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A BALANCED BUDGET AMENDMENT TO
THE CONSTITUTION

TUESDAY, OCTOBER 4, 2011

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Committee met, pursuant to call, at 10:11 a.m., in room
2141, Rayburn Office Building, the Honorable Lamar Smith (Chair-
man of the Committee) presiding.

Present: Representatives Smith, Coble, Gallegly, Goodlatte,
Forbes, King, Franks, Gohmert, Jordan, Poe, Griffin, Marino,
Gowdy, Adams, Quayle, Conyers, Nadler, Scott, Watt, Jackson Lee,
Waters, Pierluisi, Quigley, Chu, and Deutch.

Staff present: (Majority) Zachary Somers, Counsel; Sarah Vance,
Clerk; David Lazar, Clerk; (Minority) David Lachmann, Sub-
committee Staff Director; and Veronica Eligan, Professional Staff
Member.

Mr. SMITH. The Judiciary Committee will come to order.

Without objection, the Chair is authorized to declare recesses of
the Committee at any time.

We welcome you all, particularly our witnesses and those who
are interested in this particular subject.

I am going to recognize myself for an opening statement and
then the Ranking Member and then introduce the witnesses here
today.

Americans want the Federal Government to curb excessive Gov-
ernment spending and erase the Federal deficit.

Since 1970, the Federal budget has only been balanced during
one 4-year period when my Republican colleagues and I on the
Budget Committee were able to pass the first balanced budget in
over 25 years. Meanwhile, the Federal deficit has climbed from less
than $400 billion in 1970 to over $14 trillion today. And the na-
tional debt has increased 34 percent under President Obama. That
is the fastest increase in national debt under any U.S. President
in history.

America cannot continue to run huge Federal budget deficits. Fi-
nancing Federal overspending through continued borrowing threat-
ens to drown Americans in high taxes and heavy debt. The Federal
Government now borrows 42 cents on every dollar it spends. No
family, no community, no business, no country can sustain that
kind of excessive spending. That is the road to insolvency.

We need a constitutional mandate to limit both the President
and Congress to annual budgets that spend no more than the Gov-
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ernment takes in. Only through a balanced budget constitutional
amendment will we save future generations from unending Federal
deficits. Just as both parties have joint responsibility for the deficit,
we must jointly take responsibility for controlling the deficit by
passing a balanced budget amendment.

We came very close to passing a balanced budget amendment in
1995 falling just one vote short in the Senate of the required two-
thirds majority. In that Congress, the amendment was supported
by Minority Whip Hoyer, Assistant Democrat Leader Clyburn, and
Vice President Biden, among others. As then Senator Biden stated
in support of the balanced budget amendment, quote, in recent dec-
ades we have faced the problem that we do not seem to be able to
solve. We cannot balance our budget or, more correctly, we will not.
The decision to encumber future generations with financial obliga-
tions is one that can rightly be considered among the most funda-
mental choices addressed in the Constitution. End quote.

It is once again time for Congress to attempt to pass a balanced
budget amendment. Polls show that 74 percent of Americans are
in favor of a balanced budget amendment. If we want to make per-
manent cuts to Federal spending, cuts that cannot be undone by
future Congresses, a constitutional amendment is the only solution.
It is our last line of defense against Congress’ unending desire to
overspend and overtax.

Amending the Constitution is not easy, nor is it a task that
should be taken lightly. We have only amended the Constitution 27
times, but America’s continued economic prosperity depends on
changing our course on Federal spending and growing deficits.
Thomas Jefferson believed that, quote, the public debt is the great-
est of dangers to be feared. End quote. Jefferson wished, quote, if
it were possible to obtain a single amendment to our Constitution,
taking from the Federal Government the power of borrowing. End
quote.

It is time we listened to Thomas Jefferson and passed a constitu-
tional amendment to end the Federal Government’s continuous def-
icit spending. We must solve our debt crisis to save our future.

That concludes my remarks, and I will recognize the gentleman
from Michigan, Mr. Conyers, the Ranking Member of the full Com-
mittee.

Mr. CONYERS. Thank you, Chairman Smith, and good morning to
my colleagues.

I just want to let us all know that we are coming back to a de-
bate that we have been in—I think it goes back to 1980 sometime.

And I welcome all of the witnesses.

Now, it is important that we address this deficit situation that
has been talked about, and it is ongoing. I agree with a lot of the
observations of Chairman Smith. The problem starts, though, when
we look at what the financial crisis was 2 weeks before President
Obama took over the debt, before he became President. Before
President Obama became President, the debt was well over $1 tril-
lion.

Now, I have my staff researching to find out what every Member
of this Committee, especially the chairman of the Republican Sudy
Committee, Mr. Jordan, who advises the majority of the House on
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this subject—I want to find out what all of you were saying about
it then. And I think that will make something interesting.

I think it would be also important, Chairman Smith, for us to
understand the effect of the tax cuts for the wealthy that have gone
on since we are concerned about the budget debt. Is there anything
wrong with taking away the tax cuts to the wealthy? And I ask ev-
erybody on the Committee. And I will yield to Mr. Lungren.

Mr. LUNGREN. If the gentleman would yield. Do you want to go
all the way back to John Kennedy and take those tax cuts away?

Mr. CoNYERS. No. I am talking about——

Mr. LUNGREN. He had the highest income——

Mr. CONYERS. Well, wait a minute.

Mr. LUNGREN [continuing]. More anybody else.

Mr. CoNYERS. I am talking about the Bush tax cuts. You asked
me do I want to go back to the Kennedy tax cuts. Do you? I am
talking to you.

Mr. LUNGREN. Well, the only point I was trying to make is that
both Democrat and Republican Presidents have recognized the
positive impact of tax cuts on those who create jobs in this country.

Mr. CoNYERS. All right. Look, Dan, do you want to go back to the
Bush tax cuts for the wealthy if you are talking about getting rid
of this debt. Yes or no, Dan Lungren?

Mr. LUNGREN. If the gentleman is asking me do I think we would
have a positive impact on the economy

Mr. CONYERS. Come on. Answer the question.

Mr. LUNGREN. No. Raising taxes in the midst of a recession is
the dumbest idea that even Congress could come up with.

Mr. CoNYERS. What about cutting spending?

Mr. LUNGREN. Oh, I am absolutely for cutting spending. Abso-
lutely.

Mr. CoNYERS. Okay. How about cutting the spending of mothers
and children on assistance?

Mr. LUNGREN. If the gentleman would yield. We are going to
have to make some very difficult decisions coming up, as you know.
We are waiting for the Super Committee to tell us how we are
going to cut $1.5 trillion between now and Christmas, and the
President has even suggested we ought to go to $2.5 trillion, but
he has not given us any idea how to do it.

Mr. CONYERS. Dan, I am asking you. I am not asking the Super
Committee.

Mr. LUNGREN. If the gentleman would yield.

Mr. CoNYERS. Of course, I yield.

Mr. LUNGREN. We have an obligation to be responsible and to
stop spending where we are spending 40 cents out of every dol-
lar

Mr. CoNYERS. Yes or no? Yes or no?

Mr. LUNGREN. We need to cut in many, many different areas.

Mr. CONYERS. Well, of course, I understand why you won’t an-
swer yes or no because you can’t afford, nor can any Member of the
Congress afford, to go on record saying they are for cutting assist-
ance to poor people, women and children, who are living in poverty
uncontrovertibly. And I don’t blame you.

I don’t yield. I would just like to conclude.
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Do you know how many constitutional scholars are telling us
that we are off the mark? And I will put it in the record, and I
thank the Chairman for letting me speak this morning.

Mr. SMITH. Thank you, Mr. Conyers.

The gentleman from Arizona, the Chairman of the Constitution
Subcommittee, Mr. Franks, is recognized for an opening statement.

Mr. FRANKS. Well, thank you, Mr. Chairman. I am going to be
brief. I am going to be yielding some of my time to Mr. Goodlatte.

Mr. Chairman, now is the time for Congress to address the Fed-
eral deficit in a way that we have thus far not been able to do. The
American people are awake and they realize the urgency of this
issue. They understand that the deficit might eventually destroy us
in a way that no military power on earth has ever been able to do.
Even the recent retired Chairman of the Joint Chiefs of Staff, Ad-
miral Mullen, has warned, “Our national debt is the biggest single
threat to our national security.”

The Federal Government is borrowing over 40 cents on every dol-
lar that it spends. This massive borrowing is causing the Federal
deficit to grow rapidly as a percentage of America’s economic out-
put. If we continue on our current path, in 10 years 95 percent of
all Federal revenues will be consumed by payments of interest on
the national debt and mandatory programs like Social Security,
Medicare, and Medicaid. This will leave only 5 percent of our an-
nual tax revenue available for funding national defense and other
essential functions of Government.

Mr. Chairman, a balanced budget amendment to our Constitu-
tion would control government spending, restore capital confidence
in America’s future in her economy, supercharge entrepreneurship,
create new taxpayers—that is spelled jobs, Mr. Chairman—in-
crease revenue to Government, drag investment from the four cor-
ners of the earth, and in general, turn loose the most productive
nation on this planet to carry its people, rich and poor alike, to
their greatest collective productivity and prosperity in history.

And I am afraid that our President may have a different plan,
Mr. Chairman, but I hope that we pass this balanced budget
amendment.

And I would like now to yield the balance of my time to Mr.
Goodlatte, the lead sponsor of the balanced budget amendment.

Mr. GOODLATTE. I thank Chairman Franks for yielding to me,
and I thank Chairman Smith for holding this hearing and both of
them for their leadership on this issue.

And I would say that the fact that there are tough, tough, tough,
tough decisions to be made by this Congress is exactly why we
need a balanced budget amendment to the Constitution because it
will force future Congresses to make those tough decisions. And fis-
cal responsibility, in my opinion, leads to economic growth and job
creation, and that is what we are about here today.

The recently enacted Budget Control Act, which received bipar-
tisan support and was signed into law by President Obama, re-
quires that the House and Senate vote on a balanced budget
amendment to the Constitution before the end of the year in order
to address the massive ongoing annual budget deficits and sky-
rocketing national debt. Because the Congress will have to vote on
such an important piece of legislation, it is only right that the Judi-
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ciary Committee, the Committee with jurisdiction over constitu-
tional amendments, hold this additional hearing to examine the
merits of such a proposal.

The States understand the gravity of this issue and have been
weighing in for decades. Already 18 State legislatures have passed
active calls for constitutional conventions to pass a balanced budget
amendment. Now it is time for Congress to heed the call of the
States and act ourselves.

One thing that is certain is that this effort will need to be bipar-
tisan. I am pleased to inform the Committee that one of my bills,
House joint resolution 2, has the support of 243 bipartisan cospon-
sors, including 15 Democratic cosponsors. In addition, many other
Democratic Members have indicated a willingness to support the
measure if it comes to the floor for a vote.

While more work needs to be done to garner the 290 votes nec-
essary in the House, this bipartisan effort is promising. House joint
resolution 2 is the same version of the balanced budget amendment
that passed the House with 300 votes back in 1995 and fell one
vote short in the Senate. If this legislation had been passed in 1995
and ratified by the States, we would not be facing the skyrocketing
debt we now face. Balancing the budget would have been the norm
rather than the exception.

This doesn’t solve the problems. It is not a panacea. But it forces
Congress and Presidents to deal with this issue today rather than
pass it on to our children.

The good news is that the current Congress is again at a cross-
roads. Our actions now will impact the next generations of Ameri-
cans, our children and grandchildren. And I look forward to hear-
ing from our expert witnesses today about this historic effort.

And I yield back.

Mr. SMmiTH. Thank you, Mr. Franks. I also want to thank Mr.
Goodlatte for having introduced this legislation as well.

Mr. CoNYERS. Mr. Chairman, could I ask Mr. Franks to have an
additional minute so I could ask

Mr. SmiTH. Without objection, the gentleman from Arizona is
granted an additional 1 minute.

Mr. CONYERS. Would the gentleman yield to me for one question?

Mr. FRANKS. Certainly.

Mr. CoNYERS. Would the distinguished gentleman from Virginia
indicate which constitutional amendment he is bringing up since
we couldn’t find out last night or this morning? Could I be advised
which one he is using?

Mr. GOODLATTE. Well, I thank the Ranking Member for yielding.
But it is not my decision. It is the decision of the leadership in the
Congress what balanced budget amendment

Mr. CONYERS. You mean the Speaker decides. Well, which one is
it? Can you tell me even now?

Mr. GOODLATTE. I think there are lots of discussions going on on
both sides of the aisle about that.

Mr. CoONYERS. But which amendment is before us right this mo-
ment? Can’t you tell that?

Mr. SMITH. If the gentleman would yield to me for a minute. To-
day’s hearing is on the general subject of the necessity or lack
thereof of a balanced budget amendment. It is not on a specific bill.
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Mr. CONYERS. Oh, okay. Look, that is important to know, gentle-
men, and thank you for telling me.

Mr. NADLER. Would the gentleman yield?

Mr. SMITH. The gentleman from New York, Mr. Nadler, the
Ranking Member of the Constitution Subcommittee, is recognized.

Mr. NADLER. Thank you, Mr. Chairman.

Mr. Chairman, we have all been down this road before. My Re-
publican friends love constitutional amendments. For any com-
plaint, there is a constitutional amendment. It is not, however, a
free vote. If adopted, a balanced budget amendment, especially the
ones proposed, would have catastrophic consequences for the Na-
tion, for the economy, and for the future. While it would be nice
to have some easy way to force a balanced budget, the world
doesn’t work that way. We know how to balance the budget. We al-
ready have done it. We already have the tools we need to do it. In
the not too distant past, we managed not only to balance the budg-
et but run surpluses and begin paying down the debt.

Alan Greenspan, in testifying in favor of the Bush tax cuts in
2001, said if we don’t pass these tax cuts, we will eliminate—we
will entirely pay off the national debt by 2010 because of the Clin-
ton budgets that he inherited, and that would be bad because the
Federal Reserve won’t have leverage on Government bonds. And
that is where we were.

How did we get from there to here? Because of President Bush
and a Republican Congress, we managed to turn record surpluses
into record deficits in record time. How did we do it? Well, first
there were the huge tax cuts for the very wealthy. Then there were
the two wars fought off budget. I don’t recall hearing a peep from
any of my colleagues on the other side who are now born-again fis-
cal conservatives. In fact, Vice President Cheney said we have
learned that deficits don’t matter. That summed up the Republican
attitude during the years of the Bush administration. Having the
regulators go to sleep while financial manipulators, banks, and
hedge funds crashed the economy killed off the revenues and we
still haven’t recovered from that.

But rather than admit to serious economic mismanagement and
looking for ways to straighten things out, we get this dusted-off
quack cure from the past, this coward’s approach. Instead of hard
work to restore the economy and then balance the budget with ap-
propriate tax fairness for the rich and appropriate cuts to the budg-
et in defense, for example, we get this. If we took the approach of
balancing the budget properly, as I said a moment ago, some of my
Republican colleagues might not have to endure another town hall
meeting where angry constituents want to know why they voted to
destroy Medicare.

Strangest of all, some of these balanced budget amendment bills
call for balancing the budget by 2016, even though the Republican
budget the House passed recently doesn’t project a balanced budget
until 2040.

The amendment that we voted out of Committee would require
a three-fifths vote by Congress to exceed a balanced budget. That
should lead to some really history-making horse trading. Can you
imagine what the hold-outs will get in exchange for passing the
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budget? It will make anything we do now look like child’s play. The
pork will be incredible.

Really troubling is the proposal to require a three-fifths vote to
raise the debt ceiling. Do the sponsors really want to reduce U.S.
Treasury notes to junk bond status? Do you think anyone will buy
our paper if this becomes law?

This amendment also treats military engagements as the only
true emergencies requiring the budget to be out of balance. That
shows a poor understanding of history and economics. Herbert Hoo-
ver tried that. If in the middle of a recession when tax revenues
are down and unemployment is up, we begin to slash the budget
in ways my Republican colleagues are now suggesting, much less
the far more draconian measures that this amendment would re-
quire, we will go from the Great Recession right into another Great
Depression. It has been tried before, and if we want the Constitu-
tion to enshrine Hooverism for all time, we will get what we de-
serve.

We should manage the budget the old-fashioned way by making
hard choices, by promoting growth, by making everyone pay their
fair share of taxes, including billionaires and oil companies. It isn’t
fun and it won’t make us a lot of friends, but we have done it be-
fore. We can do it again. It does require the courage of our own
convictions to face the voters with the actual budget that we are
proposing.

And finally, what everyone may think of the substance of these
proposed amendments, it is fundamentally wrong to bind future
generations and the future Congresses they elect to a particular
economic doctrine which may be popular today. The Constitution
should provide procedures for Government and should protect indi-
vidual rights, but should not lock in policies, especially economic
policies. Whatever anyone may think of the debt or how to reduce
it or the proper level of Government expenditures as a percentage
of GDP, those kinds of policies are to be enacted as legislation
which can be modified, amended, or repealed by future majorities,
not enshrined in the Constitution to bind future generations to the
opinions of this generation. That is fundamentally undemocratic
and tyrannical.

With that, I yield back the balance of my time.

Mr. SmiTH. Thank you, Mr. Nadler.

Our first witness today is Dick Thornburgh. From 1979 to 1987,
Mr. Thornburgh served as the Governor of Pennsylvania. In addi-
tion, he served as Attorney General of the United States under two
Presidents and as Under Secretary General of the United Nations
from 1992 to 1993. Governor Thornburgh is currently an attorney
with K&L Gates.

Our second witness is Douglas Holtz-Eakin, President of the
American Action Forum. Dr. Holtz-Eakin has served as the Direc-
tor of the Congressional Budget Office, Chief Economist for the
President’s Council of Economic Advisors, and as a commissioner
on the congressionally chartered Financial Crisis Inquiry Commis-
sion. Prior to his public service, he held academic positions at
Princeton, Columbia, and Syracuse Universities.

Our third witness is Philip Joyce, a professor of management, fi-
nance, and leadership at the University of Maryland School of Pub-
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lic Policy. He is an expert in public budgeting and is the author of
more than 50 publications, including the book “The Congressional
Budget Office: Honest Numbers, Power and Policymaking.” In addi-
tion, Professor Joyce has 12 years of public sector work experience,
including 5 years each with the Illinois Bureau of the Budget and
the Congressional Budget Office.

Our final witness is Matthew Mitchell, a research fellow at the
Mercatus Center at George Mason University. Dr. Mitchell also
currently serves on the joint advisory board of economists for the
Commonwealth of Virginia. His work has been featured in numer-
ous national media outlets, including the New York Times, the
Wall Street Journal, and the Washington Post.

We welcome you all. We encourage you to put your entire testi-
mony in the record, and we hope you will be able to make your re-
marks within the 5-minute limit.

Governor Thornburgh, we will begin with you.

TESTIMONY OF HONORABLE RICHARD THORNBURGH,
K&L GATES

Mr. THORNBURGH. Mr. Chairman, Ranking Member Conyers,
Members of the Committee, my advocacy of a balanced budget
amendment to the United States Constitution goes back over a 30-
year period, beginning during my two terms as Governor of the
Commonwealth of Pennsylvania. Thus far, the results have not
been encouraging, but I am comforted by the observation of Presi-
dent Woodrow Wilson who once said: “I would rather fail in a cause
that will some day triumph than triumph in a cause that will some
day fail.” My hopes remain high. Recent near train wrecks in the
budgeting process have brought this cause to the fore once again,
and I am privileged to appear before this Committee to try once
again to make the case for this proposal and urge its enactment.

From my standpoint and background, I suggest that it is particu-
larly significant to note that all but one of the States have constitu-
tional balanced budget requirements which, coupled with a line-
item veto and separate capital budgeting requirements, require-
ments which differentiate between investments and current out-
lays, have been utilized by their Governors and State legislatures
throughout their histories and they work.

I know this because of my personal experience in Pennsylvania
during the 1980’s when we had to cope with serious projected defi-
cits and a national recession which threatened to obstruct our ef-
forts to revitalize and redirect our economy without the expendi-
ture of vast amounts of revenue which we simply did not have. The
discipline of our constitutional requirement to match revenues and
expenditures not only forced us to tend both these aspects of our
budgets but eventually contributed to an economic recovery which
saw our State produce over 500,000 new jobs and our unemploy-
ment rate plummet from one of the 10 highest in the Nation when
I was elected to one of the 10 lowest when I left office. Disciplined
cost-cutting measures alone reduced expenditures by over $6 billion
during my 8 years in office.

While I champion this cause, I recognize that it is useful, indeed
necessary, to look at and assess the arguments usually raised
against a balanced budget amendment to the Federal Constitution.
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First, it will be argued that the amendment would clutter up or
trivialize our basic document in a way contrary to the intention of
the Founding Fathers. This is clearly wrong. The Framers of the
Constitution contemplated that amendments would be necessary to
keep it abreast of the times. It has, in fact, already been amended
on 27 occasions.

Moreover, at the time of the Constitutional Convention, one of
the major preoccupations was how to liquidate the post-Revolu-
tionary War debts of the States. Certainly it would have been un-
thinkable to the Framers that the Federal Government itself would
systematically run at a deficit decade after decade. Indeed, the
Treasury did not begin to follow such a practice until the mid-
1930’s.

Second, critics will argue that the adoption of a balanced budget
amendment would not solve the deficit problem overnight. This is
absolutely correct. But it begs the issue. Serious supporters of the
amendment recognize that a phasing-in period of 5 or even 10
years would be required to reach an ultimate zero deficit. During
this interim period, however, budget makers would be constitu-
tionally disciplined to meet declining deficit targets in order to
reach a final balanced budget by the established deadline.

As pointed out by former Commerce Secretary Peter G. Peterson,
a leading spokesman for responsible budgeting, such “steady
progress toward eliminating the deficit will maintain investor con-
fidence, keep long-term interest rates headed down, and keep our
economy growing.”

Third, it will be argued that such an amendment would require
vast cuts in social services and entitlements or defense expendi-
tures. Not necessarily. True, these programs would have to be paid
for on a current basis rather than heaped on the backs of the suc-
ceeding generations. Certainly difficult choices would have to be
made about priorities and levels of program funding. But the very
purpose of the amendment is to discipline the executive and legis-
lative branches actually to debate these choices and not to propose
or perpetuate vast spending programs without providing the reve-
nues to fund them. The amendment would, in effect, make the
President and Congress fully accountable for their spending and
taxing decisions as they should be.

Fourth, critics will say that a balanced budget amendment would
prevent our hinder our capacity to respond to national defense or
economic emergencies. This concern is easy to counter. Clearly any
sensible amendment proposal would feature a safety valve provi-
sion to exempt deficits incurred in responding to such emergencies
requiring, for example, a three-fifths super majority in both houses
of Congress. Such action should, of course, be based on a finding
that such an emergency actually exists.

Fifth, it will be said that a balanced budget amendment would
be more loophole than law and might easily be circumvented. The
experience of the States suggests otherwise. The balanced budget
requirements now in effect in all but one of the 50 States have
served them well.

Moreover, a constitutional line-item veto, similar to that avail-
able to 43 Governors, would assure that any specific congressional
overruns or loophole end runs could be dealt with by the President.
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The public’s outcry, the elective process, and the courts would also
provide backup restraint to any tendency to simply ignore a con-
stitutional directive.

In the final analysis, most of the excuses raised for not enacting
a constitutional mandate to balance the budget rest on a stated or
implied preference for solving our deficit dilemma through the po-
litical process, that is to say, through responsible action by the
President and Congress. But that has been tried and found want-
ing again and again and again.

I pass no judgment on the specific proposals before this Congress
to effect such an amendment, but surely this country is ready for
a simple, direct, clear, and supreme directive that its elected offi-
cials fulfill their fiscal responsibilities. A constitutional amendment
is the only instrument that will meet this need effectively. Years
of experience at the State level argue persuasively in favor of such
a step. Years of debate have produced no persuasive arguments
against it.

And the stakes are high. Perhaps Thomas Jefferson put it best.
“To preserve our independence, we must not let our rulers load us
down with perpetual debt.”

That is the aim of a balanced budget amendment. Reform-mind-
ed Members of Congress should choose to support such an amend-
ment to our Constitution as a means of resolving future legislative
crises and ending credit card Government once and for all.

Such action would, as well, send a powerful message worldwide
that the United States is willing to take necessary steps to put its
fiscal house in order and strengthen our credibility in urging others
to do likewise.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Thornburgh follows:]



11

Testimony of Dick Thornburgh
Former Governor of Pennsylvania and Former Attorney General of the United States
Currently Counsel to K&L Gates LLP
On the Need for a Balanced Budget Amendment to the United States Constitution
Before the Judiciary Committee of
The United States House of Representatives
Tuesday, October 4, 2011
10:00 a.m.

Washington, DC

DC-9362823 v1



12

My advocacy of a balanced budget amendment to the United States Constitution goes
back over a thirty-year period, beginning during my two terms as governors of Pennsylvania.
Thus far, the results have not been encouraging, but I am comforted by the observation of
President Woodrow Wilson that “T would rather fail in a cause that will someday triumph, than
triumph in a cause that will someday fail.” Recent near train wrecks in the budgeting process
have brought this cause to the fore once again and [ am privileged to appear before this

Committee to make the case for this proposal and urge its enactment.

I have worked in the past with numerous leaders in both parties in this cause and I am
particularly proud of my partnership with such congressional leaders as Senators Orrin Hatch,
and the late Paul Simon and Governors Tom Carper, Evan Bayh, Mike Castle, Bill Clinton, Dick
Riley and Michael Dukakis and Congressman Joseph P. Kennedy II who have provided

leadership in this effort over the years.

From my stand point, I suggest that it is particularly significant to note that all but one of
the states have constitutional balanced budget requirements which, coupled with a line-item veto
and separate capital budgeting requirements (which differentiate investments from current outlays), have

been utilized by their governors and state legislatures throughout their histories. And they work.

1 know this because of my personal experience in Pennsylvania during the 1980s when we had
to cope with serious projected deficits and a national recession which threatened to obstruct our efforts
to revitalize and redirect our economy without the expenditure of vast amounts of revenue which we
simply did not possess. The discipline of our constitutional requirement to match revenues and
expenditures not only forced us to tend both these aspects of our budgets but eventually contributed to

an economic recovery which saw our state produce over 500,000 new jobs and our unemployment
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rate plummet from one of the ten highest in the nation when I was elected to one of the ten lowest
when | left office. Disciplined cost-cutting measures alone reduced expenditures by over $6 billion

during my eight years in office.

‘While I champion this cause, [ recognize that it is usefill, indeed necessary, to look at and
assess the arguments usually raised against a balanced-budget amendment to the federal

constitution.

First, it will be argued that the amendment would "clutter up" or trivialize our basic document
in a way contrary to the intention of the founding fathers. This is clearly wrong. The framers of the
Constitution contemplated that amendments would be necessary to keep it abreast of the times. It has, in

fact, already been amended on 27 occasions.

Moreover, at the time of the Constitutional Convention, one of the major preoccupations was
how to liquidate the post-Revolutionary War debts of the states. Certainly, it would have been
unthinkable to the framers that the federal government itself would systematically run at a deficit,

decade after decade. Indeed, the Treasury did not begin to follow such a practice until the mid-1930s.

Second, critics will argue that the adoption of a balanced-budget amendment would not solve the
deficit problem ovemight. This is absolutely correct, but begs the issue. Serious supporters of the
amendment recognize that a phasing-in period of five or ten years would be required to reach an ultimate

zero deficit.

During this interim period, however, budget makers would be constitutionally disciplined to meet

declining deficit targets in order to reach a final balanced budget by the established deadline.

As pointed out by former Commerce Secretary Peter G. Peterson, a leading spokesman for



14

responsible budgeting, such "steady progress toward eliminating the deficit will maintain investor confidence,

keep long term interest rates headed down, and keep our economy growing."

Third, it will be argued that such an amendment would require vast cuts in social services and
entitlements or defense expenditures. Not necessarily. True, these programs would have to be paid for
on a current basis rather than heaped on the backs of succeeding generations. Certainly, difficult choices
would have to be made about priorities and levels of program funding, But the very purpose of the
amendment is to discipline the executive and legislative branches actually to debare these choices and not to

propose ar perpetuate vast spending programs without providing the reverues to fund them.

The amendment would, in effect, make the president and congress fully accountable for

their spending and taxing decisions, as they should be.

Fourth, critics will say that a balanced budget amendment would prevent or hinder our capacity
torespond to national defense or economic emergencies. This concem is easy to counter. Clearly, ary
sensible amendment proposal would feature a "safety valve" provision to exempt deficits incurred n
responding to such emergencies, requiring, for example, a three-fifths "super majority" in both houses
of congress. Such action should, of course, be based on a finding that such an emergency actually

exists.

Fifth, it will be said that a balanced-budget amendment would be "more loophole than law" and
might be easily circumvented. The experience of the states suggests otherwise. The balanced-budget

requirements now in effect in all but one of the fifty states have served them well.

Moreover, aconstitutional line-item veto, similar to that available to 43 govemors, would

assure that any specific congressional overruns (or loophole end-runs) could be dealt with by the
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president. The public's outcry, the elective process and the courts would also provide backup

restraint on any tendency to simply ignore a constitutional directive.

In the final analysis, most of the excuses raised for not enacting a constitutional mandate to balance
the budget rest on a stated or implied preference for solving our deficit dilemma through the “political

process” —that is to say, through responsible action by the president and congress.
But that has been tried and found wanting, again and again and again.

I pass no judgment on the specific proposals before this Congress to effect such an
amendment but, surely, this country is ready for a simple, clear and supreme directive that its elected
officials fulfill their fiscal responsibilities. A constitutional amendment is the only instrument that will
meet this need effectively. Years of experience at the state level argue persuasively in favor of such a

step. Years of debate have produced no persuasive arguments against it.
And the stakes are high. Perhaps Thomas Jefferson put it best:

"To preserve our independence, we must not let our rulers load us down with

perpetual debt.”

That is the aim of a balanced budget amendment. Reform-minded
members of Congress should choose to support such an amendment to our
Constitution as a means of resolving future legislative crises and ending "credit

card" government once and for all.

Such action would as well send a powerful message world-wide that the

United States is willing to take necessary steps to put its house in order.

Mr. SMmITH. Thank you, Governor Thornburgh.
Dr. Holtz-Eakin?
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TESTIMONY OF DOUGLAS HOLTZ-EAKIN,
AMERICAN ACTION FORUM

Mr. HovLTZ-EAKIN. Thank you, Mr. Chairman, Ranking Member
Conyers, and Members of the Committee. It is a privilege to be
here today.

You have my written statement. Let me make five simple points
about this issue.

Point number one is that the United States faces an enormous
debt crisis. And I won’t belabor that. It threatens our economy and
our legacy to the next generations and it has to be dealt with.

A second point is that the U.S. Federal budgeting process will be
radically improved by the adoption of some sort of fiscal rule, a tar-
get, whether it be a spending limit or a debt-to-GDP ratio, or some-
thing which would impose a coherence on the budget process, force
the kinds of tradeoffs that have to be made among different ele-
ments of the spending and taxes. And those fiscal rules have prov-
en to be valuable in other countries that have faced exactly the
same kind of growth in debt problems the U.S. has.

The characteristics of those rules are that they should be large
enough to be effective. Small rules are not going to help us in this
situation. They should be easily linked to whatever actions Con-
gress takes on tax and spending policy, and they need to be trans-
parent and well understood by the public so that they can buy into
their execution.

Point number three is that the balanced budget amendment is
exactly such a rule. It is a target for fiscal policy that is linked di-
rectly to the actions of the Congress, and it is transparent and eas-
ily understood by the public.

It has one key difference from other fiscal rules, including those
we have tried in the United States, and that is it precludes a fu-
ture Congress from reneging on their commitment that it has made
and that is the dominant characteristic of past fiscal rules, whether
it is Gramm-Rudman or PAYGO rules or whatever they may be.
Future Congresses have always found a way to get around them.
Thisldwould impose a level of discipline even higher than those
would.

The fourth point is that your typical balanced budget amendment
includes more than just balancing the budget. Often it will include
provisions for waivers in the event of military conflict, economic
distress, or other circumstances. Often it will include provisions for
limiting the size of the Government because there is nothing inher-
ent about a balanced budget amendment that constrains Govern-
ment to a size that is not economically damaging. And so in think-
ing about this, it is important to think about the other characteris-
tics you want to embody in the balanced budget amendment.

And then the last point I would like to make, before we turn to
the questions, is that this issue of getting from where we are now,
a deficit of a trillion and a half, a gross debt-to-GDP ratio of over
90 percent, which puts us in the historic danger zone for a higher
probability of sovereign debt crisis, paying a growth penalty of
probably 1 percentage point per year based on the evidence, getting
from that to a balanced budget is often thrown up as a hurdle. And
I think that makes two mistakes.
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Mistake number one is that during the period in which any such
amendment would be ratified, there would be clear pressure on a
Congress and Administration to start getting its budget in order so
that if it were ratified, it would balance upon becoming an element
of the Constitution.

And the second thing that would happen during that period is
that the public would, by definition, have to buy into the idea that
this is good public policy and it wishes its Government to be con-
strained in this way. If it does not buy in, it won’t get ratified, and
there is no rule that will be successful without the support broadly
of the populace.

And so I am pleased to have a chance to discuss this issue today
and I look forward to answering your questions.

[The prepared statement of Mr. Holtz-Eakin follows:]
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Introduction

Chairman Smith, Ranking Member Conyers and members of the Committee, [ am
pleased to have the opportunity to appear today. In this testimony, [ wish to make
four basic points:

e The U.S. faces a dramatic threat from the current and projected levels of
federal debt,

e The adoption of a “fiscal rule” would be a valuable step toward budgetary
practice that would address this threat and preclude its recurrence,

e Abalanced budget amendment to the U.S. Constitution is one such fiscal rule;
one whose very nature would render it an effective fiscal constraint immune
from the forces that have generated a history of Congresses reneging on
budgetary targets, and

e Recent incarnations of a balanced budget amendment contain provisions that
address some traditional concerns regarding balanced budget requirements.

[ will pursue each in additional detail.
The Threat from Federal Debt

The federal government faces enormous budgetary difficulties, largely due to long-
term pension, health, and other spending promises coupled with recent
programmatic expansions. The core, long-term issue has been outlined in
successive versions of the Congressional Budget Office’s (CBO’s) Long-Term Budget
Outlook!. In broad terms, over the next 30 years, the inexorable dynamics of current
law will raise federal outlays from an historic norm of about 20 percent of Gross
Domestic Product (GDP) to anywhere from 30 to 40 percent of GDP. Any attempt to
keep taxes at their post-war norm of 18 percent of GDP will generate an
unmanageable federal debt spiral.

This depiction of the federal budgetary future and its diagnosis and prescription has
all remained unchanged for at least a decade. Despite this, action (in the right
direction) has yet to be seen.

Those were the good old days. In the past several years, the outlook has worsened
significantly.

1 Congressional Budget Office. 2011. The Long-Term Budget Qutiook Pub. No. 4277,
higy//www.ehogov/fipdocs /12 2xx/docl12212/06-21-Long-Term_Budget Quilock.pdl
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Over the next ten years, according to the Congressional Budget Office’s (CBO’s)
analysis of the President's Budgetary Proposals for Fiscal Year 20122, the deficit will
never fall below $750 billion. Ten years from now, in 2021, the deficit will be 4.9
percent of GDP, roughly $1.2 trillion, of which over $900 billion will be devoted to
servicing debt on previous borrowing. As a result of the spending binge, in 2021
debt in the hands of the public will have more than doubled from its 2008 level to 90
(87.4) percent of GDP and will continue its upward trajectory.

Clearly, the passage of the Budget Control Act of 2011, its embodied caps on
discretionary spending, and the formation of the Joint Select Committee on Deficit
Reduction represents a commitment to move the nation’s finances in a better
direction. Nothing could be more important.

The “Bad News” Future under Massive Debt Accumulation. A United States fiscal
crisis is now a threatening reality. It wasn't always so, even though - as noted above
- the Congressional Budget Office has long published a pessimistic Long-Term
Budget Outlook. Despite these gloomy forecasts, nobody seemed to care. Bond
markets were quiescent. Voters were indifferent. And politicians were positively in
denial that the “spend now, worry later” era would ever end.

Those days have passed. Now Greece, Italy, Portugal, Spain, Ireland, and even
Britain are under the scrutiny of skeptical financial markets. And there are signs
that the U.S. is next — as witnessed by the decision of S&P to downgrade the federal
credit rating. The federal government ran a fiscal 2010 deficit of $1.3 trillion -
nearly 9 percent of GDP, as spending reached nearly 24 percent of GDP and receipts
fell below 15 percent of GDP.

What happened? First, the U.S. frittered away its lead time. It was widely
recognized that the crunch would only arrive when the baby boomers began to
retire. Guess what? The very first official baby boomer already chose to retire early
atage 62, and the number of retirees will rise as the years progress. Crunch time
has arrived and nothing was done in the interim to solve the basic spending
problem - indeed the passage of the Medicare prescription drug bill in 2003 made it
worse.

Second, the events of the financial crisis and recession used up the federal
government'’s cushion. In 2008, debt outstanding was only 40 percent of GDP.
Already it is over 60 percent and rising rapidly.

Third, active steps continue to make the problem worse. The Affordable Care Act
“reform” adds two new entitlement programs for insurance subsidies and long-term

< Congressional Budget Office. 2011. An Analysis of the President’s Budgetary Proposals for Fiscal Year 2012. Pub. No. 4258.
hiip://www.cho.gav/fpdocs /12 1xx /dne12130/04-15-AnalysisPresidentsBudgel.pdl
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care insurance without fixing the existing problems in Social Security, Medicare, and
Medicaid.

Financial markets no longer can comfort themselves with the fact that the United
States has time and flexibility to get its fiscal act together. Time passed, wiggle room
vanished, and the only actions taken thus far have made matters worse.

As noted above, in 2021 debt in the hands of the public will have more than doubled
from its 2008 level to 90 (87.4) percent of GDP and will continue its upward
trajectory. Traditionally, a debt-to-GDP ratio of 90 percent or more is associated
with the risk of a sovereign debt crisis.

[ndeed, there are warning signs even before the debt rises to those levels. As
outlined in a report3, the credit rating agency Moody’s looks at the fraction of federal
revenues dedicated to paying interest as a key metric for retaining a triple-A rating.
Specifically, the large, creditworthy sovereign borrowers are expected to devote less
than 10 percent of their revenues to paying interest. Moody’s grants the U.S. extra
wiggle room based on its judgment that the U.S. has a strong ability to repair its
condition after a bad shock. The upshot: no downgrade until interest equals 14
percent of revenues.

This is small comfort as the 2012 Obama Administration budget targets 2015 as the
year when the federal government crosses the threshold and reaches 14.2 percent.
Moreover, the plan is not merely to flirt with a modest deterioration in credit-
worthiness. In 2021, the ratio reaches 20.3 percent.

Perhaps even more troubling, much of this borrowing comes from international
lending sources, including sovereign lenders like China that do not share our core
values.

For Main Street America, the “bad news” version of the fiscal crisis occurs when
international lenders revolt over the outlook for debt and cut off U.S. access to
international credit. In an eerie reprise of the recent financial crisis, the credit
freeze would drag down business activity and household spending. The resulting
deep recession would be exacerbated by the inability of the federal government’s
automatic stabilizers - unemployment insurance, lower taxes, etc. - to operate
freely.

Worse, the crisis would arrive without the U.S. having fixed the fundamental
problems. Getting spending under control in a crisis will be much more painful than
a thoughtful, pro-active approach. In a crisis, there will be a greater pressure to
resort to damaging tax increases. The upshot will be a threat to the ability of the

* Moody's determines debt reversibility from a ratio of interest payments to revenuc on a basc of 10 percent. Wider margins
are awarded to various governments to indicate the additional “benefit of the doubt” Moody's awards. The US finds itself on
the upper end at 14 percent. The ratios are “illustrative and are not hard triggers for rating decisions.” See: Aaa Sovereign
Monitor Quarterly Monitor No. 3. Moady's Investor Service. March 2010,
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United States to bequeath to future generations a standard of living greater than
experienced at the present.

Future generations will find their freedoms diminished as well. The ability of the
United States to project its values around the globe is fundamentally dependent
upon its large, robust economy. Its diminished state will have security
repercussions, as will the need to negotiate with less-than-friendly international
lenders.

The “Good News" Future under Massive Debt Accumulation. Some will argue that it is
unrealistic to anticipate a cataclysmic financial market upheaval for the United
States. Perhaps so. But an alternative future that simply skirts the major crisis
would likely entail piecemeal revenue increases and spending cuts - just enough to
keep an explosion from occurring. Under this “good news” version, the debt would
continue to edge northward - perhaps at times slowed by modest and ineffectual
“reforms” - and borrowing costs in the United States would remain elevated.

Profitable innovation and investment will flow elsewhere in the global economy. As
U.S. productivity growth suffers, wage growth stagnates, and standards of living
stall. With little economic advancement prior to tax, and a very large tax burden
from the debt, the next generation will inherit a standard of living inferior to that
bequeathed to this one.

The Value of Fiscal Rules

At present, the federal government does not have a fiscal “policy.” Instead, it has
fiscal “outcomes”. The House and Senate do not reliably agree on a budget
resolution. Annual appropriations reflect the contemporaneous politics of
conference committee compromise, and White House negotiation. Often, the annual
appropriations process is in whole or part replaced with a continuing resolution.
Annual discretionary spending is not coordinated in any way with the outlays from
mandatory spending programs operating on autopilot. And nothing annually
constrains overall spending to have any relationship to the fees and tax receipts
flowing into the U.S. Treasury. The fiscal outcome is whatever it turns out to be -
usually bad - and certainly not a policy choice.

[ believe that it would be tremendously valuable for the federal government to
adopt a fiscal rule. Such a rule could take the form of an overall cap on federal
spending (perhaps as a share of gross domestic product (GDP)), a limit on the ratio
of federal debt in the hands of the public relative to GDP, a balanced budget
requirement, or many others. Committing to a fiscal rule would force the current,
disjointed appropriations, mandatory spending, and tax decisions to fit coherently
within the adopted fiscal rule. Accordingly, it would force lawmakers to make tough
tradeoffs, especially across categories of spending.
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Most importantly, it would give Congress a way to say “no.” Spending proposals
would not simply have to be good ideas. They would have to be good enough to
merit cutting other spending programs or using taxes to dragoon resources from the
private sector. Congress would more easily be able to say, “not good enough, sorry.”

What should one look for in picking a fiscal rule? First, it should work; that is, it
should help solve the problem of a threatening debt. A fiscal rule like PAYGO at best
stops further deterioration of the fiscal outlook and does not help to solve the
problem.

Second, it is important that there be a direct link between policymaker actions and
the fiscal rule outcome.

Finally, the fiscal rule should be transparent so that the public and policymakers
alike have a clear understanding of how it works. This is a strike against a rule like
the ratio of debt-to-GDP. The public has only the weakest grip on the concept of
federal debt in the hands of the public, certainly does not understand how GDP is
produced and measured, and (God help us) may not be able to divide. Without
transparency and understanding, public support for the fiscal rule will be too weak
for it to survive.

As documented by the Pew-Peterson Commission on Budget Reform* other
countries have benefitted from adopting fiscal rules. The Dutch government
established separate caps on expenditures for health care, social security and the
labor market. There are also subcaps within the core sectors.

Sweden reacted to a recession and fiscal crisis by adopting an expenditure ceiling
and a target for the overall government surplus (averaged over the business cycle).
Later (in 2000) a balanced budget requirement was introduced for local
governments. Finally, in 2003 the public supported a constitutional amendment to
limit annual federal government spending to avoid perennial deficits.

Alesson is that, no matter which rule is adopted, it will rise or fall based on political
will to use it and the public’s support for its consequences.

A Balanced Budget Amendment

[n this consequence, how should one think of proposals to amend the Constitution of
the United States to require a balanced federal budget? (See the Appendix for
features of leading balanced budget proposals in the House and Senate.) It would
clearly be quite significant. Despite the good intentions of the Budget Control Act of
2011, there is little indication that the resultant savings will do anything but delay
the fiscal threats outlined above. Absent significant fiscal reform, these challenges
will continue to evolve from pressing to irreversible. The distinguishing
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characteristics of a Constitutional amendment to address these challenges make ita
far more robust tool in this endeavor.

First, fiscal constraints, in the form of spending caps, triggers, and other like devices
are laudable, but fall short of Constitutional amendment in their efficacy as a fiscal
rule similar to those pursued by nations such as the Netherlands and Sweden. A
Constitutional amendment, by design, is (effectively) permanent, and therefore
persistent, even if bypassed in certain exigent circumstances, in its effect on U.S.
fiscal policy. Fiscal rules should allow policy figures to say “no.” A Constitutional
amendment will not only allow that, but given the gravity inherentina
Constitutional amendment, hopefully dissuade contemplation of legislative end-
arounds that other rule might invite.

Second, there is a clear link between Congressional actions - cutting spending,
raising taxes - and the adherence to a balanced budget amendment. Of course,
Congressional action is not all that determines annual expenditures and receipts.

Military conflicts and other such contingencies can incur costs without advance
Congressional action, while economic conditions can effect spending, such as with
unemployment insurance and other assistance programs, and tax revenues.
However, these fluctuations are ultimately not the driving force between the U.S.
fiscal imbalance. Indeed, in a world with stable tax revenue and without frequent
military contingencies, the U.S. would still be headed towards fiscal crisis. Rather,
enacted spending and tax policy largely set forth the U.S. fiscal path that must be
altered to avert a fiscal crisis. A meaningful constraint on these factors would
confront policymakers with the necessity to alter those polices, and as discussed
above, to make the choices and tradeoffs needed to shore up the nation’s finances.
Tying those choices to an immutable standard, in the form of a Constitutional
amendment would facilitate that process.

A third facet of a Constitutional amendment that augurs well for its efficacy is the
ratification process itself. This is a process that takes years. While the two-century
long ratification of the 27th amendment may be an extreme example, suffice it to say
successful ratification of a Constitutional amendment requires acceptance at many
levels of public engagement. For the purpose of constraining federal finances, this is
beneficial, as it necessarily requires public “buy-in.” Without question, the changes
needed to address federal spending policy will be difficult. Any process that engages
the public, and by necessity, requires public complicity to be successful will ease the
process of enacting otherwise difficult fiscal changes.

Lastly, the very nature of a Constitutional amendment shields it from the annual, or
perhaps more frequent, vicissitudes of federal policymaking. [t cannotbe revised,
modified, or otherwise ignored in the fashion of the many checks on fiscal policy
enacted or attributable to the Congressional Budget Act of 1974 or its successors.
Congress cannot renege on its obligations with such an amendment in place. While
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unquestionably a constraint on Congress, as a parameter of federal policymaking it
would be one by which all must abide.

Auxiliary Features of a Balanced Budget Proposal

As noted above, a balanced budget amendment to the Constitution has several
unique characteristics that distinguish it as an effective fiscal rule. However, not all
balanced budget amendments are created equal. Balanced budget amendments can
differ significantly, with considerable variation in the consequence of their design.

While largely the result of choices by policymakers, the U.S. fiscal situation is, and
will be in the future, shaped in some way by forces outside of the legislative process,
such as war, calamity, of economic distress. Critical to an effective balanced budget
amendment is the acknowledgment of this reality with a mechanism for adjusting to
these forces without undermining the goal of the amendment to constrain fiscal
policy. The abuse of emergency designations in legislation to get around budget
enforcement is an example of what can happen when the goal of constraining fiscal
policy is subordinated to flexibility in the face of some crisis, real or otherwise.
Stringent accountability, such as the requirement of supermajority, affirmative
votes can mitigate this problem.

Past iterations of balanced budget amendments have legitimately raised questions
as to their capacity to limit the scale of the federal government. There is nothing
inherent in a balanced budget amendment to limit federal spending beyond the
belief that at some point, the tax burden necessary to balance the expenditure of a
large federal government ultimately reaches an intolerable level. But there is
nothing about a balanced budget amendment alone that precludes reaching tax and
spending levels just approaching that tipping point, which is far from desirable
policy. Accordingly recent examples of balanced budget amendments seek to
staunch the accumulation of debt, which is ensured by balance, while also limiting
the spending to the historical norm. Likewise, recent examples of balanced budget
amendments, including the one passed out of this committee limit the Congress's
ability to raise taxes. In each case these limitations can be waived by supermajority
votes. These are sound approaches that address concerns that a requirement to be
in balance will add tax policy to the share of fiscal policy already on autopilot.

The last issue of concern, but with a less obvious remedy relates to enforcement. It
is not obvious in any of the extent amendments what would occur if the
requirements of the amendment were viclated. The enforcement mechanism for
these requirements arguably may not exist, and may not exist until tested after the
ratification of a balanced budget amendment. The various waivers provide
Congressional allowances for specific overages as a means of establishing
compliance should U.S. finances fail to balance or exceed certain limits assuming one
of the proposed amendments is successfully ratified. The provision in the Senate
balanced budget amendment prohibiting courts from raising revenues in the event
of a “breach” entertains the possibility that the U.S. may indeed find itself in an ex
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post violation of a balanced budget amendment. That suggests that irrespective of
the waiver provisions, there is nothing within the amendment itself that addresses
enforcement, whether by sequestration or some other means. While many
ciriticisms of past approaches to balanced budget amendments have been
meaningfully addressed in recent efforts, the question of enforcement remains a
challenge that should be thoughtfully considered.

Thank you for the opportunity to appear today. [look forward to answering any
questions the Committee may have.
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Appendix
House and Senate Balanced Budget Amendments

HOUSE:

H.J.RES.1

Sponsor: Rep Goodlatte, Bob
Cosponsors (133)

Requirements:
1.) Outlays and Receipts: Outlays must not exceed receipts.
2.) Spending Limit: Outlays must not exceed 18 percent of “economic output.”
3.) President’s Budget: Must submit a balanced budget.
4.) Debt Limit: The debt limit may not be raised without 3 /5 of both chambers.
5.) Revenues: Bills to increase revenue cannot be enacted without 2/3 of both
chambers.

Waivers:

1.) War: All provisions may be waived for any fiscal year if a declaration of war
isin effect, or if the U.S. is in a military conflict of an imminent and serious
nature and declared by a majority of both chambers.

2.) Spending Waiver: The balance requirement can be waived by a 3/5 vote
providing a specific excess of outlays, while the 18 percent of GDP provision
can be waived by a 2/3 vote providing for a specific excess of outlays.

Timeline:
1.) Ratification: State must ratify within 7 years after passage.
2.) Implementation: Two years after ratification prior to 2017, one year
thereafter.

SENATE:

S.J.RES.23

Sponsor: Sen McConnell, Mitch
Cosponsors (46)

Requirements:

1.) Outlays and Receipts: Outlays must not exceed receipts.

2.) Spending Limit: Outlays must not exceed 18 percent of GDP for the calendar
year ending before the beginning of the fiscal year. Note, this has the effect of
limiting outlays below 18 percent because of the lagged periods.

3.) President’s Budget: Must submit a balanced budget and outlays must not
exceed 18 percent of GDP for the calendar year ending before the beginning
of the fiscal year. This also has the lag issue built into it.

4.) Debt Limit: The debt limit may not be raised without 3/5 of both chambers.

5.) Revenues: Bills to increase revenue, impose a new tax, or increase the
statutory rate of any tax cannot be enacted without 2/3 of both chambers.

n
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1.) War: All requirements, except those pertaining to revenue bills, may be
waived for any fiscal year if a declaration of war is in effect, and a majority
provides for the specific excess by vote. These same provisions may also be
waived if the U.S. is in a military conflict of an imminent and serious nature
with the excess provided for by a vote of 3/5 of both chambers.

2.) Spending Waiver: The balance requirement can be waived by a 2/3 vote
providing a specific excess of outlays, while the 18 percent of GDP provision
can be waived by a 2/3 vote providing for a specific excess of outlays.

Misc:

1.) No court may order a revenue increase to enforce this amendment.

Timeline:

1.) Implementation: 5% fiscal year after ratification.

Balance
Requirement
Outlays

Contingencies

Revenue

Courts

President's Budget

Debt Limit

Timeline

Key Distinctions

House

Waived with 3/5
vote

18 percent of GDP,
waived by 2/3

All provisions can
be waived by
declaration of war
or designated
conflict by a
majority

No bills that
increase revenues

without a 2/3 vote.

No provision

Must be balanced,
no spending limit

Increase with 3/5
vote

2 years after
ratification limited
to 7 years

11

Senate
Waived with 2/3 vote

18 percent of GDP lagged, waived
by 2/3

Waivers granted for declared war,
except for revenue measures, or
designated conflict by 3/5 vote.

No bills increasing revenue,
adding a new tax, or increasing
rates without a 2/3 vote.

Court may not increase revenue.

Must be balanced, spending limit
(18%)

Increase with 3/5 vote

5th fiscal year after ratification
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Mr. SMITH. Thank you, Dr. Holtz-Eakin.
And Professor Joyce?

TESTIMONY OF PHILIP G. JOYCE, UNIVERSITY OF MARYLAND

Mr. JoycE. Thank you, Chairman Smith, Ranking Member Con-
yers, Members of the Committee. I appreciate the opportunity to
testify today.

I have to make it clear up front that I agree with any of you who
say and all of my colleagues who say that the Federal debt is
unsustainable and needs to be reduced. In fact, if the Super Com-
mittee decided to go much further than $1.5 trillion, I would cheer.

I am sympathetic to the frustration that leads people to believe
that the balanced budget amendment will be the long-awaited sil-
ver bullet that leads to fiscally responsible budgeting. I am for fis-
cally responsible budgeting, but I strongly disagree with the notion
that amending the Constitution will get us there.

I want to stress just a few points from my testimony.

The first one is that evidence accumulated over decades indicates
that budget process rules are effective at forcing already past pol-
icy. They are not effective at enforcing future policymakers to make
choices that they don’t want to make. The Gramm-Rudman-Hol-
lings legislation in the 1980’s was aborted when the President and
the Congress appeared to meet the projected deficit targets through
optimistic forecasts. The Budget Enforcement Act process of the
1990’s with caps and PAYGO worked as long as there was con-
sensus around reducing the debt. Put simply, there never has been
a budget rule that the Congress and the President could not figure
out a way to get around if they wanted to.

The balanced budget amendment just puts Gramm-Rudman in
different clothes by enshrining a deficit target in the Constitution.
Promising balanced budgets later because the Constitution is going
to make them happen will likely have little positive consequence.

Second, a balanced budget amendment would not be self-enforc-
ing. Implementing legislation would need to address many tech-
nical details. Lots of terms in the amendment are subject to inter-
pretation and re-interpretation, definition, and re-definition. Actu-
ally achieving a balanced budget would involve making hard
choices, the kind that the Super Committee is dealing with now.
These would mean increasing taxes and reducing spending. En-
forcement mechanisms would need to be developed. The inability to
agree on these policy changes and sanctions is the problem we have
today. The balanced budget amendment is a distraction from solv-
ing that problem.

Third, analogies between the Federal budget and budgets of fam-
ilies, corporations, and State and local governments in my view are
misguided. First, there is the very real issue of the different role
that the Federal Government has to provide for economic stabiliza-
tion. It is useful to ask what the States would have done if they
had been left on their own and perhaps even had Federal funding
reduced during the recent recession.

Beyond this, however, is the simple fact that none of these enti-
ties actually balance their budgets. State and local governments,
for example, borrow lots of money financed through separate cap-
ital budgets. I have worked in State budget offices and I still study
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State budgeting, and I can tell you that States do not balance their
operating budgets primarily because their constitutions tell them
to. Budgeting at the State and local level is much more heavily in-
fluenced by the effect that irresponsible decisions would have on
bond ratings and therefore future borrowing costs.

My final point is that versions of the balanced budget amend-
ment that attempt to limit Federal spending as a percentage of the
economy are problematic for two reasons.

First, any future Congress should be able to make the choices
that it wants to. A spending level such as 18 percent of GDP would
establish a ceiling that is substantially below the 40-year historical
average, which is almost 21 percent of GDP, and doesn’t recognize
the effect that demographics will have on future costs for entitle-
ment programs. Making it substantially more difficult to raise
taxes takes a very important tool for balancing the budget off of the
table when we need all the tools that we could possibly get at this
point given the magnitude of the problem.

Second, even attempts to live within the spending limit would in-
vite in my view a number of strategies or gimmicks to get around
that limitation. I listed a number of these in my testimony, but
perhaps the clearest one is that a spending limit would increase
the incentives to provide expensive and inefficient benefits through
the tax code. That is, we would see an increase in tax earmarks
and tax expenditures.

To conclude then a constitutional amendment will neither ad-
dress the current debt problem nor keep the problem from return-
ing. In 1992 testimony before the House Budget Committee, then
CBO Director Robert Reischauer argued that it was a “cruel hoax
to suggest to the American public that one more procedural prom-
ise in the form of a constitutional amendment is going to get the
job done.” T agree. History demonstrates that if Congress and the
President want to get around any rules, ev