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The U.S. Debt Limit Debate:

Consequences of Global Spending Caps & Balanced Budget Amendments
By Cande Iveson, Federal Policy Consultant

On August 2™, the nation will reach its statutory “debt ceiling,” the amount of revenue the nation is
allowed to borrow to meet its current legal obligations. The U.S. Department of Treasury reports that if
Congress does not act to raise the debt ceiling by August 2™, the nation will be required to suspend a
variety of legally required payments, including those for Social Security, Medicare, military salaries,
payments on the national debt and more.' The failure of the U.S. to meet its obligations would be
unprecedented and could trigger a global financial crisis. In fact, since 1960 the Congress has consistently
acted to raise the debt ceiling, either temporarily or permanently, including 49 times under Republican
presidents aznd 29 times under Democratic presidents, because there is bipartisan agreement that the move
is essential.

However, some policy makers are proposing to use the looming debt ceiling deadline as an opportunity to
force inclusion of dangerous fiscal policy proposals in the debt ceiling legislation. These measures
include global spending caps and balanced budget amendments. Although they may sound reasonable on
the surface, they would have dramatic ramifications for critical federal services including Social Security,
Medicare and Medicaid.

While serious attention to stabilizing the national debt and reducing deficits is certainly merited, the
proposed global spending caps and balanced budget amendments would have severe long-term
consequences.

Background

A recent study by the National Academy of Sciences and the National Academy of Public Administration
evaluated a range of policy alternatives that would lead to a federal debt level of 60 percent of gross
domestic product (GDP), a level largely considered to be sustainable. The debt level in federal fiscal year
2010 was 62 percent.’
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At one extreme, the study relied almost solely on spending cuts

to reach the 60 percent target; at the other extreme, it relied - Rl :
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Global Spending Caps

Statutory limits, or “global spending caps,” are often proposed as a solution to deficit spending. These
caps, which are often based on historical expenditures, limit federal spending to a certain percentage of
GDP. By definition, a statutory cap limits the nation’s ability to respond in times of crisis or war, when
costs increase. They also limit the nation’s ability to adjust for changing circumstances or demographics.
Because the caps don’t allow for flexibility to address changing needs, they often increase risk.

In addition, most cap proposals ignore the option of raising revenues as a strategy for deficit reduction.
Instead they focus exclusively on cutting federal spending, requiring significant cuts to both discretionary

and entitlement programs.

Caps often fail to consider important contextual factors.

: : Figure 1:
For .exam'ple, the Corker—Mgngkﬂl proposal, 1n@oduced Medicare and Medicaid Expected to Rise Rapidly,
earlier this year, called for limiting federal spending to 20.6 Other Programs (Except Social Security) To Shrink,
percent of GDP. This spending limit was calculated based As Share of GDP
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e An increasing aging population, which will require
increased health care expenditures;

e Increased federal responsibilities and associated 10
costs, including those for homeland security,
prescription drug benefits, No Child Left Behind,
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e Substantially higher spending for the federal debt relative to previous decades.’

As context, House Budget Committee Chair Paul Ryan’s recent budget proposal included cuts that would
bring federal expenditures to around 20 percent of GDP.” Nearly two-thirds of the reductions in that
budget come from programs that serve low income families, including a $127 million reduction in
Supplemental Nutrition Assistance Program (SNAP) benefits over 10 years. Ryan also proposed a block
grant of Medicaid. If that block grant had been implemented in 2000, most states would have received 25
percent };ess in federal Medicaid funding by 2009; some states would have seen reductions of over 40
percent.

While the Corker-McCaskill proposal is given as one example of a cap’s potential impact, the Congress is
currently considering a variety of proposals, each with its own flaws. For example, some proposed caps
include automatic sequesters, or triggers, that would make automatic, across-the-board cuts in non-
defense, discretionary spending. This action would disproportionately harm programs that serve low-
income Americans. It also allows elected officials to avoid responsibility for budget cuts. Other versions
of the cap attempt to address the concerns about lost flexibility by adding time limits to the caps.
However, short-term limits, such as 2-3 year caps, may produce very limited savings. Each scenario
indicates that cap proposals are flawed, regardless of how the design may be tweaked.

Balanced Budget Amendments

Other policy makers are advocating a constitutional amendment requiring a balanced federal budget.
Because Balanced Budget Amendments are constitutional, they would be nearly impossible to adjust,
even if significant flaws are later identified.

Balanced Budget Amendments broadly require that spending occur in the same year that revenue is
generated. As a result, even past investments for specific budget areas such as Social Security benefits
could not be used as intended.

Balanced Budget Amendments also make no provisions for changes in the economy or times of war,
when spending would need to increase. Instead, during these times, policymakers would be forced to
either cut spending, raise taxes, or both just when the economy is weak or already in recession.

Some versions of the balanced budget amendment currently being proposed would require a 2/3 vote of
Congress to raise taxes, and set spending caps of 18 percent of GDP.

A Better Approach

There are better ways to address federal budgetary issues.

e A balanced approach. Any sound policy proposal for deficit reduction would require reductions
in the deficit that are evenly balanced between revenue increases and spending reductions,
including reductions on defense and non-defense spending.
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o Protection of low-income families. To date, budget proposals have largely focused on
mandatory cuts to non-defense, discretionary programs, which make up less than 14 percent of
the federal budget. These are the programs most likely to serve low-income families, including
Head Start and Low-Income Home Energy Assistance Program (LIHEAP). Protection of services
for low-income families has been included in all previous bipartisan deficit reduction plans.

Global spending caps and Balanced Budget Amendments will not solve the nation’s national debt, and are
likely to exacerbate struggles.

The Mission of the Missouri Budget Project is to advance public policies that improve economic
opportunities for all Missourians, particularly low and middle income families, by providing reliable
and objective research, analysis and advocacy. Contact the MBP through our website at
www.mobudget.org




