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WHERE WE ARE 

 

• We are in Chapter 4 of the textbook now. 

 

CURRENT EVENTS AND THOUGHTS 

 

Now that health care reform appears to be going nowhere and FEDERAL TAX CUTS are on the 

agenda, many of the DEFICIT HAWKS seem to not be even chirping.  

 

 I think that while tax cuts can have some positive economic impact, for the most part a 

tax cut has the effect of a spending increase on the deficit and the debt.  

 

 Major spending cuts are unlikely. The Republicans will not permit cuts in defense 

spending and the Democrats in Congress will resist major cuts in social spending. The result will 

be the failure to pass a budget and more continuing resolutions. (We may go through the 

“government shutdown” ritual again.)  

 

 (In my opinion) here is the predicament. This nation is a fragile combination of interests. 

It is largely held together largely through spending decisions. But when the national government 

does not have the money to do that, it borrows. It runs annual deficits and the debt continues to 

increase.  

 

 There is the natural tension between the rich and the poor. The rich resent taxation and 

the poor expect financial support.  

 

 But there are many other “fault lines” among Americans. There are deep divisions over 

social values.  

 

 I find the variations on the American flag a cause of concern. The blue and black flag is 

intended by some to be an expression of support for police services. But I wonder if it may also 

represent the American Militia Association. DEMOCRACY IS PRECIOUS AND FRAGILE. I 

am concerned about some of the means by which President Trump developed his base of 

support. I wonder if he will willingly give up the office of president in three or seven years, as 

have all other presidents in our history.  

 

 Unlike most other nations in economic distress, the American people are highly armed. If 

the fragments, it will not break apart quietly. I do not know that we have the “stomach” to put up 

with severe austerity measures, as the Greek people are going through.  

 

 I say these things because budgetary processes are one of the ways that Americans work 

through their differences and hold the union together. Budgeting is not a tea-room ritual. It is a 



high-stakes reality and may be ultimately about how lives and who dies. The words in the pledge 

of allegiance are significant. 

 

One nation, under God, indivisible, with liberty and justice for all. 

 

To me, the key word is “indivisible.” There are many strains on our remaining indivisible. It is 

not so much a breaking apart of the states that concerns me. Geographically, it would be difficult 

for Kansas to declare independence, for example. But it is the fragmentation of American society 

that concerns me. And it is the spirit of preparing to confront the military forces of the nation 

from within that concerns me.  

 

 Budgeting is not only about the tax policies and the allocation of available money. 

Meaningful, participatory budgeting is also about citizens hearing one another and finding 

common ground. When budgetary processes fail, I believe that reflects a broader breakdown in 

the fabric of society and the sustainability of democracy. These are serious and interesting times 

in which we live.  

 

Following the shooting in Los Vegas Jason Aldean appeared on Saturday Night Live and made 

this statement. 

 

“This week, we witnessed one of the worst tragedies in American history. Like everyone, I’m 

struggling to understand what happened that night and how to pick up the pieces and start to 

heal. So many people are hurting. There are children, parents, brothers, sisters, friends. They’re 

all part of our family. So I want to say to them, we hurt for you and we hurt with you. But you 

can be sure that we’re going to walk through these tough times together, every step of the way. 

Because when America is at its best, our bond and our spirit — it’s unbreakable.” 

 

He and others then performed “I Won’t Back Down,” the rock anthem that was a hit for Tom 

Petty.  

 

https://youtu.be/4RRCbVBCRBE 

 

The words, “I’ll stand my ground; Won’t be turned around; And I’ll keep this world from 

draggin’ me down; Gonna stand my ground.” can mean different things in the present context. 

 

They can be the sentiments of any particular group or they can be the sentiments of the whole in 

the face of so many particular interests. Is the strength of what unites us greater than the 

strengths of things that push us apart?  

 

Political scientist Robert Putnum wrote of the importance of SOCIAL CAPITAL. Social capital 

enables neighbors who may disagree with one another regarding specifics to meet at the fence 

and continue to be good neighbors.  

 

In the age of social media, social capital is shrinking. We are less likely to reconcile with our 

next door neighbors when we can swim in the company of like-minded people anywhere in 

cyberspace.  

https://youtu.be/4RRCbVBCRBE


PURETO RICO IN THE NEWS 

 

Puerto Rico has been in the news recently. I have asked you all to do some research regarding 

the following question in preparation for today’s class 

 

Where is Puerto Rico? 

 

What is the legal status of Puerto Rico? 

 

Why are municipal bonds of Puerto Rico attractive to investors? 

 

How deeply in debt is Puerto Rico? 

 

Are bonds bought and sold in the stock markets of the United States? 

 

What would it mean to forgive those bonds?  

 

Does the president of the United States have the power to "forgive" bonds? 

 

If the bond debts of Puerto Rico were erased somehow, how would investors react? Would 

investors continue to buy municipal bonds from Puerto Rico? 

 

What would it take to vitalize the economy of Puerto Rico? 

 

Is it likely that Congress would vote to pay off the debts of Puerto Rico and for the United States 

to borrow the money necessary to do so? 

 

Does all this have implications for Americans with managed retirement accounts? 

 

Do you think President Trump usually thinks deeply about the consequences of public policy 

decisions before speaking? Do his words have the power to move the stock markets and 

otherwise affect people's lives? 

 

CHAPTER 4 NOTES FROM LAST SEMESTER 

 

Relevant news report: 

 

http://in.reuters.com/article/2015/09/18/usa-illinois-budget-idINL1N11L1F720150918 

 

• Above. The state of Illinois was recently without a budget for three months.  

• Apparently the governor insisted on a balance budget and the legislature did not pass a 

balanced budget.  

• The deadline was July 1. 

• Apparently the state “self-insures” for the medial expenses of its employees.  

• Interests were suing in state courts for money they need. As a consequence, judges are 

were increasingly “running” the government by making budgetary decisions. 

http://in.reuters.com/article/2015/09/18/usa-illinois-budget-idINL1N11L1F720150918


• I wonder how many other states may get themselves into similar binds?. 

• I wonder if “self insurance” was in fact backed up with adequate financial reserves. 

 

I have tired to summarize the "generic" budget process for you in recent weeks, realizing that 

there are MANY governments in the United States and that budgetary processes differ among 

them. 

 

The fact is that PROCESSES SHAPE OUTCOMES. 

 

There are many different kinds of ACTORS in budgetary processes. 

 

“Where you sit largely determines where you stand.” – In other words, participants tend to favor 

particular changes in processes depending upon THE IMMEDIATE SITUATION and their 

perceived self interests.” 

 

But as they say, “What goes around comes around.” A change in process will not always favor 

those who originally advocated for it.” 

 

When advocating for a change in a budgetary process, it is probably (in the long run) better to 

advocate on principle rather than as a matter of getting the outcome you want "right now." 

 

Budgeting is a kind of TUG OF WAR among coalitions of interests that align at moments in 

time. Different actors are likely to support the same outcomes, each for their own reasons. 

 

The “teams” that are likely to be at odds with one another regarding a set of budgeting decisions 

include . . . 

 

• The executive branch vs. the legislative branch. 

• Agency representatives vs. either the executive branch or the legislative branch. 

• Interest groups vs. agency representatives. 

• Democrats vs. Republicans. 

• Among Republicans, the far right vs. other Republicans. 

• Those who take a short-term view of things vs. those who want to take a long-term view 

of things. 

• Different groups of staffers may “oppose” one another in the sense that they may “spin 

the data” to the advantage of the perspectives/values of whoever they work for. 

Technically, government employees are supposed to be politically neutral. But we are 

also supposed to be POLITICALLY ACCOUNTABLE. Otherwise, what would be the 

reason to have elections? I think the points is that "technicians" are not suppose to 

promote their own policy preferences, which is tempting when they hold (and may be 

able to withhold) important information. 

 

For example, (last point above), revenue estimates are important to budgetary processes because 

they may “define the ceiling.” But the estimation of revenues can be difficult. Some sets of 

actors are benefited by low estimates of future revenues; and others favor (perhaps 

unrealistically) high estimates. 



 

CONGRESS 

When Congress receives the president’s budget proposal it becomes divided into twelve bills 

which are introduced into the House and into the Senate. Since 1998 the process has become 

“increasingly improvisational, or ad hoc.” (textbook, page 113) But apparently the twelve bills 

that “swim” through Congress become one FINAL APPROPRIATIONS BILL that (if it 

happens) gets sent back to the president to either sign it into law, or to veto THE WHOLE 

THING. (Most governors have ITEM VETO POWER. The president of the U.S. does not.) This 

whole process recurs ANNUALLY. In the absence of a signed annual appropriations bill, the 

Congress and the president may be able to agree on a CONTINUING RESULTION which 

basically let’s the federal government to continue to function using the prior year’s budget 

numbers. 

 

http://whsaonline.org/overview-federal-budget-process/ 

 

http://www.cnbc.com/id/100550293 

 

But if they cannot agree on either a new budget or a CONTINUING RESOLUTION, non-

essential parts of the national government shut down, which creates a public cry for something to 

be done. Someone then gives in and the government opens again. 

 

Politics (like presidential races) gets involved. Several of the U.S. Senators who are running to 

become the GOP nominee for president may advocate letting the national government shut down 

over the question of continued funding for Planned Parenthood, for example. 

 

https://reason.com/blog/2015/09/16/republicans-near-unanimous-in-support-fo 

 

 

Granted, the question of the continued funding for Planned Parenthood is important and 

controversial.  

 

But is disrupting the operations of the national government in this way a responsible way to 

govern a huge and complex nation? (No.) 

 

Congress (lead by Republicans in both chambers) recently passed a budget together, the first 

time since 2005 when both chambers were led by Democrats. 

 

http://www.cbsnews.com/news/obama-to-congress-pass-a-budget-leave-planned-parenthood-

alone/ 

 

But then we faced the possible partial shutdown of the national government in about a week, 

with all the costs and aggravations associated with that event that seems to be becoming a part of 

“the process” by which our nation creates its annual budgets. 

 

This kind of managing on the edge of chaos is almost becoming routine. Our leaders raise the 

DEBT CEILING in order to keep the doors open and the lights on. 

http://whsaonline.org/overview-federal-budget-process/
http://www.cnbc.com/id/100550293
https://reason.com/blog/2015/09/16/republicans-near-unanimous-in-support-fo
http://www.cbsnews.com/news/obama-to-congress-pass-a-budget-leave-planned-parenthood-alone/
http://www.cbsnews.com/news/obama-to-congress-pass-a-budget-leave-planned-parenthood-alone/


 

(This is in spite of multiple attempts to reform the budgetary process of the national government, 

identified and described in our textbook. AGAIN, the problem is not so much process as it is 

underlying realities and political “games” played out to protect the careers of elected leaders in 

Congress. ) 

The essential message of this chapter in our textbook is that when people "fight" about 

process they are really fighting about outcomes. 

 

Individuals want the PROCESS (or the rules) that will GET THEM THE IMMEDIATE 

OUTCOME they desire now. 

 

The problem is that when things change (after an election) the new rules may not suit the people 

who previously wanted them, who may then fight to try to get the new rules reverted to the old 

ones. 

 

This chapter is primarily based on the Federal Government, but it is generally applicable to the 

state governments also. 

 

The real, underlying problem will not go away, whatever changes may be made in the political 

process by which budgets are decided.  

 

The underlying problem is that the two political parties want very different things and 

there is not enough money to satisfy both of them.  

 

The underlying problem is that Federal budgets cannot be completed on time because of lack of 

money and different priorities.  

 

The long-term underlying problem is that as debt (and interest on the debt) and other 

NON-DISCRETIONARY SPENDING increases, all the discretionary things are being 

squeezed more and more tightly. 

 

When members put decisions on AUTO-PILOT, they avoid responsibility for votes that 

could lose them their offices, but “auto-pilots” do not usually make good decisions. 

 

So yes, there have been multiple major reforms in how the federal government process runs. But 

it is still not running well. 

 

In only four years, since 1977, has Congress (House and Senate) passed all 12 appropriations 

bills on time. 

 

And we have not had a national budget in surplus since the Clinton Administration. In recent 

years the nation has made some progress in REDUCING THE ANNUAL DEFICITS. That only 

means that we are adding to the DEBT more gradually. 

 



The solution, of course, is to cut total spending and raise taxes and to run surpluses long enough 

to reduce the debt. But since that is not politically feasible, they try to solve the problem by 

changing rules and processes. 

 

Whenever it becomes apparent that the DEBT CEILING must be raised, it is raised. 

 

 
 

https://en.wikipedia.org/wiki/United_States_debt_ceiling 

 

 
 

https://en.wikipedia.org/wiki/United_States_debt_ceiling


http://www.usdebtclock.org/ 

 

 

http://www.salon.com/2017/01/19/donald-trump-will-adopt-heritage-foundations-skinny-budget-

arts-violence-against-women-funding-to-be-cut/ 

 

 
 

 

 

So, there is the PROBLEM. 

 

If the U.S. fails to pay interests on its debts, its CREDIT RATING is going to fall and the interest 

rate is going to increase on the existing debt. People and foreign governments are not likely to 

continue to loan money to the national government. 

 

DISCRETIONARY SPENDING is being squeezed by NON-DISCRETIONARY spending. 

 

Republicans want to REDUCE TAX RATES and make the national government smaller. 

 

Reducing the number of federal employees usually only increases the number of government 

contracts. (The tube of toothpaste effect – my metaphor.) 

 

The only way to really reduce government spending is to ELIMINATE entire programs, and 

perhaps eliminate entire agencies. That is really hard to do, for political and other reasons. And 

even the elimination of entire programs/agencies is only, “a drop in the bucket.” 

 

==================  

http://www.salon.com/2017/01/19/donald-trump-will-adopt-heritage-foundations-skinny-budget-arts-violence-against-women-funding-to-be-cut/
http://www.salon.com/2017/01/19/donald-trump-will-adopt-heritage-foundations-skinny-budget-arts-violence-against-women-funding-to-be-cut/


 

The Trump Administration wants major expenditures for INFRASTRUCTURE and apparently 

to build a wall. It may want to build huge detention facilities. And, of course, it wants to lower 

taxes. 

 

The only way to lower taxes while reducing the ANNUAL DEFICITS that continue to add to the 

NATIONAL DEBT is if SUPPLY SIDE ECONOMICS could work. 

 

https://en.wikipedia.org/wiki/Supply-side_economics 

 

(No wonder many Republican leaders deny climate change.)  

 

We clearly need more FISCAL RESONSIBILITY at multiple levels of government. 

 

And yet NOT SPENDING is often costly in and of itself. 

 

What is likely to happen is that SOME NEW CRISIS is likely to push the Trump Administration 

and Congress into SPENDING MODE again, the DEBT CEILING will continue to be increased, 

and the NATIONAL DEBT will continue to increase AT AN INCREASING RATE. 

 

At some point, ENTITLEMENTS are likely to be cut. 

 

The underlying question is at what point might the FABRIC OF THE NATION tear apart. 

 

 

https://en.wikipedia.org/wiki/Supply-side_economics

