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The balanced budget amendment (H.J. Res. 1) approved by the House Committee on the
Judiciary along party lines' would amend the Constitution to require that federal spending in any
fiscal year not exceed revenues collected in that fiscal year unless three-fifths of membersin
each chamber of Congress agree to additional spending. In addition, it would require a two-
thirds vote in each chamber to approve any federal spending above 18 percent of “economic
output” (gross domestic product, GDP)? — alevel not seen for about 50 years.®> Third, it would
require atwo-thirds vote in both houses to raise revenues.

The regquirement of an annual balanced budget, regardless of the state of the economy, would
force the federal government to take steps that would weaken the economy, turning downturns
into recessions and making recessions worse.* The 18 percent spending cap would force even
deeper cutsto Medicare, Medicaid, and many other critical programs than in the House-passed
Ryan budget.”> At the same time, the supermajority required for any tax increase would shield
tax breaks for the very rich and corporations that are amajor cause of growing deficits and debt.°

Although policy makers of both parties have promised to protect Socia Security benefits for
current beneficiaries and near retirees, H.J. Res. 1 would pose an immediate threat to the Socia
Security benefits Americans have worked for and are counting on — despite Social Security’s
dedicated revenues and ample reserves.

Social Security isa self-financed social insurance program with a $2.6 trillion Trust Fund.

Social Security isasocia insurance program financed primarily by the payroll tax contributions
of covered workers and their employers. The surplus contributions of workers and employersto
Social Security are invested by the Social Security Trust Fund in interest-bearing U.S. Treasury
bonds. These contributions built up a Trust Fund of $2.6 trillion by the end of 2010, and the
Trust Fund is expected to grow to $3.7 trillion by the end of 2022. The Socia Security Board of
Trustees estimates that with its dedicated revenues and reserves, Social Security can pay 100
percent of promised benefits until 2036 and 77 percent of benefits after that.’

Because of its self-financing nature, current budget rules treat the Social Security program as
“off-budget,” and Socia Security has been exempted from past budget enforcement rules.® But
these statutory rules would be superseded by the language of a constitutional amendment like
H.J. Res. 1.

H.J. Res. 1 would treat Social Security revenues and benefitslike other gover nment
revenues and spending.

H.J. Res. 1 requiresthat “total outlaysfor any fiscal year shall not exceed total receipts for that
fiscal year.” It defines“total receipts’ as“all [federal government] receipts...except those
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derived from borrowing,” and “total outlays’ as*“all [federal government] outlays...except those

for repayment of debt principal.

"9 Similar or identical language in earlier proposals consistently

has been interpreted to encompass Socia Security revenues and benefits,'® and the report from
the House Committee on the Judiciary affirms that the Committee rejected minority amendments
that would have “limit[ed] the application of balanced budget principlesto Social Security,
Medicare, or other government benefit programs.”**

Social Security would be subject to cutsunder H.J. Res. 1.

H.J. Res. 1 rewrites the Constitution to authorize a raid on the Social Security Trust
Fund. Asnoted above, Socia Security historically has been deemed off-budget, but H.J.
Res 1 would override longstanding protections and require Social Security benefits and
revenues to be counted with total government outlays and receipts. Because H.J. Res. 1
requires all spending to be offset by tax revenues collected in the same year, if tota
government spending exceeded total revenue in any year, Social Security benefit
payments would be included among the outlays that could be subject to cuts to reduce the
deficit — even if the balance in the Social Security Trust Fund considered separately were
more than sufficient to pay current benefits (asit is expected to be until 2036). In fact,
the amendment would generally bar Social Security from drawing on its Trust Fund
reserves to pay promised benefits unless the rest of the federal budget ran an offsetting
surplus (or the House and Senate each garnered the supermajority necessary to permit
deficit spending).*

Thetimeline for implementing the balanced budget and spending limit requirementsin
H.J. Res. 1 would likely force major cutsto Social Security —and soon. H.J. Res. 1
limits annual federal spending to 18 percent of GDP, alevel not seen since the 1960s.*®
This limit would go into effect, and the budget would have to be balanced, as early as
fiscal year 2018.* Asaresult, the cuts required to comply with the amendment would be
even more drastic than those proposed in the fiscal year 2012 budget introduced by
House Budget Committee Chairman Paul Ryan (R-WI) and passed by the House, as
Chairman Ryan’s plan would not bring the budget into balance until sometime in the
2030s and would not reduce spending below 18 percent of GDP until after 2040.%

Rather, the cuts necessitated by H.J. Res. 1 would likely resemble those in the Republican
Study Committee (RSC) budget plan, which proposes to limit spending to 18 percent of
GDP by 2017 and balance the budget by 2020.*° To reach these extreme goals, the RSC
plan would:

o dlashtotal funding for non-defense discretionary programs by approximately 70
percent in 2021;*

o cut funding for Medicaid, the Supplemental Security Income program and the
Supplementa Nutrition Assistance Program in half during the same time frame;*®

0 convert Medicareinto avoucher program while raising the eligibility age to 67
for anyone born in 1963 or later — much like the proposal in Chairman Ryan’s
plan, which would double out-of-pocket health care costs for atypical 65-year-old
Medicare beneficiary;'® and
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0 cut Social Security benefits for everyone currently under 60 by accelerating the
increase in the retirement age, which would be raised to 70 for those born in 1975
or later (representing anearly 20 percent cut in scheduled benefits).

Though Congress would not have to enact the specific policies outlined in the RSC plan, it
would be forced to make cuts very similar in scope to comply with H.J. Res. 1 —and if Congress
chose to enact smaller reductions in funding for some programs, cuts to Social Security could be
even larger. Increasing Socia Security revenues to avoid benefit cuts or otherwise strengthen
the program would not be an option because of the two-thirds vote required to do so (and
because revenues could not be dedicated to Social Security due to the elimination of the
program’ s of f-budget status).

Conclusion

At first blush, the balanced budget amendment sounds like a good idea to many who say, “ states
[with balanced budget amendments] have been able to prioritize their obligations and make
tough choices,”? or “[a] Balanced Budget Amendment will make Washington tighten its belt
like families do.”?* However, even states with their own balanced budget amendments only have
to balance their operating budgets, not their capital budgets, which fund projects like roads and
schools. States can borrow money and build up reserves to fund important investments — and so
can families, who might take out a mortgage to purchase a home or aloan to pay for college.

Moreover, both states and families would face greater challenges during recessions if the federal
government could not run adeficit. When the economy is weak, the expansion of federal
programs like extended unemployment benefits, Medicaid, and SNAP (food stamps) helps
struggling families, relieves pressure on state budgets, and boosts demand, hel ping the economy
recover. The federal government’s ability to quickly boost spending to respond to economic
downturns, natural disasters and other national emergenciesis often al that can prevent a serious
problem from becoming far worse.

While polls show that amajority of the public supports the general idea of a balanced budget
amendment, support quickly flips when the public understands the painful cuts that such an
amendment could require.”* Amending the Constitution to require strict adherence to an
arbitrary balanced budget requirement — especially with additional restrictions on spending and
raising revenues —is neither afair nor sensible way to run the federal government.
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