Clymer 199214 The
1992 initiarive died later that month when it failed o pass in the House.

The sponsors of the 1992 praposal reintroduced the measure in 1994,
Indeed, several versions were debated in che House, and two major alter-
narives were considered by the Senate. On March 1 Senare BEA support-
ers fell 4 vates short of passing the Simon amendment; on March 17 in
the House the Stenholm bill fell shor of the required two-ehieds majoriey

i e
EL 1-'. LS.

The Contract with America and Beyond

The first icem in the CWA legislative agenda, the Fiscal Responsihility
Act, sought an amendment o the ULS. Constitution requiring that “total
outlays for any fiscal year do not exceed rotal receipes for that year®
(House Republican Conference 1994k, 4). The resolution {H.]. Res. 1)
defined total receipts as “all receipts of the United States excepr rhose
derived from borrowing” and tozal outlays as “all outlays of the Unired
States except those for the repayment of debt principal” (House
Republican Conference 19948, 3), The amendmens required balance at
the time of budget submission by the president, adoption by Congress,
and subsequent execution.® The amendment outlined anly three circum-
stances under which deficies would be allowed: (1) when a declararion of
war & in effect, (2) when a joint resolution indicating thae the nation
faces an “imminent and serious milicary chreat o naional security® is
stgmed by the president and adopted by & majority of the total member-
ship of esch howse, and (3) when outlays in excess of receipts are agreed

18 Public Policy Brief
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to by three-fifths of the total membership in each house of Congress
(Housze Bepublican Conference 1954a),

The bill sripulated thar the federal debt would be limited o s level on
the first day of the second fiscal year after ratification—a limit thar could
be incressed only by a three-fifths vore in each howse, Legisladion oo
increase neceipts also would require approval by a three-fifths majority of
the membership in each house. (This tax limitation provision led some wo
call the CWA proposal a “balanced budget and tax limitation amend-
ment.") The amendment mandated roll-call budget votes, And, finally, it
indicated that the balanced budges requirement would take effect in fiscal
vear (FY) 2002 or the secood fiscal vear after mtification, whichever wis
later.

The CWA amendment failed to secure enough votes for passage on
January 26, 1995, But larer thar evening a BBA drafted by Charles
Stenholm and Dan Schaefer (R-Colorado) passed on a vore of 300 w
132. This resolution differed from the CWA proposal in teo major ways;
it imposed no federal debe ceiling and conained no ax limiation provi-
sion (Seenholm 1995).

On March Z an amendment that was nearly identical to Stenholm-
Schaefer was namowly defented in the Senatef The initial vote fell just
one short of the required two-thirds majority. Robert Dale changed his
vore from ves B0 no so that he eould, by padimmentary rules, bring the l.-egr
islaclon o another vore before the next congressional election. Dole
srated thae he intends o have Congress give the BBA renewed artention
and consideration during the upcoming political campaipn season.

The Case for the Amendment

The CWA seares that a BBA is needed "o restore fiscal responsibility o
an out-of-cantrol Congress, requiring them o live under the same budget
coferralnte a= familles and businesses” (Contract with Aameriea 1994), 4
Republican Madonal Commitee descriprion of the conrract insises "Ir's
time to force che government o live within its means and restore
accountability to the budget in Washingron™ (Eepublican Madonal
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Committee 1994}, The House Republican Conference Lepislative Digest
adds:

Supporters of a BBA angue that Congress has shown itself both unwill-
ing and Incapable of balancing the federal budger. A constitutional
amendment 15 mecessary o force bwmakers 1o do what, oo their own,
they cannoc: ger a handle on out-of-control spending, (House
Eepublican Conferenos 1994b, 1)

The ATLImETIE thar a constinstional rmuirl:'m-:nt is NECEssArY 00 ensure
“fiscal responsibility” has been emphasized by many during recent BBA
bartles. In 1992, for -E:l-!:lr'i'q'.!h:, Senator Siman offered the same assessment
a3 the House Bepublicans and a.lll.hd, “Critics wish for the day when our
leaders will come to grips with the deficir crisis withowt a constitutional
crutch. Bur danger is upon ws" {Simon 1992). According to Simon, one
“damger” is that "vimually every major arca of policy (s being squeezed os
ignored because of ninaway inverest paymens.” Another is that che bud-
get deficic discourages industrial investment (Simon 1992).

Simon's concem about investment is probably the economic poine raised
mest often in discussions of the need for budget balance, As Federal
Reserve Chaimman Alan Greenspan noted ina 1989 article, deficits have
a "corrosive” effect on the economy because they dampen economic
scrivity by triggering the following series of events: resources are pulled
away from oet private investment (erowding out), the mate of growth of
the narlon's capital srock is reduced, productivity gains are less than
would have otherwise been the case, and the growth of our standard of
living iz similarly impaired (Greenspan 1989). Many BBA supparters also
maintain that deficis reduce exports (and injure export-dependent work-
ers and firms) by engendering high interest rares and ralsing the value of
the ULE. dollar. Simon, for example, wrote o 1992 that che wrade deficic
would be cut 32 to 47 cents for every dollar reduction of the budger
deficic (Simon 1992 ).

In theory, one solution to the problem of budger deficits might be o close
the gap between autlays and revenues by simply raising taxes. However,
there are three main arguments offered against this idea. First, mising
taxed is highly unpopular because most Americans feel they are already
taxed too heavily and they have little confidence in the public sector
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{Fergler and Mandle 1991}, Second, legislators are concemed about the
disincentive effects of taxetion amd fear that higher taces would hive a
negative impect on wark, saving, and investment. (Some worry this disin-
centive might even cause certain tix hikes tw yield a net revenue loss.)
Third, there i the view that higher taxes will simply pave the way for fur-
ther spending increases. As Milton Friedman wrote:

Thxes have been EQINg up far 50 VEATS without any apparent suecess in
eliminating deficits. That experience suggests Congress will spend
whatever the e system yields plus the highess deficit the public will
accept. {Friedman 1985)

Taking the “public choice” perspective that government officials aim to
serve their own intereses, Friedman argues that institutional reform
through a constitutional amendment is required o link the self-interest
of legislators to budpet balancing T Today, Friedman maintains, a legisla-
tor has an incentive to act favorably on a lobbyist's requese for public
funds because gains are concentrated and highly visible, while costs are
small and widespread. A BRA, however, would alter this equaticn.

It s constineional amendment required toml spemding to be limiced, the
|¢Ei5|.q.|'rr's self-inrerest would 1:|'|.'|.|.1H,|:-. He could neww el the E«;ﬂ:ﬂ:ff&:l.
“You're right. Your project is excellent. Howewer, the Constitugion Lim-
its the rotal amount we can spend. | can only vore for your project i [
vote less for something else, What else shall 1 wote bess for™ That woukd
pit one special interest againsg another and change the rales of the
gamee im such a way thae the kegislator sould now find iv in his self-
interest o operate in the public intenese, (Fricdman 1986, 6]

The public choice perspective also sugpests why deficit reduction has not
been achieved through reductions in public expenditures: Congress has
found it impossible to make substantial curs becanse losses would be
resisted wigorously by organized interests. Thus, the BBA movenent
reflects a sense of desperation that legislators feel over not being able o
contral deficits through political discipline. As Senator Pete Domenici
[R-Mew Mexico) said in 1992, *We sheuldn’t have to do dhis. This i nee
the way to un the government, but we aren't running the government
right now. . . . It seems ta be the only way” (quored in Dewar and
I!.__1'|Lgli|:|nl:r:| 1992, Ald).
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Most supporters of the BBA stress both crowding out and the need for
inscinutional seform o address the mcentive problem. Additional argu-

menes put forch by BBA advocares include che fallowing.

We have no right 1o impose 2 debt burden of more than $4 trillicn—a
debt equal o more than 19000 per U5, crisen—on future genesa-
tions This concern is often raised as a matrer of generarional equity,
constitutional liberoy, and moralicy (Pererson 1993 ). As the discussson
of the nation’s early aversion o debt suggests, it is a posivlon with deep
roots in American histony.

Mearly all state and local povernments in the nation are required o bal-
ance their budgets each yvear (Schmerz 1994, 51). Forty-eight stares
have balanced bsdget requirements, with 35 of them comstiturional and
13 sraruroey {Regan 1995, 1)

Eecessions can be managed under the BRA. According to Senators
Simon and Domenici, *Since 1962, we have pasted 11 stimulus pack-
apes o deal with recesslons, Every one of those has passed by more
than 60 votes, We can deal with this [through the BRA override provi-
sion]” (Simon 1994, 51832; Domenlei 1994, 51830).

A BBA & needed now not merely because there have been federal deficis
since FY 1969, but becmmse painful choices must be forced “sooner
rather than later” {Simon 1992}, Although che deficic has fallen since
FY 1992, legislators warn that it i far from under conmol. “Just give ita
couple of years," says Serator Domenici, referring to projections of ris-
ing deficits in the years ahead due to rising entitlement costs and inrer-
st payments on the federal debe [Domenici 1994, S1831; Feinstein
1994, 51831). Predent estimates of the Office of Management and
Budger {OMB) and Congressional Budget Office (CBEO) indicate
H:B.li'!.' defici inceeases oo the middle of the next decade, and when
haby boomers begin to recire in large numbers in 2000, the fiscal pice
twre is expected to “deteriorare significantly” {'Wessel and Frishy 1994).

The BBA imposes a requirerent thar Congress "will mot be able w rou-
rinely waive or ignore” (House Republican Conference 1994k, 1). In
particular, legislators would be obliged to meer the terms of the amend-
ment becase they are swom to uphold dhe Constinution,
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The Case Against the Balanced Budget Amendment

Many Americans are frustrated by both the process and che ourcomes of
the federal budget. After warching an almost endless series of congres-
sional effores o grapple wich fiscal imbalances over the pasc decade, cir-
zens now hear that despite recent deficit reductions the future will bring
only more and more red ink. Bur while & desire for decisive scrlon on the
deficit issue may be quire understandable, a balanced budget amendment

wonld bring only further injury o our political and economic sysoems.

Paolitical Dangers

Char discussion of political dangers must begin by emphasizing thar a BRA
is only a statement of intention. The denger here is that passing a BBA
might lead us to believe our fiscal problems are solved. If so, it would
divert our attention from the need o make difficulc choices {Economic
Report af the President 1994, 3% Peterson 1993, 116-217).

Addvocates of the BBA arpue it will force Congress to control spending
and balance the federal l:uﬂger. It &8 worth noging that the particular
amendment passed recently by the Hmse containg litele thae coukd eom-
trol spending (since it containg neither a spending limie of the sort men-
ticned by Friedman nor a tax limicacion provision sech as the one in the
CWAY, Bur the more impomant point (8 that no BBA can force these
outcomes,®

Even lonprtime BBA advocate Senator Simon acknowledges char
Americans should not expect “an ironclad guarantee™ of fiscal discipline
under a constitutional amendment on the budper. He writes, *The
Canstitution is i place for airtight procedural details that can withstand
bucdgetary tricks a future Administration or Congress mighs dream up®
(Simen 1992}, Former CBO Director Rudolph Penner takes this point o
it logieal eonclusion: “If there is lietle political will to realize a goal,
purting it in the Constitution will nog help. Thus, a constitutional
amendment requiring a balanced budger will work as well as the
Prohibidon amendment” (Penner 1992).9
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Penner argues that the futility of using constitutions ro balance budgets is
clear from the experience of state govemments. He notes that while nearly
all states have consrimutlonal provisiens or legislarion requiring a balanced
budget, many have circumvented their requirements noc only by crearing
off-budger agencies, bur also by resorting to “outmgeous™ sccounting mim-
micks {Penner 1992). In congresional testimony presented during the
1994 BBA debate, S Jay Levy and Edward V. Regan of The Jerome Levy
Ecomomics Institute of Bard College expressed a similar view.

Dirawing on various studies of state finance and on Mr. Regan's experi-
ence as chief executive of an wrban councy and chief fiscal officer of Mew
York State, testimony by Levy and Regan identified the following com-
moetly used budget-balancing devices and pracrices.

CHf-budget accosnts, States borrow from pools of money ourside the gen-
eral fund or shift the financing of functioms to off-budaer accounes, 10

Timing of veceipts and payment actieities. States accelerare revenues such as
tax collections; delay expenditures to localities, school districes, and
suppliers; and delay refunds to taxpayers and salary payments to

employees.

Pensitm fomds. Pension contributions are reduced by forcing changes in
actuarial sssumptions.

Credit markers. States borrow repeatedly against the same assets by refi-
nancing them even after most of the original debt has been repaid.

Asset salas, Buildings and roads, for example, are sold or transferred
{sometimes w another stave agency) under a sale-leaseback scheme.

Deferred maintenance. Routine infrastrucrure repairs are avoided unil
deteriorating condivions make a major reconstruction unsvoidable. 1]

Levy and Regan conclude thar the "flaw of a BBA at the federal level is

that it would encourage wse of dhese activities” (Levy and Regan 1994,
2-4).12
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In addirion o smate experience, Penner points to congressional behavior
under Gramm-Fodman for addiclonal evidence thar a BRA waould
encourage undesirable fiscal pracrices (Penner 1992). He argues that
Ciramm-Rudman led to use of the same gimmicks & those employed by
states. He adds that many of these devices are expensive, For example,
loan prepayments wers encoursged by the federal povemment to reduce
near-term deficits despite the face that such acrion was costly to
Washington in rerms of lost inrerest income.

A related concern was expressed by The New York Times in a 1992 editori-
al {"Unbalanced™ 1992}, It noted that the BBA “invites evasion—such as
loading new entitlements onto the backs of stare governments and
employers.” The possibility of evasion was developed further by Henry
Aaron of The Brookings Instinution during Senate testimony on the BBA
im 1994 {Aaron 1994). Aaron’s concluston was thar the amendment
would be a historic blunder because it would produce "endles and subde
mischief.” Hiz concemn is that the amendment would not make elecred
officials less interested in promoting their favorive projects. Kather, it
wold simply penalize we of dircct expenditures and waxarion. Since
Congress already has much experience with other devices that can be
used to promote their objectives—devices such as loan guarantees, stare
and kical mandates, and regulations on the private sector—Aaron is con-
cerned that the BBA would encourage their further use, “even when
direce spending or taxes are demonstrably superior” (Aaron 1994},

The chrear of federal cost-shifting to states and localities is taken s seri-
ously cutside Washirgron thar members of Congress have recently tried
to ease this concern by developing legistarion thar would make imposing
unfunded mandares on nonfederal government entities more difficult.
But not even a tomal ban an federal mandares can insulaze these entivies.
Mew burdens could come in various forms, including cuts in grants-in-aid,
climination of the tax-exempr status of state and municipal bonds,
incrensed competition for consumption-based revenue, and rerminadon
of federal programs (Snell and Mackey 1994, 11-13).

All these financial practices, accounting evasions, and cost-shifting
effosts are in themselves political dangers presented by a BBA. Bur an-
other danger stems from the amendment’s encouragement of this entire
range of activities. The danper i that the development and defense of
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these acrivities would divert congressional amention from more mesning-
ful effores o resolve the real and growing budger challenges facing our
nation, (These challenges include the need for a consensus on curren: fis-
cal policy objectives and priorities and the need for action o addeess
future difficultics in the realms of health care and retirement benefits.!2)

Moreover, since legislators would not find addnessing these macters any
easier under a BBA, it is likely thar the amendment would engender an
even further erosion of public confidence in cur povernment, cspecially
if, a3 Aaron expects, partisan dispures reigger a never-ending series of
debates on the appropristeness of particulas evasions. Seill another con-
cem i8 that such debares would noc only further harm the reputarion of
Congress, but also demean our nation's Constitution {Aaron 1994;
Penmer 1992},

The encouraging of financial gimmicks, distraction from real and growing
challenges, and erosion of the reputation of Congress and rhe
Constitution are among the most sigmificant of the political dangers aris-
ing from 5 BBA. Bur the amendment mises other polirical problems as
well; six of them are identifled here.

1. Seveml observers have expressed concern that a 60 percent congres-
sicnal supermajoricy to waive the balanced budget requirement “threatens
o reinatall boch gridlock and the oyranny of the minority” {Economic
Report of the Preskdene 1994, 39). Penner, for example, noees it mighe be dif-
ficwlt to break an impesse if o simple majority cannot be found o enact a
balanced budger and a supermajoricy cannot be found o approve a deficie
(Penner 1992). Aaron adds char the BBA would "increase the power of a
derermined minority not just to restrice the scope of government but alsos
to expand thelr favorite progmms™ (Aaron 1994), In a recession, he
explains, “A determined 40 percent of either house could force the majori-
ty to support any particular tax or spending change (increase or decrease)
as a condition for supporting the waiver of the balanced budger require-
ments," and placing such power in the hands of determined minorities, he
concludes, “is surely bad pelicy (Aaron 1994, 2).

L Alchough a vote in favor of the BBA may provide today’s begislators

with a short-term political gain, it is a requirement not imposed upon
themselves but on members of Congress In FY 2002 and beyord. A con-
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Vincing case can ke mmle, of course, for :|||-:1wi|'|;|,|r_ bath mgification thine
and a slow adjustment to budget balance. But some have nevertheless
suggested thar an element of hypocrisy sull exises, As then-Congressman
(now "White House Chief of Staff} Leon Panerta stated during a congres-
sional hearing in 1992, *Theres a lot of hypocrisy around here, There are
a lot of members who will never vote rough choices, but theyll vote for a
BBA because they know they will mever have to make a balanced budger™
{quoted in Dewar and Gugliotta 1992, A14), Panetra’s view docs indeed
scem to have merit when one considers that Representative Gerald
Solomon (B-Mew York) received merely 73 House votes in March 1994
for the only existing program with a line-by-line accounting of how o
achieve a balanced budger by the beginning of the next decade
{Rosenbaum 1994).

3. A guestion of responsible governance is raised when the budger
amendinent is considered in the contexe of the entire CWA. The CWA
calls for eax curs thae the CBO and House Republicans estimare will pro-
duce a loss of 5148 billion in revences over five years. The Republicans
also call for increased defense spending and a protection of Social
Securiry benefies. This led the Concord Coalitlon, chaired by former
Senators Warren Rudman and Paul Tsongas, to the following conclusion
on bath the CWA and a similar “Apenda for the Republican Majoriny
issued by Senate Republicans: *Clearly deficit reduction is not & prioricy
im these plans. These documents are about getting votes, not abowt bal-
ancing the budpet" (Concord Coalition 1994, 1).

||1| resmOmSE TO COMCEms wﬁan;l'ing TE VT lesses in & p]'.m thar calls for
deficit elimination, some Republicans have been emphasizing the need
for a "dynamic scoring” of the revenue impact of tax changes. While this
scoring may be sensible in theory, it is already leading to abuses in prac-
tice.l4 For example, forecasts by the National Center for Policy
Analysis—which Ieestor’s Business Dially calls a "supply-side think wank”
whose economists "have close tles™ o Representarive Richard Armey
(R—Texas}—claim che CTWAS tax curs will stimulare economic growth
and rmise $623 billion in federal revenues over five years (“Perspective”
19943, Az Paul Craig Fobers, o major figure inthe 19805 supply-side rev-
olurion reminds us, "none” of thar decade’s supply-side measures “ever
claimed that tzx cuts would pay for themselves,” The Reagan administra-
tion in particular “did not predict that the cax cuts would be self-
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financing, It prediced the exact opposite—that every dollar of tax cut
would lose a dollar of revenue™ (Roberss 1991, 25-271.15 Claims of rev-
enue gains due oo greater economic growth are even more fantastic when
consichered in lisht of the Federal Reserve's current view thar the econo-
my is already at its growth limit and needs to be rescained o prevent
imul latienn.

4. Critics of the BBA, have mised an important political question about
s enforcement. As Senator Harry Reid (D-Nevada) indicared during
the 1994 BBA debsate, legal scholars are concerned that once the amend-
ment takes effect, any congressional filure to produce balanced budgers
would lead o judicial invelvement in fiscal policy, since the federal
courts are responsible for interpreting and oversesing enforcement of the
Constitution [Reid 1954), Court invelvement is unattractive for many
repsons, including the following: the couns operate in & manner that is
o0 slow to allow cdmely action on disputes over budgets and fiseal policy;
judpes have no special expertise in budget marrers; and the Constiturion’s
framers sought oo exclude the judiciary from fiscal declslons. 16 To avaid
this unattractive outcome, legislators have somecimes tried o write a
BBA that preempes court action, But then the problem becomes thar
such an amendment i entirely symbolic. An smendment left to Congress
to enforee hus no testh and cannot be expected o affect either the incen-
tives of the actions of federal legislators.

5. Yer another argument against the BBA is that it flows from a question-
able premise regarding recent federal deficits. The public choice perspec-
ive supgests thar such deficits are a result of legslaton” eforts to pursue
their own individual inrerests at the expense of the public interest. But
empirical work by Roberr Baldwin, an economist who is sympathetic o
public choice theory, indicates thar self-intesest s not enough o explain
public policy decisions. In particular, Baldwin’s research finds that legisla-
tors are often motivared not only by self-interest, but also by a corcem
for social well-being that can be inconsistent with the public chodee
model (Baldwin 1985, 165).

Alrthough citizens often respond in the affirmative when pollsters ask sim-
ply if deficits should be reduced, Stein stresses that an amtempr o achieve
deficic reducrion requires legiskators to confront an army of social benefits
and costs (Seein 1994). Thus, it i not at all clear that the deficits of the
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past deeide hivve been incompatible with pablic desires. This view ks sup-
ported by a recent poll thar found few Americans willing to support a
BBA if ir required cuts in Socinl Security, Medicare, or education expen-
ditures (Dowd 1994, A24).

6. Finally, many analysts have asserted thar the 1994 congressional elec-
rion represents such a fundamental change in political direction that a
BBA is unnecessary. Thelr argument, which has not vet been tested, is
thar the 1994 clection signaled dhe end of political rewards for “bringsing
home the pork.” As Regan explained ar a recent Levy Institute workshop,
citizens seem po have decided both thac if the pork (s being brought hame
tcx theem, it i being brought home to others, oo, and chat it is tme o put
am end o the feeding for all. This view muns contrary oo the public choice
pesspective that institutional change is necessary because it suggests that
current political incentives make showing fiscal restraine o be in the self-
interest af politicians (Regan 1994a),

Economic Dangers

Tuming t a discussion of economic problems with the BBA, ane must
first correct the CWA sprestion that an annually balanced budger would
put Congress "under the same budget constraints as families and busi-
nesses” (CWA 1994) . Corporations and househelds do not generally
achleve or even strive for an overall budpet balance each vear. If families
lived under the eonstraines propesed by the BBA, then they would need
to pay cash for autorsobiles, howses, and college education. If businesses
lived under this constraing, then they could not resort to bomowing when
investing in cquipment of constructing new facilities. The almase univer-
sal private sector practice of capieal budpeting (taught in all corporate
finsnce and sccounting courses) would alss come o an end.

In fact, few state, local, and even national governmens could live under
this budaet rule. Unlike federal BBA proposals, state requirernents seldom
refer explicitly to a year-end budget balance, Maoreover, public capital
budigets are quite common bath in this country and abroad. For example,
41 stares have separate capital budgets that ame not required to be bal-
anced {Genernl Accounting Office 1993, 14; Levy and Regan 1994, 2).17
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Capiral bodgeting at the level of the states is rooted in a long history of
arwempts to invest in canals, roads, and other “internal improvements.”
Capital budgets were adopred in many American cities during the 1940s
as @ way to bring a more radonal and systematic approach ©o municipal
budgeting. Today capiral budgering can be found in approximacely 90
percent of the citics in the United States {Doss 1987; Bozeman 1934).

Maost dizcussions of public capital budgets focus on the distinetion
betwesn anmual expenditures thar cover government operating expenses
andd outlays that invalve public invesomenis, 18 But there are at least three
other central aspects of capital budpeting: identification of needed or
desired public improvement projects, development of 3 multiyear capiral
improvements plan, and selection of a finsncing mechanism, Mot state
and local povernments finanee at least a portion of their capital expendi-
wures through borrowing, The rationale here is that public capiral forma-
tion should be financed like corporate and howsehok] assets that s for a
number of years; borrowing allows the purchaser of an asser to spread che
cost over the asser's lifetime (Boseman 1984; Hush and Peroff 1988; and
Heilbroner 1988),

Advocates of & BBA are correct when they suggest the fedeml povern-
mient should adopt budgeting practices that moee closely resemble thase
used by other economic actors. Washingron can learn much from an
examination of budpeting by other acrors in both the public and che pri-
vate sectors. And, one important lesson that might be derived from such
an examination is that the imposition of a comprehensive, annual
budget-balancing rule doss not represent the mose rational budgering
a|.'|‘.'l.r-i.n1.|ﬂ:| avitilihle to policymakers,

There iz, however, an impartant area in which the expericnce of most
ather economic actors i not relevant to federl budgeting. The federal
COVETTUTCTE has a unicque responsibility: it alome is responsible for macro-
economic stabilization. One reason the Unived Seates has avoided a
depression since the 1930s i thar federal expenditures and revenues have
been used w help offser private sector slumgs. A balanced budpet would
eliminate one of the few mechanizms preventng mild downtums from
developing into severe cconomic crises. In other words, even if federal
legislators could avoid all the pelitical dangers identified easlier, cheir
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prize for adhering to o balimced budger esch year would merely be
achievernent af the WITITE BCCWTITIG Ei_t:ll-"f'

Moreover, malntaining an annually balanced budpet would require tax
increases and spending curs or both in a recession=—actions thit would
exacerbace, rather than compensate fos, the eyelical dovnmrm. This i
not fiscal responsibilicy it is fiscal iresponsibility. As Aaron has written:

Oz does not need to be a primitive Keynesion b believe that a
requirement forcing rax increases or spending cuts during sconomic
showdown could be catascrophic. . . . | can think of few policies better
calculared 1o wm economic shocks into major calamities than a bal-
anced budget requirement. (Aaron 1994, 7)

There are also problems with Simon's sugpestion thar the balanced bud-
pet requirernsent will be easy to waive in times of recession. The vote mar-
gin by which previous stimulus packages have been passed does not
ensure thar legislaton will be able to respond quickly and effectively o
every flucnsation in our economy, especially since there are many types of
lags that slow the polley process. Moreover, the waiver sugpestion iEnoes
the fact that stimulus packages are not always needed today becase vari-
ous automatic stabilizers (such & the availability of vmemgloyment bene-
fits for laid-off workers) are an inherent part of our present tax and
cxpenditure system. The BBA would require a Congress fearful of unan-
ticipated deficits to consider disabling these valuable mechanisms.

In short, the BBA isnores the reality of modern fiscal constralne and
points w in the woong direction: back oo a less stable era of budget bal-
ance, not economic balance. In this manner, it is tosic, mot tonic, to our
economic well-being. Still other economic implications of the BBA are as
follonys,

1. The economic |.1'|'|.|H-|!l af a ]:drti.cular federnl l'lud!!l‘dl’:‘ﬁl;il; d:‘p-:n;k an
more than its magnimde (measured either in absolute terms or o= o froce
tion of narional ourpur); i depends in part on the state of the economy.
Implicit in the concept of crowding our (s 2 nodon of a full-employement
economy. But since the real-wordd economy i not always ar full employ-
mient, deficits of the size required to compensare for privace secror slack-
ness do not threaten to displace business invesmmenc.2d As Simon's dis-
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cussion of the balanced budger waiver indicares, this is a poine char even
some BBA adherents recognize,

1. The impact of a federal deficit also depends partly on the namre of
public expenditures. As Stein noted in his 1994 BBA testimony, we do
not have o apologize for our debe legacy if, instead of financing current
consumption, borrowing & for investments that leave a safer world and a
more prosperous economy for our children and grandchildren (Stein
1994}, Supporting this poition is recent empirical research that shows
thar public infrastrucoure spending has a positive effect on privace equip-
ment investment, productivicy, and real wages (for example, see Erenburg
1954,

3. In James [ Savages sward-winning Dalanced Budgets and Asmericen
Politics, he analyzes the economic impact of deficic spending in the
United States between 1965 and 1954, Savage concludes that unbal-
anced federal budpets “have not created the harmful effects often atrib-
uted to them in recent years. . . . [nstead, the federal governmen's deficits
most probably helped racher than hurt the economy during the 198183
recession and played an important role in assisting the 1983—84 recovery™
(Savage 1988, 54). More recently, work by Robert Eisner on the U.S.
economy since the early 1960 shows thar higher deficits have been sso-
ciared with more rapid growth in real produce, higher private investment
and national saving, and bower unemplovenent (Eisner 1994, 801 19).

4. The argument in the case for the BBA thar deficits hure our trade
position s mot suppomed by empirical evidence. Simce 1992, in fact, our
trade halance has worsened while the federal budger deficis has fallen.
{For a good discussion that disencangles these “twin deficits,” see Blecker
1992.) One implication is that trade concerns should not decer federal
officials from fulfilling their countercyclical responsibilities.

3. An economic agpect of the BBA almost entirely ignored in current
discussions is its impact on the nation'’s financial system. Government
debt has played a fundamental role in 1.5, monetary policy since the
1930s. In parricular, open-market operations of the Federal Reserve
require a large, publicly held federal debe. Much of the banking system of
the United Srares would need ro be restructured under 2 BBA. Similarly,
public rrust funds that now hold enly government debe (such as the
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Social Security fund) would oeed to find 2 new investment oudler. As
Hyman F. Minsky notes, BBA enactment would eventually leave the
LLE. economy without enough povernment debt for risk-averse instin-
tions and individuals (Minsloy 1995).21

Beview

The BBA is only a statement of intention. Its passage does not substinute
for the need to make difficulr cholces. Moreowver, Gramme-Rudman and
the experience of the states show the furllity of adepting budpet stare-
ments when there is no political will o carry them out. Even placing this
sratement in the Constibution offers no special advanrage: amending thar
document offers no airtight protection against evaslon, for all fiscal strait-
jackers cam be stretched. IF legislatons wane a balanced budger, we will get
one even without a BBA. If they don't, the BBA can only waine the
Consriration, lead to more citizen frustration, and engender a further loas
of confidence in polivical institutions.

From an economic perspective, the BBA is a mispuided statement of
inention. It ignores the reality of private sector budgeting, precludes the
development of federal capiral-budgeting procedures, and hinders the
puhblic sector’s ability to compensare for cyclical luctuations in the econ-
amy.H The amendment also has important financial system implications,
implications that have been ipnored in mosc BEA discussions.

Budget Reform Alternatives

If the BEBA will bring only further injury to the ULS. political and sco-
nomic systems, then how should the federal budget syatern ke reformed?
To begin, we must be clear on the problems we seek to resolve. First, and
perhape the primary problem, fiscal policy appears unconstrained and
directionless. Second, Americans feel the public sector i inefflcient and
that too few of wodayk federal expenditures represent an investment i
our future well-being. Third, the budget process seems never-ending;
many have described it a8 "continuos" budgering—a sysrem in which
“decisions are so frequent they are never final™ (Rivlin 1988). Fourth, the

The Jexcene Levey Econemics Insticuee of Bard Callege 33



Assessivig the Constitutionad Rose po Federal Budyer Balanos

projected growth of entitlements, such as Medicare and Social Security,
threatens to overwhelm all other future fiscal concerns. Mest of the
diseussion thar follows will focus, like the BBA, on the fimst of these
problems,

Addressing the Lack of Direction and Restraint

Much suppore for the BBA seems to emanate from a belicf that LS. fiscal
policy is directionless. But the amendment is both wrong in principle and
dessructive in practice. A more sensible alternative would be to seek a
halance in the high-employment (or structural) budpet—in ather words,
to pursue & policy of full-employmens budgering,

Full-empleyment budgeting yields a zero deficic or some predetermined
surplus if the economy is at a high level of employment. This approach
generares a Jeficit to compensate for a cyclical shortfall of private spend-
ing. It produces an incressing surplus as unemployment falls beyond some
prederermined level associared with a cyclical recovery (Economic Repart
af the Presidene 1994, 16).

Ome dees not need o follow a policy that balances the high-employment
budiget to calculare a cyclically adjusted estimare of the magnimde of the
deficie for any given year. These estimates allow legislators and the public
vor distinguish deficits caused by cyclical uctuarions from deficits caused
by mare structural imbalances in receipts and expendinres (see Table 1).
But a policy that seeks to eliminate structural deficits would
be not only more economically sound, but also casier to realize than a
policy that strives for an anmually balanced badger. Another smenath of
full -employment budgeting is that while offering a budger rule thar every-
one can undesstand, it contimues o emphasize the federal government's
countercyelical responsibilities. 23

The suggestion that federal officials should focus on the high-employment
budget is not new. It was mencloned during a BBA hearing before the
House Judiciary Commitree in 1988, for example, by Edmund B,
Fitzgerald, Northem Telecom's chairman and CEOQ. Fitgerald's remarks
were offered while he was chairman of the corporate-sponsored
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Table 2 Siructural Budget Surplus or Deficic {-),
195% tor 1998 (owerall structural budget averages,

inflation-adjusted)
Percentage of Gross
Fiscal Years Domestic Product
19591982 ol
15831903 -1.9
15941998 {forecast) -8

Source: Economic Bepoer of the Presidens {15594 ).

Committee for Economic Development and his testimony was presented
on behalf of the trustees of that organizarion (Fitsgerald 1933).

Bur whar is the appropriate unemployment targer for full-employment
budgeting? When the question was asked in the mid-1970s, research by
the L5, Bureau of Labor Staristics estimated frictional unemployment at
between 2.4 and 3.8 percent. This led Senator Huberr Humphrey 1o
advocate a goal of 4.0 percent for the overall labor force, a poal enncred
into law by the Full Employment and Balanced Growth Ace of 1978
(FEBGA) (Humphrey 1976).24

Many economists beliove in a higher “natural™ mte of unemployment, a
rate beyond which further increases in aggregate demand will be fully
rranslated into inflation. Indeed, chis type of rate is currently embedded
in structurally adjusted deficic figures caleulated by the federal govern-
ment (such as those in Table 2). Bur a growing body of theoretical and
empirical evidence challenges this notion {see, for example, Wolfson
1993 and Eisner 1994). Moreover, adherenrs acknowledge that the nat-
ural rate can be shifted by instinutional changes and structural economic
developments, and the predominant economic mends since the early
1980 are ones thae would eause this rate to fall (Rissman 1988). In fact,
Roberr Gordon and other prominent defenders have recently conceded
their inflation estimates were overly pessimistic and have lowered their
estimates, from a "nonaccelerating inflation rate of unemployment™
(NAIRU} of 6.0 percent or more to a figure closer o 5.0 percent
{Bennett 1995),
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Inn short, one alternative o the BBA & full employment budgeting, an
approach thar could use as its carget the unemployment rate found in
cither FEBGA or NAIRL) This approach to budgeting, under either
unemployment target, provides fiscal policy with more direction than it
has oday, and ac che same tme it avoids che sconomic and political dan-

gers of n BBA.

Anather altemative to the BBA is enactment of a detailed, mulriyear
deficit-reduction plan such as the one proposed by Bepresentative
Salomon in 1994, A similar proposal has been offered by the Concord
Coalition. The alternative represented by these proposals promises more
serious deficit reduction than a BRA because It involves real spending
cuts and tax increases. [nsvead of cffering a mere stacement of intention,
these proposals make the hard chodces tha are needed to bring the fed-
eral budger into balance. Moreover, the absence of a constitutional
amendment allows flexibilicy in the event of unanticipated economic
developmens, 23

The fullemployment budgeting alternative offers a sensible long-term
goal. The detailed deficit-reduction altemnative makes hard choices roday.
In contrast, BBA enactment provides neither.

Addressing Other Problems

Today both major policical parties in the United States are attempting 1o
streamline federal structures, procedurss, sand policies in response to cit-
zen demands for a more efficient public sector. In wddition, President
Clinton and ochers emphasize the need o make government work beter
by bringing a greater investment orientation to federal expenditures
through an emphasis on human resources, infrastructure, and rechnology:
The hipartisan Competitiveness Policy Couneil, for example, finds merit
in this perspective. [t suggests thar Congress and che White House sdopt
an Minvestoeent biadget” (Competitiveness Policy Council 1993, 8).

The council wants each budger submitted to Congress to distinguish
between federal investment expenditures and federal consumprion
expenditures. [t also recommends that Congress vote on the adequacy
of the investment component. The council defines this component
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broadly, Items in the investment budger would include public cwtlays for
education, infrastructure, research and development assistance, snd work-
er tmining (Competitiveness Policy Council 1993, 8).

The council notes thar federal spending in these areas has fallen shamply
since the late 19605, [e argues thar an investment budper would deaw
arcention to this decline and help mitigate the current tendency to avioid
programs with a delayed payodf. Fiseal discipline would be retained under
this arrangement becawse the proposal calls for public investment and
corsumptlon expenditures o be considered together in deficie caleula-
tions {Competitiveness Policy Council 199€, 30-31; 1993, §).16

Another approsch to the problem of public investment i capital budget-
ing. While federal capital-budgering proposals have been offered for
decades, Pat Choate and Susan Walter revived interest in this approach in
the eary 1280 by chronicling the decline im public infrastnicture invest-
ment {Choate and Wilter 1983). Recent works suggesting the beneficial
economic impact of such investments (such as Erenburg 1994) have
broughe additional attention to capital budgeting in the past few years.

Ien vestimoay submitted w che Senate Judiciary Commintee enrlier this
year, David A. Levy, vice chairman and direcror of forecasting at The
Jerome Levy Economics Inseitute of Bard College, outlined a capieal-
budgeting proposal thar warranms conslderation by federal policymakers.
His proposal follows the waditonal capiral-budgering approach in thar i
counts only spending on long-lived, physical assets =5 capial investments.
Buzx it also calls for esmblishment of an independent body of accounting
experts responsible for developing (and oversecing use of} sorict sccount-
img principles to be employed in the course of such budgeting (David
Lewvy 1995). This bady could not anly be modeled after but also build on
the work of the existing Governmental Accounting Standards Board
{GASE) that now pedorms similar functions for states and mumicipali-
ties. Among matters to be decided by such a boand are saes involving
the allceation of costs among operating and capital accounts and the
derermination of proper depreciation schedules {David Levy 1995},

According o the General Accounting Office, the Fadesal Accounting
Swandards Advisory Board has already made inicial explorations into
appropriate depreciation concepts (Posner 1993, 14-15).
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A reform that addresses the problem of the never-ending budget proces
is & twoeyear budeet and appropriations cycle. A BBA stll requires the
Inulges o be revisited each year. A biennial budger could ease the frustra-
tiwns engendersd by continuous budgeting; allow legislarors more dme for
program review and evaluation; and, even with provisions for changes in
eiergenies, promode economic stability. It might also make a small con-
tribution o the goal of deficit reduction by providing less oppormunicy for
modificarion of multiyear agreements and by allowing the gradual imposi-
tion of fiscal changes. While a two-year cyele has been one of the most
widely discussed budger process reforms during the past decade,
Washingron's mew bipantisan atvention to streamlining povernment may
miake the present the perfect time wo adapt this reform 27

Finally, there is the problem of the expected explosive groweh in entitle-
ments. Although the chairmen of Congress's Bipartisan Commission on
Entitlement and Tax Beform (BCETR) were unable o win support fos
specific policy changes in 1994, Budger Dircctor Alice Rivlin has cor-
rectly observed that the commission played “an exmremely useful role™ by
"feeusing attention on the big problems of the next century™ (quoted
in Pear 1994).28 To make future progress in this realm, panels with nar-
rower agendas than that of the BCETR may be required, for examgle, one
commission to address health care policy and another w study the via-
biliry of Soctal Security. (These are the specific policy areas where we can
anticipare our most significant future problems.) As economist Max
Sawicky sugpests, work in both areas should be guided by two principles:
support for the missions of existing programs and commitment to reform
thar is structural, not merely fiscal, such as impesition of expenditure caps

(Sawicky 1994, 1-1).29

Conclusion

The idea of a constiturional amendment requiring a balanced budret was
recently revived in Congress as part of the Conersact with America’s Fiscal
Responsibility Ace. Bur a BBA would produce only more fiscal irespons-
hility. It is founded on & misdirecred and dangerows economic principle
and is likely to bring harm to the polidcal system coce put into prectice.
The BBA i3 toxic, not tondc,
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Teday's federal budger needs improvement ar many levels. Fiseal policy
masst have a clearer sense of direction; tough budger cholees must be made;
public spending should be more efficient and have a stronger investrment
arientation; the budget process warmants streamlining; and the projecred
growth of entitlements spending threatens to unlessh sipnificant strucoeeal
deficies in the years ahead, Some reforms that address these problems more
directly and more effectively than 3 BBA have been discussed in this brief,

Asa first step towand grearer fiscal responsibilivy and more retional budger-
ing. legislacors in Washington should follow the lead of the states and
establish a narrowly defined federal capital budger. The appropriateness of
developing a multivear capital improvements plan, of financing kong-lived
physical assers over their useful life, and of establishing an independent
body to oversee matters such as the development of (and adherence o)
proper depreciation schedules has been demonstrared by both theary and
practice. Indeed, such pracrices are common in both the public and pri-
vare sectors at home and abroad. If BBA advocates ouly wane the U5
government to follow the fiscally respansible practices of other econcmie
actars, adoption of capital budgeting should be high on their list of pro-
posed institutiomal reforms.

The realities of a BBA have been clouded by thetoric. The smendment
cannat ensure budget halance. Ir encourages less responsible public finan-
cial management. It will not force fiscal restraine. It does not impase upon
the federal government the same restraings as those under which responsi-
ble bowsehokds and firms operate, In shor, i represents an attemps at gov-
eming by gimmick. In a realm os fundamental vo our well-being as public
budgering and national economic policy, Americans deserve much more
enlightened leadership and a fir more serious course of action than that
embodied in the BRA.
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Motes

I. Fedemml expendinures were about 1B percent of gross domestic praduct (GO
in the second half of the 19508, The figme wes just under 11 percent in 1954
and has been about 13 percent in the 19908 (Ecenomic Reporr of the Prestdent
1994, 352,

1. An avempr 1o enact g balanced budger sequiremens by calling for a consting-
wional convention abso stalled in the 1980 see Snell and Mackey (1994) for
mcre an thar efform. & comstirutional convention must be requested by 34
stares. Amendments originating in the Congress must be approved by owo-
rhircls of the membership of each house and then mified by 38 stares.

3. The overall federal deficit for Fiscal year (FY) 1991 was ultimarely placed
52904 billion, and when one excludes of-budser seceipts and curlays {inclisd-
ing the Social Security sunplus} that number rises vo 3340.5 Bdllion. Indtial
1992 forecass for FY 1993 predicred a deficic of over 3400 billion (Dewsr and
Cruglioma 1992, Al4),

4. More than 400 economists {including seven Bobel Prine winners) signed a

steement opposing the amendment during the 1992 debate; see “Eoonomists
Oippose Balanced Budges Amendment” (1992).

5. Oin rhe matner of budger execurion, this preposal staced thar “Congress and the
Presadent shall ensisre char scmal oatlays do nior exceed the outlays ser forrh™
in the Budger; i also sared thar “Congress shall enforce and implement chis
Article by appropriace legislation” (House Republican Conference 19943,
-3k

B The Semate BBA differed om the snsnsdment that passed the Howse in only
one respect; Senators added language designed to prevent the judiciary from
intervening in budger marrers in the event of an unbalanced budger,

7. Another prominent economist whao adberes to the public choice perspective of
deficias is James M. Buchanan. Both Faedman and Buchanan are Mobel Prize
WINNeTs.

8. According vo Herbert Seein of the Amerkcan Enerprise Instinee, BBA sup-
perrters dio ot understand a centeal lesson of the Gramm-Fudmean experimen:
“ir i3 furibe o ser ceilings for the deficic or for coral spending wichout prior
apreement oo the major lines of the policies by which condoemioy o rhose ceil-
ings & 1o be implemented” (Soein 1994, 3-6). Sme experbence underscones
the Eact thar a BBA requirement alone cannot elimingre deficits: nine stapes
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with halanced budpet nequinements reporred ar lease one deficit for the period
1990 chrowgh 1992 (General Accounting Office 1993, 35-36).

8. For a similar perspective, see Sales and Fisher {1985],

10. For a discussion of the room for off-badger accounts under the BEA prssed by
the Hoase In Janusey 1995, see Tidel {19953,

I1. Pora dscussion of the problems sssociaced with deferred maintenance and a
policy propesal to finance the naton'’s public infasnetme investments, see
Ragan (1994h}).

12. See alsa Regan (1995), who nates that az least 12 stanes used sccounting gime
micks 1o close 20 percent o mone of their budpet gaps in recent yean.

13, Acconding to Michael Hurd, an expert on the economics of aging, health care
woats in 2000 will rise oo berween 23 and 36 pencent of GDE while the number
of retirees per 100 workers is expected w rise from today’s 30 w0 between 41
g GF by 2040 ("The Ecanomics of Aging” 199, ) The present mre of
growth in Medicare and Medicaid expendicures (s 15 percent per year,

14, According to former Congresional Budget Office Direcror Fusdolph Penner,
Cemgress already rakes info account some dynamic fiscal palicy effecs 1%
:]L;;‘: Snsnnrtj?r of dmamic or not dynamic but haw dynamic” (quoted (0 Rulbin

I5. Roberrs adds, “Moneover, as far os | can ssoermain, no supply-side econamist
inskde or curside the Beagm Administration ever sid thar v cuts would pay
for chemselves” (Robens 1991, 26).

6. For more on the prohlems of judicial enforcement, see Bork (19900, Steues
(1595}, and Dellinger (1993).

17. The stare balanced budpet requirements mentioned ealier in this brief refer
only 1o cperaring budgets. For more on the sace experience with such meguire-
mengs, s Cald (1992,

18, For the purposs of capital budgeting, public investments (or capimd sxpend|-
nanes) have traditsonally been defined as nonmoutine outbs invalving physical
facilivies that have a weful economic life of more than one year. Examples
iclude comstraction of roads, urility sysrems, buildings, and canals and puar-
chase of major pieces of equipment, such as garbage trucks, police cars, and
builbdomers (Do 1987, 600,

18, It has been srpued, for example, that a balanced fedeml budges In 1993, when
the L5 economy was recosering From recessian, would have cur that vears
business profits almost in half (S Jay Levy 1984, 23 A LS. Treasury
Departimens study, meanwhile, concluded deat o BBA in effect at the peak of
thit mees recent recession would have added 1.5 million pannp]e tox thie manks of
the unemployed and would have rised the wemployment mte from s scal
lewvel of 7.7 pencent oo nesaly ¥ percent {Rubin 1995,

2 Deficits designed ro offset cyclical downtums do nor necessarily requine discre-
tionary fiscal policy sction, Automatic smbilizers have been providing com-

21, Minsky is one economist who has not ignored the financial system: implica-
uione of a BBA. For a contrass, see Senare restimony i frvor of the balanced
budger ansendment by Social Securivy expert Robert [ Myers. Myers’s state-
e, which ientifies the continuing exbsrence of federal budger deficits as
"rhee mioet sericas theeat to Socinl Security,” proudly mentions that the pro=
gram'’s sufplus row totals nearly 5500 hillion and is invested in “incerest-
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bearing povernment bords” (Wbyers 1995, 21, Minskyh wiew is not that govem-
ment deficits and debt are always a good thing. Rather, it is thar our intensely
financial economy “can have too little as well @ oo macl govermment debre”
{Mliraky 1995, 41

21, While some legistarors howve proposed imcorporaning a cupital-budgeting provi-
sion inee the BRA, rhiz propesal has never received much congressionall sup-
port. The BBA passed by the House in January 1995 dioes not contein such a
provision. [ndeed, amendments with such provisions wen: defeated soundly in
1550 el 199905

23, Some have supgested that countercyelical action coukd be remined under a
BBA if the federal govemment ran budger surplises repulay so char sumpluses
conled fall coward sero during downiurms, Bur full-employment budpeting is
superior bo this approach in o respeces, First, the political dengers of 5 BEA
still rermain relevant o the surplus approach; fr fewer (and less acuce) policical
donggers woukl be associated with full-ceployment budgering, pardy becapse
there would be no constimienal sarement. Indeed, many political problems
might be espocially significant under the surphus approach since the goal is not
metely a sens deficit but te more dificulr ro reach ohjective of a budget =ar-
plus. Second, the siplus approach assumes that high employment can be
obralned regulardy withour deficits. While full-employment budgeting does nat
exchade this a5 a possibilioy, it puts the goal of balmcing the economy (high
emplovment ) befoee the marner of halancing the budget.

24, The FEBGAY 4.0 percert fgure reflecs a rounding up from the 3.8 percent
eszimente of evelical mumpl'.wlnum.

25, As with hdl-employment budgesing, political dangers of o BBA are alsa avoid-
&d by enacrment of o demiled, mulrivear plan.

26, The council & aware that under an imvestment-budgeting system thar purs
investments “off budget” legisbston might feel pressured m mask larpe budpet
deficies by classifying nearly all public expendines as investmenez. A umified
Bindzer deficit caleulation i erained in chelr mvestmene-bodger proposal for
precisely this resson. An alremaclve approach (which will be discussed shordy)
is ciffered by capleal budpering, & sysem thar addreses this problem by employ-
ing A very namow defindrion -nf-l;a]'mn] n.lr|nl|u.

27. For more on hienninl budgeting, inchsding evidence of bipartisan suppor for
this refommn, see Whalen (1994].

28, The entitlements commission was headed by Senntar Bob Kerrey
[[-Mebeaska) arcd Senator John Danforth (B=bissouri).

2. The 1983 panel comvened to address imminent problems in the fnancing of
Sacinl Security demonstrabes that a bipartisan efoe focused on proldems in a
single policy area Gan indeed be effective. Moee ecent commdssion successes
inclhude the wark of the Base Closure and Bealigniment Commission.
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