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 ABSTRACT

In both the United States and the United Arab
Emirates (U.A.E.), the‘iSSUe of budget cuts is one of
considepable importance. This paper begins with an
overview of the histo;ical‘changes in the budgets of the
U.S. and the U.A;E;, and then discusses the nature bf
national government spending and outlines how and why
government budgets in both countries have changed over
time.

In the concluding section of the paper, I discuss
Qhether budget cuts and other budgetary changes are in the
best interests of the U.S.>and U.A.E. The conclusion 1is
that budget cuts in theiﬁnited States may help to
stimulaté buéiness but, at present, government spending on
health, Welfare, and other social service programs is so
low that additional cuts within these areas may produce a
major political backlash, especiallyvfrom the
disadvantaged of the.elderly, mostly whom are on fixed
incomes. In a similar manner, government budget‘cuts in
the U.A.E. would make it more difficult for citizens to
receive basic health care services but, at the same time,
it would indicate to citizens that oil will not last
forever and thét they must take responsibility for paying

more of their own social services costs.
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This paper examines a variety of budgetary issqes in
both the U.S. and U.A.E., with the goal that a better
understanding is obtained of both. To this end, this paper
provides an informative, cross—nétional investigation of
the nature of budgets and budgetary reforms within both
countries.bln this manner/ readers'are given the
opportﬁnity tb draw their owﬁ conclﬁsions about where

~national public budgeting is headed in the two countries.
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CHAPTER ONE

INTRODUCTION

This graduate research project.examines the
“differences in public spending’betwéen the‘United States
and the United Arab Emirates. In pafticular, it analyzéé
the ways‘iﬁ which the governments of both countries are
seeking to cut unnecéssary expenditures to imprové the
overall health of their bﬁdgets. Budget reform is a
much-debated topic both within the United Statés and the
United Arab Emirates and, for this reason,‘it is bofh

pertinent and timely to focus upon it in this project.

_ Definition of Key Terms

Government spending, whether in the United States or
the United Arab Emirates, 1s premised upon the assumption
tHat an allocation of public goods must take place if
society is to function in a productive, coherent manner.
The allocation function comprehends ﬁhe actions.of
governments that change the deployment of resources from
the allocation the market would otherwise produce
(Petersen & Strachota, 1991).-In other words, government
involvement and power in the resource-allocation process
is necessary because the market can produce the socially

optimal amounts of goods and services only when it is



possible to exclude from the benefits of consuming those
who are unwilling o;,unable‘to pay public power in the
child of market failure.

To protect citizené who are unableito pay from
suffering unnécessary harm, governﬁents must construct
budgets that not only allocate goods‘and‘services to those
able to‘pay fof them, but thy must also set aside a
portion of such goods and services for future consumption
by those with low incomes. For this reason, government'é'
role in spending is more than mefely helping markets to
match quantities demanded with quantities supplied. It
involves also the development of plans that can help cope
with public problems like poverty, education, health care,
sudden negative fluctuations in the economy, natural

disasters, and self defense.

Overview of Government
Spending

United States

Historically, federal government spending in the
United Stateé has focused‘heavily upon ensuring the
survivai and development of the countrY's military forces.
As the United States has traditionally approached»politids
from a perspective of realism, it has placed considerable

emphasis upon ensuring that it has the military might to



meet threats of aggressioﬁ both at home and abroad. As the
féremost faétor of-concern‘for the U.S. government is
protecting the integrity of the homeland, a substantial
amountlof federal government spending has focused upon
building up the military and‘ensuring its survival well
intobthe'new millennium.

Apart from its keen emphasis on thé military,
vgovernﬁent spending in the United States has also focused
upon issues such as Social Security, as well as others.
Often, the nature of government séending changes to
reflect political changes. Nevertheless, there is always a
lively debate in Congress concerning the various
government programs that should be scrapped and those that
deserve further funding. It is within this arena of
"Congressional debate that the framework for federal
govérnment spending in the United States is decided upon
(Sullivan & Meek, 1996).

United Arab Emirates

The United‘A;ab Emirates presents a unique case study
of government spending. Most governménts throughout the
world rely upon the collection of taxes to‘finance their
spending. As a rentier stéte, however, government spending
in the U.A.E. has relied solely upon the revenue earned

from the sale of its oil. Thus far, the government does



not tax its citizens (or the expatriate community) in any
way. Instead, it uses oil revenue to form the backbone of
its government spending initiatives. For this reason, the
country is highly susceptible to.fluctuations in the price
of 0il (Al-Abed & Vine, 1996).

Government spending in the U.A.E focuses primarily
upon ensuring that citizens have all of their basic needs
met. For example, e large percentage of the U.A.E. budget
is devoted to providing free housing to all citizens, in
addition to providing free health care, free electricity,
and free education. After meeting these basic serviees,
funds that remain are either invested overseas. through the
Abu Dhabi Investment Authority (ADIA), or they are
vredirected to other Emirates (such as Fujairah or Ras
Al-Khamiah) to be used in special project develobments

(Al-Abed & Vine, 1998).

Cuts in Government Spending

United States

| It is only within the past few yeers that the United
States has succeeded in balancing its federal budget.
Until this'time, the U.S. government had a substantial
deficit thatvreflected anbever—increasing debt to wealthy

individuals and countries throughout the world. Under the



Clinton Administration, the ﬁ.S. budget was balanced for
the first time in several.decades, and.this represented a
momentous turn of events for the United States.

Although the U.S. government islcurrently debating
how tQ spend its budget surplus, hotly contested budgéf
disagreements are still a primary feature of Congreésibnal
deba£e. Some législators who would like to decrease or
eliminate spepding on programs such as welfare and Social
Security, while there.are others who‘believe that the

government should decrease spending on the military and

channel the remaining funds into programs such as national

education and health care (Heinéman,‘l997). Thus, despite

the presence of a budget surplus within the U.S. national

~ budget, debates still ensue as to which government

programs should be reduced or eliminated and which shoﬁldi
be augmented. |

Two of the most:important areas of debate concerning
reductions’in the U.S. goVérnment‘budget concern military
spending and'Welfaré_progréms. In 2000 a new president was

elected. In the compare, the candidates - Bush and Gore

"had a plan for how to increase or decrease various pet

projects.‘Generally, the Democrats wanted to decrease
spending on the military while at the same time changing

welfare programs into welfare-to-work opportunities. In



contrast, tne Republicans believed that the Clinton
Administration had significantlybmeakened thevU.S.v
military by withholding‘mucn—needed‘funds; Consequently,
Republican presidential nominee George W. Bush was
proposed increasing government spending on the military
mhile'gradually eliminating government'spending onvwelfare
and other projects'that are considered unnecessary
»government "hand-outs" to the poor. In this manner,‘the_
battlevover cuts in government spending continues

especially with a closely divided U.S. senate.

United Arab Emirates
Although the government of the United Arab Emirates
is currently in excellent financial condition, various
government officials have been urging the country to cut
spending. As stated in a letter from the Abu Dhabi Finance
Department, dated 25 September 1998:
All departments are‘urged to make a significant
reduction in their expenditures. Spending should
be evaluated according to real needs of each
department, taking into consideration lower -
'spending for unnecessary requirements.
(Al-Ittihad 1998, p. Al)
‘The.request for government departments to reduce
'unnecessary’expenditures’does’not reflect an acute
financial crisis within the U.A.E. Rather, it represents

an attempt on the part of the goVernment to curb wasteful



uses of government resources. The funds that are saved in
this manner will then be.re—invested outsidébthe country,
in order that future generations of citizens might have
the same benefité as their parents and grandparents. Thus,
the financial cuts in the U.A.E. budget representian
attempt to curb wasteful spending and re-direct remaining
funds toward moré productive investments. Over the last
few years, the U.A.E. hasvtaken significant strides in
develbping the non—oii sector, such as trading, re-export,

and tourism.

Summary

The national budgets of the Unined States and the
United Arab Emirates are similar in that they represent an
attempt by both governments to meet the needs of théir
citizens in the best manner possible. However, whereas the
- U.S. has tovrely upon taxes as 1its primary source of
government revenue,bthe U.A.E. still relies predoﬁinantly
~on .revenue obtained from the sale of its oil.

Budgef cuts in both countries are similar in that
they‘are on going. Both countries are trying to wasteful
spending in their budgets. However, the U.S. is also cuts
some programs to maintain a balanced budget, the U.A.E.’is

affecting budget cuts to eliminate wasteful and



unnecessary expenditures and not programs.,Consequently,
the U.S. and the U.A.E. take different approaches to
realizing the budget cuts that both believe are necessary.
The remainder of this investigation develops further
the ideas introduced herein. It is hoped that, upon
completing the paper, the reader will have a bettef
understanding of, and appreciation for, the differences

and similarities between the U.S. and U.A.E. budgets.



CHAPTER TWO

'~ FEDERAL GOVERNMENT SPENDING

THé:firét cﬁapter briefiy discussed the profile of
nationaingoverﬁment épendihg in the United States andvthe
-United Arab Emirates, while the ihtroductory chaptef
traced fhe general parameters of government.spending
within the two countries. This chapter attémpts to examine
more thoroughly the nature of govérnment spending in the
United States compared wifh the United Arab Emirates té
highlight the primary differences and similarities in
government expenditure in both countries.

Nature of Spending in the
United States

Government expenditure policies show certain
fluctuations from World War II onward. They vary between:
vdevéloping and non-developing expenditures. Radical
changes in world politics and the end of the Cold War
induced significant changes in U.S. policy-toward
government expenditure invordér to give more priority to
developing countries.

Due to the_spécial political and economic situation
of the United States, it could prioritize its expenditures

in one of two ways: social welfare and economic



development or defense spending and massive spending on
space programs. Due to its large government expense
requirements, the U.S. government has been forced into
maintaining (pntii recently) a budget deficit. Except for
some peak years, expenditures in the United States
exceeded revenues by about 20%.

Appendix A shows U.S.»majer spending during the
period 1990—1999,‘aﬁd its percentage in relation to GDP.
The percentage of outlays to GDP has dropped from 21.8% in
1990vto 18.7% in 1999. The decrease in the ratio of total
outlays to GDP during the said period is mainly due to the
resolution of eiscietionary spending.

Other factors have contributed to government
pressures within.the U.S. to curb price inflation.
Government pressufes te curb inflation during 1990-1999
could affect discretionary outlays. Appendix B shoWs that
the percentege of discretionary outlays relative to GDP
,dropﬁed from 8.7% iﬁ 1990 to 6.3% in 1999, and the major
effeet wes on defense outlays where its percentage of GDP
decreased sharply from 5.2% in 1990 to only 3.0% in 1999.
This wae mainly dee to the end of the Cold War.
‘Internetionel and domestic outlays decreased from .3% and

3.2% in 1999 to .2% and 3.1% in 1999.
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Outlays for Means aﬁd
Non-Means Tested
Programs '

The percentage of means-tested prograﬁs and non-mean
tested prograﬁsvshows significant differences during the
periéd 1990-1999. Appendix C indicates a rise in the
percentage of méans—tested programs to GDP during the said
period.: |

On the other»hand, there was a decrease in the
percentage'of non-means tested.programs during the same
period. The percentage of total means—tested programs to
GDP in general from 0.7% in 1990 to 2.4% in 1999, and
Medicare formed 0.7% in 1990 and 1.3% in 1999.

"By compaiison, the percentage of non-means tested
progréms to GDP shows a slight decrease during 1990-1999,
when it increased to 9.8% in 1991 and dropped to 8.3%-in
1999. Except for'Medicare,_whichvshoﬁed an increase in its
percehtage to GDP from 1.9% in 1990 to 2.3% in 1999, all
othervnon—means—tested programs showed a decrease in their
reiationship tQ GDP,‘For example, Social Security
deéreased‘frOm 4.3% in 1990 to 4.2% in 1999. Unempléyment
compensation deéieased from . 0.3% in 1990 to 0.2% in 1999,
and Deposit Insurance from 1.0% in i990 to —O.i% in 1999.

Recently, Social Security, Medicare, Medicaid, and

other mandatory programs showed substantial growth and the

11



ability to confer additional benefits to Americans. The
Federal Government is taking over roles once filled by
families, cqmmunities, and voluntary organizations. By
doing so, it is making more peoéle dependent upon the
téxpayer, whose tax dollars do not necessarily translate
into additional benefits.

Table 3 shows net Social Security, whiqh was designed'
originally as a safety net and now accounts for 23% of the
federal budget; People who once took pride.in providing
for their own futures now depend almost completely on
Social Security. Yet, the retirement benefits that Social
Security confers are far lower than what the same payroll
tax dollars cbuld earn if they were invested in a secure
portfolio of government bonds and equities.

Mediéare, whiqh Was‘designed as a health care safety
net, is now the leading provider of health services for
elder Americans. Médicare comprises 12% of all federal
spending, and maﬁy elderly Americans no longer plan for
their own medical needs and willingly allow the federal
government to tax their children and grandchildren to pay
these expenses. The Clinton administration rejected the
recommendation of the National Bipartite Commission on
Medicafe, a iejection that would have established a firm

financial foundation for Medicare well into the future.
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Medicaid now accounts for 6% of federal spending, and
state Medicaid costs have incfeaSed rapidly. Local
communify medical centers that once served as a major
focus of lbcal philéhthropy are now wérds of a disﬁinct
federal bureaucfacy. Additional méndatory spend:;;\>
programs, including primarily federal retirement,
unemployment insurance, and farmipaymeﬁts, make up another
12 percent of the U.S. budget. |

Mandatory or‘“entitlement” spending refers to any
spending that is controlled by reQuirements establishéd in
permanent law, including indirect payments on the national
debt and deposit insurance. Because mandatory programs are
outside the annual appropriation process, their growth
continues unabated until lawmakers change iegal guidelines
governing a program’s eligibility requirements and
benefits fofmulae. Hence, the overall composition of U.S.
federal spending'during 1990-1999 shows a greater priority
towards social spending followed by emphasis bn the
national debt, military spending, and administrative
agencies. Less of a priority is funds directed towaid
foreign affairs,.transportation, and other federal
programs.

In comparison to the United States, one must now ask,

“What has been the composition of government expenditure

13



in the United A:ab Emirates, based upon the most -
up-to-date informatien?”
Profile of Publie Expenditure
in the United Arab Emirates

Public expenditure has played a major‘role in
developing the young country of the United Arab Emirates.
Government expenditure policies had resulted in a radical
shift in the country’s living standard within a short time
span, and the living conditions are now very Westernized.
There have been many kefforts) by the U.A.E. government to
expand its expenditures. One example was the push to
create new beachee, roads, airports, and dry docks within
Abu Dhabi and Dubai. In addition, in 2000 the government
established a newvfree trade zone in Abu Dhabi in order to
expand trade and diversify the country’s economy.

During 1990-1999, there was a considerable increase
in government expenditures, which rose significantly as a
percentage of GDP. In 1994, government spending as a
percentage of GDP rose from 5.3% to 13%, although it
slowed down in 1995 as a result of competition within the
construction sector. Nevertheless, the overseas public
expenditure-by the federal government reached $4,960

million in 1996, compared with $4,845 in 1995, thus
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representing an increase ef $115 million, due mainly to an
inereaSe in_develepment expenditures.

The U.A.E. continues to direct a significantly large
portion of its expenditures toward the establishment of a
modern infrastructure and-the provision of a wide range of
projects for achieving comprehensive and sustainable
socio—eeonomic development. The increase in U.A.E.
government spending was fueled by surging oil prices,
which increased the allocation.for government subsidies.

vBetween 1995-1996 U.A.E. government spending
increaeed by 15%; A breakdown shows that moet‘of the
increase in expenditure in 1996 went to salaries of
non—U.A.Er citizens, which jumped to about $4.7 billion
”from the previons,year. New jobs and promQtions'boosted
allocation for ealaries to the nearly 50,000 civil
,servants'to‘$3.4 pillion in 1996 from $3.15 billion in
1995, while spending on the import of goods and services
rose slightly to around $4.6 billion from nearly‘$3.6
billion. Development spendrng involved allocation for new
ventures and projects under construction and declined in
1996. Loans were also cut, and foreign direct investment
also declined substantialiy.

The recent (1999) U.A.E. budget raised estimated

expenditures to $6.23vbillion’as the priority of

15



governmentkekpenditure moved toward economic‘
diversification.away from oil. The increased government
expenditures will be used‘priﬁarily to finance housing
projects fer netionals as well as for higher education and .
social‘welfare, defense, securiry, and related items.
Despite significant social service spending, the
U.A;E;:government‘élso argues that it need a significant
national defense program. Such programs provide the
opportunity‘for partnerships in various projects.
- Introduced in 1990, there are currently about’24 announced
‘(offeet projecrs) with a capitalization of $300 million.
Theseenew offset Venturesewere announced during the
International Defense Exhibition, IDEX 97. New offSet has
beeome a weli—esteblished:and important contributing
partner toward the U.A.E.’s industrielism, and this
development will take the U.A.E. a step closer te becoming'
a mannfaeturing economy.

. However, the;public expenditure of the U.A.E.-
government has its. own particular nature, giving it
implications for beth developmenteand non-development
programs. While the government drd not cut‘spending‘in
order to reduce its budget deficit,‘itvis still.leORing
for ways tovavoid the perils of debt. The government’s

priority includes maintaining the standing of government
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services to both~hationals and expatriates living in the
country, in order to boost comprehensive socio-economic
developmental commercial investment in human resources.
Differences and Similarities
in Government Expenditure

Despite the various differences between the U.S. and
the U.A.E., the two countries share some similarity
budgetary goals. Both seek to reduce unnecessary
expenditures and, at the Same time, offer their citizeﬁs;
the highest living standards in the world.

Differences in Government
Expenditure

The U.S..is a vast country with a huge populatioﬁ,
compriéing an area of nearly five million square miles and
a population of 260 million. In contrast, the U.A.E. is a
country with limited geographical land not exceeding
46,000 square miles (about twice San Bernardino County)
and consisting of a population of less than 2 million a
vpopulation that is significantly smaller than U.S. cities
such as Los Angeles; New York, or Dallas.

This divergence in geography andvdemography between
the two countries requires different types of public
expenditures. For example, a country such as the U.S.

requires substantial government expenditure for the
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transportation sector, while a country such as the U.A.E.
"has less of a need for a developed transpoftation sector.

Economic differences also divide the U.S. and the
U.A.E. For example, agricultural production is'high in the
U.S., and it is‘also very advanced technolbgically. In
addition to agriculture, the U.S. élso relies upon steel,
chemicals, ﬁotor vehicles, aircraft; teleéommunications,
and computers to bolster its economy and provide
government with the financial resources necessary to fund
programs. In contrast, the U.A.E. reliesApredominantly on
oil, althdugh it'does have some aluminum smelters, cement
factories, and steel rolling mills.

The differences in productive capacity between the
U.S. and the U.A.E. mean that the tWo countries must haVe
different government budgets. Tﬁus, while thé U.A.E.
government requireé more spending for social services, the
UfS.‘requires greéter spending for defense and space
‘pfograms.

Similarities in Government
Expenditure

Despite Variations of different aspects of public
expenditure between»the U,S. and the U.A.E., both
countries‘have some similar public expenditures, They both

have concentrated on developing social services and
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welfare. Social spendihg forms a considerable part df
total spendiﬁg in both nations. In addition, education and
investmént in humanAresources receive equal importance in
both countries. In addition, expenditure on health care
plays a substantial role in medical development within
both éountries. While the U.S. has realized a tremendous
technologicalbrevolution within its health services ,
sector, the U.A.E. has also witnessed progress within this
field. Based on the fact that both countries enjoy
economic growth and have experienced budget surpluses,
there have been in positions to increase goverﬁment

expenditures even more to improve public welfare and

economic prosperity.
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CHAPTER THREE
THE UNITED STATES FEDERAL

BUDGET

Historical Examination

Many‘countriés look to the United States as a model
bof success, both in terms of economics and_politics. Until
the 1950s, the United States was also a modelvsociety in
terms of balancing‘government budgets. Howevér, following
the end of World War II aﬁd the beginning of the Cold War,
the governmént's budget whirled out of control as military
expenditures exceeded the revenues that the government was
collecting in the form of taxes. For nearly 50 years, the
government’s budget deficit grew, and ofher countries
bégan to look for ways to prevent similar deficits from
taking hold of théir economies. In this chapter, I examine
both the downfallibf U.S. balanced budgets as well as the
steps‘that the Clinﬁon Administration took to reverse the
deficit trend that‘had’taken hold of government finance.

Some suggest that the role of»the government is
essentially that of a money manager. Cohgress is
responsible for collecting revenue (i.e., taxes) and then
determihing-how best to expend them. Although Congress's

other duty (namely, making laws) should not be overlooked,
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it should be borne in mind that laws will bevineffective
if funds have not be appropriatedvto the appropriate
agenciles to impiement current and future legislation.

Historically, the U.S. budget has been caught in the
quagmire between Democratic and Republican contentions
(McGuire, 1998). From theucountryié ihéeptioﬁ, the issue
of how to manage the nation's money and how to distribute
it has been at the forefront of policymakérs‘ concerns.
Even today, legislators debate the merits of funding
various projects, and it is within such debate_that the
potential for resolving budget issues in the best
‘interests of the nation resides. |

Attempts to Impose
Fiscal Discipline

The American preference for a government that is
divided along Republican and Democratic . lines has made
coordination through the budgetary process particularly
diffiéult to achiéve. The costs of fragmented goVernﬁent
were tolerable uﬁder the éonditionS’éf high prosperity and
~rapid economic growth that characterized the 1945-1965
' period (Platz, 1995). Since that time, however, the
economy has become less prosperous. Slowly but surely,
awareness has grown that fragmented government cannot set

spending priorities or control spending in an increasingly
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difficult economic environment. This, in turn, has caused
the‘budget to grow. A movement to achieve fiscal
discipline by‘regulating government éxpénditures began in
the 1970s and continued into the 1980s. These efforts have
not sﬁcceeded, due ih part to the fact that in many
instances they have threatened the very existence of
particular local governments. Their failure has ushered in
~the danger of a complete breakdown of fiscal discipline.
The following figure details budget deficits, surpluses,
debt, and related items for Fiscal Years 1960-1999. The
data suggest that, between these years, government debt

grew to new highs that could not be sustained.
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Table 1.

Historical Budget Data

Year Deficit or Surplus Debt held by Public - GDP

(in billions of $) :
1960 * ‘ . 520
1961 : -3 B 237 | 531
1962 -7 ' 238 569
1962 -5 248 v 600
1964 -6 254 642
1965 -1 257 . 688
1966 , -4 261 757
1967 ’ -9 , , 264 812
1968 -25 : 267 870
1969 3 _ 290 : 949
1970 -3 278 ’ 1014
1971 -23 : ' " 303 1093
1972 -15 32 1178
1973 -15 , 341 1314
1974 -6 . 344 1442
1975 -75 _ - 395 S 1559
1976 : -74 ‘ 477 ' 1736
1977 -54 ' 549 1975
1978 -59 607 ' 2219
1979 -41 - 640 ‘ 2505
1980 -74 710 2732
1981 -79 758 ’ 3060
11982 -128 980 3231
1983 -208 1132 3442
1984 -185 - 1300 : 3847
1985 -212 1500 4142
1986 -221 : 1737 4398
1987 -150 1889 . 4654
1988 -155 _ 2051 ‘ 5017
1989 -153 2190 ‘ 5407
1990 _ -221 2411 5738
1991 -269 2688 - 5928
1992 -290 2999 6222
1993 -255 , 3427 6561
1994 -203 3432 6949
1995 -164 3603 7323
1996 -108 3733 ’ 7700
1997 ' -22 3771 8183
1998 69 . 3720 ' 8636
1999 : 124 3633 ' 9116

Source: Congressional Budget Office, U.S. Depaftment of Commerce
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-During the 1970s

In 1974, Cohgress eétablished budget committees for
each of its two héuseé} These committees were charged with
establishing spending liﬁits for each of the seventeen
broad categories in the federal budget (DeClarico, 1998).
The two comﬁittées were expected fo bring fiscal
-discipline to the numerous other committees and
subcommittees that had failed to accomplish this goal in
the past.

Although the.creétion of the budget committees was
the most significant step Congress took toward managing
government spending in the 1970s, the inherent limits of
the process‘to work effectively on its own Were severe. A
floor vote of either house could overturn the
recommendations of its budget committee in favor of the
recommendations of its older fragmented and logrolling
committees. From the beginning, it seemed clear that only
~with the help of strong presidential leadefship would the
budget committees‘win‘décisive victories for budgetary
coordination and fiscal discipline. |

During the 1980s

In 1981, President Reagan provided leadership for the
budget and exercised it largely through the two budget

committees. By presenting his proposals for an
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unprecedentéd $40 billion in spending cuts to the budget
committees, and insisting dn quiék; decisive action on
their recommendations, the Pfesident forced Coﬁgress to
vote on broad'ratﬁer than narrow categories of spending
(Olgelvy, 2000) . The older committées and subcommittees
did not have timevto break these broad categories down
ihto their progrémeize compoﬁenfs and té rally affectéd
interest groups‘té restore funds for their programs.

The triumph'of'the presidential activated budget
committees did not last long. Despite the budget cuts,
iPresident Regan’siéwn budgétvwas.badly out of baiance and
poorly developed, partly because of massive defensé
increases that weie to be financed in'the facé of huge ta%
cuts. The budget committee leaders were willing to
_compromise on a number of their own program priorities in
:Order to restore fiscal discipline through the new budget
procéss, but the Preéident was considerably less willing
to do Sé.

' When the budgét committee chairs and other
congressional leaders suggested a bipartisan compromise,
which included raising taxes and lQQering the growth rate
of military spending, in order to lower federal deficits,
the President abandoned the two-committee leaders and the

new budget process.

25



By the summei Qf 1983, a number ef press reports
stated thet the President would be happy to see the budget
process fall on itsvface rather than alter his priorities
‘on military spending and tax cutsv(Olgelvy, 2000) . Thus,
left on their oWn, the budget committees could win no more
decisive VictoriesAfor maintaining fiscal aiscipline.
Annual federal.deficits ballooned from $60 billion to more
than $200 billion by 1986. |

During the 1990s: A Balancing Act

The failure of Presidents George H. Bush and Ciinten'
to restore fiscal discipline by conventional political
efforts revived:the-idea of a constitutional amendment
mandating balanced budgets. The idea was popular withithe
general public, a large pertien ef which viewed it as a
kind of magiclwand that could achieve what a fragmented
political system could not (McGuire, 1998).

In the 1994 congressienal elections( Newt Gingrich
led a‘movement_that included a balanced budget
constitutiopal amendment in their "Contract with'Ameriea."-
After schievingva historic electioﬁ victory in the 1994
elecfion, the Republican majorities iﬁ each chamber put
this proposal‘to a vote. The proposed'amendment passed the
House easily, pbut failed in the Senate by one vote ef

obtaining the necessary two-thirds for passage.'The
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extraordinary enérgy that the Republicans put into this
effort reflected a widely held belief that fiscal
discipiine could not be restOred by ordinary politics;
that is, by‘incremental decision makiﬁgt‘

But eveh if the amendment had passed bgth houses of
Congress and been ratified by the states, it would have
faced problems simiiar to those experienced in the past.
Tﬁat is, the American Consfitution creates three branches
of‘the national‘go&ernment: the Presidenty*Congress‘and
rhe Judicial. The Constitution éstablishes the
independence of ail three, and provides'no mechanisms for
coordinating them. In this respect, an_amendment that does
not reconstitute basic political relationships can hardly
be more effective than'a statute.

Consequéntly, proponents. of a cqnstitutional mandate
tend to oppose an activist Supreme Court. Yet the Court,
in its traditional role as the final arbiter of the
Conétitution, might become the final arbiter of the
federal budget. More likeLy, a four—way‘struggle‘among the
- two elécted branches and the federal courts headed by the
Supreme Court would,eﬁsue, The result would create more
indecision énd result in even greater difficulties in

trying to resolve budget disputes.
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Role of Budget Cuts in
. Maintaining Government
Spending

Balancing the budget is facilitated by cuts in
spending. Cuts in spending are never popular, andvthey'are
especially unpopular in a poﬁntry such as the United
States, which perides few, if any, social services,
compared with other Western European, industrialized
democracies. Thué, when cuts are made in education,
Medicare, and so forth, they have an even greater impact
on the poorer members of society who are unable to earn a
living wage.

In the early 1990s, Republican President Bush and the
leaders of the Democraticaily controlled Congress wished
to avoid the large automatic spending cuts that they saw
looming under‘the provisions of various bills. After
extensive maneuve#ing and one failed attempt at
compromise, a bipaftisan agreement was finally reached on
a five-year, $490 5iliion deficit-reduction bill. The
‘major points of the compromise weré tax hikes on wealthier
Americans, increased gasoline taxes, and cuts in Medicare.

In addition to specific tax hikes and épending cuts,
the compromise included important structural provisions
designed to enforce budgetary restraint. Caps were placed

on certain kinds of discretionary spending. No spending
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increases would be allowed on these items before 1996.
"Pay as You Go" provisions were applied to entitlement
bspending programs indluding social security and Medicare.
Congress could increasé spending for these programs only
if it enacted’tax increases to pay for them or cut

spending in other programs to offset them.

United States Budget Today

Republicans' Perspective

Few conservatives would/question the statement that
the federal government operates too many programs and
spends far too much money. Indeed, as America enters the
21s® century, total federal outlays have reached $1.8
trillion one-fifth of the nation's entire wealth as
measured by grbss domestic product [GDP]'(Sperry, 2001) .

From a Republican pefspective, not only does |
Washingtonvspend too much money, it also wastes money on
unnecessary. programs. For Republicans, federal
over—-spending is caused by three basié habits. First,
politicians éxaggerate non-existent or trivial problems to
justify new programs or pour mbre funds into existing ones
favored by special interests. Second, an institutionalized
"we can do it better than you" attitude tempts Washington

to make a federal case out of almost every problem. Third,

29



if a problem is solved or a mission achieved because of
federal intervention, WaShington refuses to retire the
agency or the initiative (Issue 2000, 2000).

According to Republican ideology, America has
QutgroWn the need for a large government. America is
ehtering the new millennium more prosperous, productive,
and more satisfied (Sperry, 2001). For Republiéans, the
only role for government is that of protecting national
security, managing an efficient judicial system, and
developing a sound foreign policy (Sperry, 2001).

The Republicans are especially cohcerned with the
following details:

Federal domestic discretionary spending has
grown from $181 billion in 1990 to over $300
billion in 2000, an increase of 65 percent in
just 10 years. Total federal outlays have
increased $600 billion since 1990. Economic
‘growth in the private sector has increased
federal revenues from $1 trillion to $1.9
trillion over the same period; the result has
been sustained federal budget surpluses for the
first time in a generation. Consequently, the
most critical budget-related questions facing
candidates and voters in the 2000 elections
concerned how much of this excess tax revenue
should be controlled by government, and how much
should be returned to the people to enable them
to .save and invest for their futures? (Issues
+2000, 2000)

To deal with the various difficulties that a balanced

‘budget presents, Republicans have profferéd'the following

principles of federalism:
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A government policy that governs least will
govern best. Egcessive federal spending
undermines freedom and‘prosperity. Policymakers
must restructure the federal government so that
it can focus on its core resp@nsibilities and
perform them well.

Budget.éccountability is key. The federal budget
contains over 1,500 liné items to fund 19 broad
budget function categoriés.’Such a process
sﬁpports a government full of reduﬁdant,‘
obsolete,.aﬁd overiapping’prdgrams at the same
time that it hides waste, fraud, and abuse.
Congress and the president have a responsibility
to Voters to make the budget process more
acceséible and to force the unelected federal
bureaucracy to be more accountable for producing
'results_for the mohey’that it spénds.

Excess téx dollafs belong to the people, not the
bureaucrats. Budget surpluses should be returned
 ththe'people in the form of tax cuts.

" Decisions about public spendiﬁg should be made
as close to the people involved as possible.
Programs and policy implementation efforts

should be devolved to the level of government
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closest fo the people involved, regardless of
any claims of economies scale that large
buﬁéaucra;ies put fForth.

5. Middle-class entitlements and corporate welfare
should be_éurbed. Policymakers should not use
middle-class éntitlements and corporate welfare
as a way to gain popular support for wasteful
programs (Leadman, 2000).

Democratic Party’s View of the Budget

From the Democrats' perspective, one of the most
important considerations is the Congressional Budget
Office's baseline forecast, which is intended to measure
the implicatioﬁs of maintaining current budgetary
policies. However, how éne shoﬁld project current policy
into the.future is not always obvious. The baseline
forecasts project current policy subjects to a variety of
statutory réquirements, which limit the scope of the
forecast's underlying assumptions and time horizons.
Revenues, offsetting receipts, and mandatory spending are
generally assumed to continue as they are currently
structured in.the law.

One df the areas with which Democrats are
particularly conderned ié that of entitlement programs,

which include programs such as Medicare and Medicaid, as
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well as retirement benefits (Social Security). When
Democrats analyze entitlement,programs, they often look
aheéd. For instance, looking beyohd 2010 is particularlyv
important because the rapid growth in entitlement programs
is driven by an aging population and by rapidly rising
medical care expenditures (Auerbach & Gale, 2000). To take
these and other factors into account, one must estimate
the'long—term fiscal gap.

The fiscal gap is the size of the permanentvincrease
in taxes or reductions in non-interest expehditures (as a
constant share of GDP) that would be requifed now to keep
the long-run ratio of govérnment débt to GDP at its
current level. The fiscal gap gives a sense of the current
budgetary status of the governmenf, taking into account
long;term infiuences.
| To generate‘theSe estimates, thevCongressiOnal Budget
Office uses 10-year forecasts. After that, one assumes
that all revenues and non—interesf expenditures will
remain a constant share of GDP (Auerbach & Gale, 2000).
Social Security and Medicare outlays follow the
intermediate projections in the reports released by the
trustees of the funds. Discretionary spending, federal
chsﬁmption.of goods and services, and all other

government programs, with the exception of net interest,
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are assumed to grow with GDP after 2010. Tax revenues are
a constant share of GDP, except for supplementary medical
insurance premiums collected for Medicare,'which grow
relative to GDP.

As one source analyzes the aforementioned data:

In light of the recent political pressure to
raise spending and/or cut taxes, it seems highly
unlikely that there will be any immediate action
to reduce the fiscal gap. But delaying the
implementation of necessary tax increases or
spending cuts will simply raise the required
fiscal correction at the time of implementation.
(Auerbach & Gale, 2000)

In the 1980s and the early 1990s, when the country
faced both short-term and long-term deficits, the
short-term deficits helped focus Democrats' attention in a
way that helped reduce long-term gaps. Today, the United
States faces the same trade-off between current and future
generations as in earlier decades, and it is still
confronting a long-term shortfall. But, the current policy
for the Democrats focuses on ways to use the budget

surplus that would improve living standards for the

majority of Americans.

Managing a Budget Surplus
Until recently, large and persistent deficits
dominated the federal budget. For most of the past two

decades, lawmakers struggled to find common ground on new
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policies that would eliminate those deficits. In the

1 1980s, their efforts met with little success; but in the
1990s, a strong economy and the end of the Cold War
combined with a series of three multi-year budget
agreements (in l990] 1993, and 1997) té produce a dramatic:
reversélvinithe,fedéral budgetary outlook.

Thé reversal happened with stunning‘speed. Fiscal
year 1998 ended with a sizable surplus of about $70
billion in the total budget (Dwight, 1999). The
Congressional Budget Office projected that under current
policy and current assumptions about the economy,
surpluses in the total'budget would continue to grow.

Nevertheless, the emergence of projected surpluses
does not mean that budgetary discipline should be
abandoned. For at least four reasons, choicés and
trade-offs must be made, even in an era of surpluses:

1. If the economy weakens significantly, .
projected surpluses in the total budget
could diminish or disappear, and the
emergence of on-budget surpluses could be
delayed. Major new budgetary commitments
that were not offset would only hasten such
‘a trend. ) :

2. Maintaining budgetary discipline would help
ease the long-term budgetary pressures that
will emerge with the aging of the baby-boom-
generation. In fact, annual deficits are

projected to return as those pressures
mount after 2010.
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3. The discretionary spending limits and
pay-as-you-go requirement established by
the Budget Enforcement Act of 1990 are
still in force. In particular, the limits
for 2000 allow for less spending than was
appropriated for 1999. Trade-offs will be
necessary to keep spending within those
limits and still fund priority programs.

4. Trade-offs will also be necessary to allow
paying down the national debt. In
particular, major budgetary proposals
should take such likely effects into
consideration. (Dwight, 1999)

Althéugh burgeoning surpluses may Seemingly widen the
range of policy options, they do not make them easy or
obvious. Changes will be controversial and complex, and
reaching a éonsensus_on them is likely to be a difficult
and protracted process. As lawmakers consider the various
optiéns, maintaining budgetary discipline will help to
preserve projected surpluses and lower the federal debt.

As can be seen from the information presented in this
chapter, the U.S. federal budget has been marked by
'periods of considerable debt as well as by periods of
balanced growth. Currently, the U.S. budget remains
balanced, and President George W. Bush is planning a
significant tax decrease for citizens. However, given that
the economy is slowing and more people are becoming

unemployed, one wonders whether it will be possible to

maintain a balanced budget. At some point, the U.S.
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government must recognize that it cannot pay its bills
without incurring debt if it does not have a source of

revenue.
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CHAPTER FOUR
THE BUDGET OF THE UNITED ARAB

EMIRATES

Historical Examination
" Since it gained statehood, the government of the
‘United Arab Emirates has soughﬁ to create a federal budget
that felies predominantlyvon 0il revenues. For this
reason, observers classify the state as a rentier one
'Y(Snyder( 2000) and note that, unless it can di&ersify, the
chances for federal budgetary surpluses remain meager.

To understand the nature of the U.A.E.’s rentier
economy, one must recognize that U.A.E. public finance has
been immensely affected by the large decline in crude oil
prices and,dconseqﬁently, 0oil revenues. 0Oil is still the
dominant‘sonrce'df income énd plays a significant and
crucial role in the eéondmy of the entire region
(Al-Mualla, 2000). In 1998, the decline of oil prices as a
percentage of‘GDﬁ-created a significant deficit buddet
deficit and has negatively impacted govefnmenf activity.

By 1999, however, oil prices began to rise, producing
a positive impact upon the government’s budget.
Nevertheless, it is important to point out that the U.A.E.

government remains so dependent upon oil revenues that a
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decline in oil prices can have‘é deleterious impact upon
government spending. In contrast, a rise in oil prices can
produce significant budget surpluses. However, as
capitalist economic systems must learn to control business
cycles, so too must the government of the U.A.E. learn to
‘minimize the impact of changes in the price of bil. One
way that it can accomplish this is by diversifying its
economic base and‘investing in non-oil economic sectors
such as business and finance.

Currently, oil revenues are expected to increase to
about $14 billion in 1999, compared to $8 billion in 1998.
These revenueé fepresent 63% of the country’s total
reveﬂues generated in 1999 (Al-Siddigi, 2000). Other
revenues from’non—oil secﬁors have increased, including
revenues generated by ministries, local governments’
services, and customs,departmentsL Such revenues are
egpected to reach $16 billion in 1999 (Al-Siddigi, 2000).

Histofically, the U.A.E. federal budget has been
based, as noted aboVe, upon oil receipts. Although the
U.A.E. government has speht considerable time and effort
developing its 0il sector, it nonetheless recognizes that
it must diversify into new markets. As such, emirates like
Dubai have developed a trade-based economy that relies

predominantly on national and international business.
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Althéugh other emirates view Dubail as a modelvof succéss‘
" in terms of diversification, emirates sqch’as Sharjah,
Ajman, Um’Al—Quwain, Ras al khaymah, and Al Fujayrah
simply do not ha?e the»revenues’necessary to diversify is
this manner.>

To undgrstand the‘U.A.E. federal budget, one must
understand the general struéture éf how the government
provides money and benefits to'thé emirates. The emirate
of Abﬁ.Dhabi, which is the seét of power as well as the
emirate possessing the largest oil reserves, provides the
financial means for thé budgets of the ofher emirateé;
That is, the siX other emirates rely upon the financial
resources'thét Abu Dhabi gives them via its significant
oil révenueé (AlfJaze;, 1999).'Thus, once Abu Dhabi
calculates its budget'er_é given year, it then allocates
vresources to the othér emirates on the basis of
'land/population ratios; The other'emiratés, in turn, form
their budgets on the bésis.of the funds that Abu Dhabi
Willtcontribute during any:given fiscal year.

In gen§ral,,one,of the mo;t impOrtant aréas of
vbudgetaryvépending,is educétién (Al—Otéiba, 1998) . The
government blaces cOnsiderable importance upon educating
its citizens andfbas proof'of its‘importg one need only

examine'the federél budget. In the federal budget for
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2000, education received 15%vof total government spending
allowances. Thus, the U.A.E.‘believes that if it is té
’divérsify aWay from oil, it must have an educated
citizenry that is capable of spearheading such
diversification projects.

Another important‘compdnent of‘the U.A.E. budget is
héalthcare, During the past ten years, the government has
increased the amount that it allots to this important
' sector. Unlike otﬁer developing countries, which spend
more on military procurement than on healthcare, the
United Arab Emirates emphasizes that a healthy, educated
citizenry is the bést guarantee that the country will
survive in the event that Western countries no longer‘have
~use for its‘significant oil reserves, or oil reserves are
depleted.

To better understand the bgdget of the U.A.E.,
consider the budgetary outline for 1999 as presented in
Table 3. From this budget, it is clear that the U.A.E.
"receives more than half of ifs budgetary funds from oil
resources. At the Same time, its current eXpenditures
greétly exceéd its capital expenditures, meénihg that thé
country has abso;bed some short-term debt..This debt,
however, is not significaht, and the U.A.E’s financial

" reserves 1n countries such as Switzerland and the United.
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Kingdom are more than sufficient to offset this financial
imbclance (AlfSiddiqi, 2000) .

Today, public expenditures constitute an important
factor in activating the local market through the immense
developmental expenditures in which the government
participates. Total public expenditures amounted to
roughly $23 billion in 1999, représenting an increase of
$500 million over 1998 figureé (Al-Mualla, 2000). The
government considers such an increase to be in line with
its policy that aims to rationalize expenditure and reduce
the deficit..Such improvements in the reduction of
financial deficit can be attributed to the significant

increase in oil revenues.

- Role of Budget Cuts in
"Government Spending

According to a recent article in Gulf News, the
government of the.United Arab Emirates is becoming more
concerned with finding ways to reduce its short-term debt
(Jameson Al), In addition, although the country has a high
confidence iating from financial institutions like Moody'’s
and Llyods of London, it must nonetheless find new ways to

convince investors that the United Arab Emirates is a safe

place for their financial resources. Thus, to reduce
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"short-term debt and promote investor confidence, the
government is looking to cut Various,budgetary programs.

Currently, the U.A.E. is one of the most successful
‘welfare states in the world. Its citizens enjoy free
education; free'health care, free housing, and generous
pensions with little or no obligation on their part. In
facf, the government confers such benefits to all citizens
of the U.A.E., fegardless of whether they‘are employed,
are traveling, or reside abroad. Despite such myriad
benefits, the government recognizes that such expenses are
costly and that, over the long run, they must be reduced.
Their reduction will trigger a series of protests within
the country and, for this reason, the government is
searching for ways,that it can implement bﬁdget cuts
without sparking nation-wide protests;

Oné of the principal areas in which the government
hopes to begin implementing budget cuts is in the
relatively harmless section of automdbile Subsidies.
Currently, the government provides citizens with the money
that they need to purchase cars overseas and import them
into‘the U;A.E. However, not only is this costly for the
government, but it also contributes to an increasing
congestion and pollution problem within major cities such

as Abu Dhabi and Dubai. Thus, one of the first areas in
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which the government hopes to beéin makiné budget cuts is
one that isxlikely to have little signifiéant impact,
especially since citiiens will still be able to purchase
vehicles from dealers withinvthe U.A.E.

Despite budget cut ideas such as those mentioned
above, the governmeﬁt of the U.A.E. remains apprehensive
to do much more than sabre-rattling when it comes to
‘actually making budget cuts. It fears that regional crisis
will break out once budget cuts are implemented. In
particular, U.A.E. ruling elites look to countries such as
Saudi Arabia, which also experimented with buddet cuts,
and fears'that popular unrest will upset thevcountry’s
otherwise politically stable environment. As political
unrest will result in a loss of investor confidence as
well as civil disobedience, the U.A.E. fears budget cuts
that will anger the population as well as foreign
investors.

Although the future of budget cuts remains uncertain,
it is clear that the U.A.E. cannot continue indefinitely
to provide its citizens with the luxuries of free health
care, education, accommodation, and tranSportétion.vThat
budget cuts will eventually have to be‘made is inevitable,
but what is most pressing is the fact that the country

must realize that its oil resources (and, perhaps, demand
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for its Oii‘resou;éés) willbalso not continue
indefinitely. Thus, thé government will have té méke very
hard choicés-but; if it canimake these choices ratiohally
and éalmly; it is likely to experienceaa'somewhat'less
hostiie'domestic.réaction to budget cuts.
| é.:Current States of Budget Cuts Within the U.A.E.
Currently;,tﬁe government’has-not embarked upon any
significant'budget cuts, fearing that.such cuts will
produce an unéleasant domestic réspoﬁsé. This is not to
say,'however, that the government shirksvits
reéponSibiliﬁy to_manage the coﬁntry’s budget and
financial matters. The gbvernment'isvkéen to ensure that
it does not iﬁcur‘any significant long-term debt but,:at
the éamevtime, it is unwilling to upset the relative
politidal harmony that the country currently experiénces.
In terms of sogial services,_ﬁhe government is
unlikely in the near'futufe‘to look to this sector as a
sourcé bf'possible‘budgét cuts. The social services sector
includes social and personal services together.with
governmental services. It attained 13.6% of the U.A.E.’s
total GDé in 1999 (Samer, 2001). The U.A.E. government has
gi&eﬁ Special‘priOrity to this sector through the
provision, . development, and dissemination Qf varioﬁs

services, especially education, health, social care,’
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utilities, and so forth, which have achieved a high degree
of éfficiency and development. Thé count#yfs high living
standard and increase in iﬁcome levels have lead to an
incfease in the volume of demand for such services.

The country'sikeenneés'to provide governmehtal
services to all citizens is one of the main»goals iﬁ the
goverﬁment’s sustainable development process. For this
reason, the U;A.E. is unlikely to center budget cuts
within this sector. However, given that the social
services sector is bhe of the most expensive sectors that
drains goverﬁmentvfinancial resoﬁrces, Qnebwould think
‘that the government would like to reduce cosfs in this
area. The realify, however, is that the government simply
cannot afford to.do so, aﬁ least iﬁ political terms.

One of thevspending areas that the government has
‘conéidered cutting isviﬁfrastructure énd'development.
Currently, the gévernment follows a policy that enables it
to replacé buildings.aﬁd infrastrﬁdtures that were built
more than ten years ago. Oftén, the destruction and
reconstruction of such buildings is unnecessary but,
because it‘geﬁerates éome financial resources'for the
government—ownedﬂcompanies involved, the government has
not sought to stop such practices. However, given the

country’s need to reduce its budget, diminishing resources
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devoted to cohstructionvand development may be a good
start (Mageh, 2000).

As can be seen, the government of the U.A.E. is keen
to reduce spendiﬁg but, at the same time, 1is uncertain of
where such spehding cuts should be made or when‘suCh cuts
should take plaéé. In addition, the government is
reluctant to engage initoo'significant bf budget cuts, for
fear that such cuts will result in éocial upheaval wheréin
the citizens attempt‘to overthrow a government that they
believe 1s acting against their beét interests. The key to
reducing the 65Uhtry’s dependence on what améunts to
governﬁent welfare is to implement budget cuts very
Slowly. If the govefnmeht moves too quickly, citizen
approbatién is likely. Howevef, if the government moves
too slowly, economic tehsions may result. Thus, the
government is in a precarious position in which the one
option not available is the decision not to act.

Theoretical propositions abound here. All
governments, to survive, must maintain the allegiance'of a
majority of citizens. However, when policies aimed at
ensuring arrival all have negative downsides, ruling
elites at total vats in a skinner box -- They get burned

whichever direction they move
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CHAPTER FIVE

THE NECESSITY OF BUDGET CUTS

Necéssity of Budget Cuts

In this research project, the goal has beén to
illusfrate‘the similarities and differences between
government speﬁding invthe United'States'and thevUnited
Arab Emiratés; In particular,'the‘paper focuses on the
nature of budgets and'budget cuts, illustrating whether
any similarity exists between the two countries. At this
point,vthe following conclusions can be reached.

Are Budget Cuts Necessary

Currently, the U.S. is experiencing what for the past
forty years has been a non—éxistent phenomenon: a balanced
budget. The government has managed to balance incoming
revenues with exbenditures and, in this manner, has
reconciled‘its debt. However, the country still maintains
a considerable cufrent account debt, implying that the-
country’s engrts are less than its imports. In the
long*term, failure to balance the curfent account may have
a significant impact bn the ability of the U.S. government
to balance its budget (Josplin, 2001).

'The.U.S. government was able to balance its budgét

during the second term of Bill Clinton’s presidency. One
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of the most significant'reaSOns for Ciinton’s success
stemﬁed from the tremendous overall eqonomic health and
the boom in retail sales. Consumer confidence was high,
and it was as though the country could (financially) do no
wrong. Within this setting, Clinton had only minimal
difficulty getting Congress to'pass his plan for balancing
the budget.

Despite the factbthat the budget was balanced, one
must examine the‘importance of a balanced budget during
times of economic well being as well as during times of
economic downturn. Currently, the United States is
experiencing an_economic slowdown, where it is witnessing
the failure of mahy small businessés and an increasing
inabiliﬁy of consumeré to pay their debts. Under suéh-
circumstances, one must question whether the UfS. can
afford to engage in furthe: budget cuts. At the same time,
one must also question whether the Republican Party is the
ideal party to have in charge of budget cuts during a
downturn in the business cycle. |

The Republican Party platform stipulates that
- government budget cuts are necessary to reduce an
otherwise bloated.bureaucracy. But, during economic
turmoil, governmeﬁt spending is necessary to stimulate the

economy. In the absence of such spending, the negative
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‘impact of downtufné in the business cycle can be great,
especially on the lowér—income members of society
(Carroll, 1998). Thus, one must gquestion whether the
current state bf the U.S. economy warrants further budget
~cuts.

If anything, one could argue that budget cuts have
gone’too far in the United States. One of the most
importanf factors that contributed to Bill Clinton’s
‘ suCcess in balancing the budget was the fact that he
lowered government spending on health care, welfare, and
other public assistance programs. Although_the decfease in
spending within these Sectors‘sﬁimuiated the economy and
helped to balance the budget,‘it.produced a very serious?
_if not harmful,‘impact upon the nation’s lower and
lower-middle income families. In faét, many families find
‘it difficult to pay their bills despite the fact tha£ they .
may have two or more wage earners (Ehrenreich, 2001) .
Thus, one‘could érgue‘that the United States should not
continué té promote budget cuts, at least not at a time
when'thé country is experiencing and economic downturn.

In contfast to the United States, the United Arab
Emirates should seriously consider buaget cuts. But,
whereas the United States will consider budget cuts

primarily within the realm of social services, the United
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- Arab Emirates is loath to make any serious cuts within
this sector. However, given the size and significance of
the welfarebstate within the U.A.E., it is clear that this
must be the target for budget cuts.

Despite the fact that budget éuts within the U.A.E.
are'necessary) one must récognize that any budget cuts
will be seen as an outright attack on a‘population that
has grown accustoméd to free social services and extended
holidays. This, in turn, makes it difficult for the
government tovdecide where and wheﬁ such budget cuts
should be made. The deciding factor in budget cutsﬂis
ascertaining how the cuts will affect different segments
of‘the population‘and, if so, to what ektent; The best
policy for the go?ernment to follow is to beginbbudget
cutélin‘those sectors, such as development and
infréstrucﬁure‘that-will have thevleast direct impact upon
citiiens’ quality of life. |

Budget cuts in the United Arab Emirates are necessary
becaﬁse the U.A.E., unlike the United States, 1is primarily
dependent upon one resourée to support its economy:‘black
goldi Austerity measures now could help citizehs to
vacélimate later, when éil resources are used up or when
the developed couﬁtries switch to alfernative fuel

sources. If the govérnment unnecessarily prolongs budget
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cuts, and if the‘country faces a situation in which others
no longer want its'oil,‘it will be too late to remedy the
situation and, at the same time, keep the populace at bay.

Thus, one of the only choices open to the government
is to begin budget cuts as soon as possible. Whereas one-
could argue that budget cuts in the United States have
gone toovfar and have hurt rather than helped the majority
of Americans, one could argue the oppoéite in the case of
the United Arab Emirates. In the U.A.E.,.budget cuts have
not gone far enough, if they have gone anywhere at all.
The government has made.sqme efférts in the area of
discussing budget cuts, but it has yét to implement them
(Al-Faiyom, 2000). When the public learns of proposed
budget cuts, they are adamantly opposed to any cuts that
will aiter their lifestyle. In fact, the opinion of the
citizens of the U.A.E. can be summarized as follows:
v“Leave our lifestyles alone. When the oil runs out, we’ll
deal with our altered lifestyles at that point in time”
(Al-Faiyom, 2000).

It remains evident that budget cuts in the United
States and the United Arab Emirates are used for the same
purpose: to restore fiscal order. However, the
developmental state in which both countries currentiy find

themselves, as well as the economic differences between
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the two countries, mean that both'are at opposite sides of
the spectrum when it comes to the issue of budget cuts.
Thus, whereas budget cuts may not be necessary in the
United States at this point in time (given the economic
trouble that the country is experiencing), the opposite is
the case in the United Arab Emirates.

While budget cuts can have a positive impact‘on the
financial and economic standing of the United Arab
Emirates, such cuts are likely to produce negative effects
that resemble the negative effects of budget cuts in the
United States. For example, in the United States budget,
cuts hit the poorest indiViduals and families the hardest,
while the cuts barely scraped the skin of the country’s
Wealthieet families (Carroll, 1998). In a similar manner,
budget cuts in the Uaited Arab Emirates are likely to have
a significant impact on the country’s poorest families,
leaving the wealthier families relatively unscathed. As a
result, one of the conclusions, which can be reached, is
that, with the way government budgets are currently
structured, budget cuts will benefit the wealthy and hurt
the poor. Any budget cuts that result in a polarization of
society in this manner are, by definition, unhealthy, and

could produce civil disorder
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Policy Implications of Budget Cuts

As noted in the preceding paragraphs,»while
additional budget cuts may be necessary invthe United Arab
Emirates and somewhat unnécessary in the United States
(depending upon one’s politiéal persuasion), the fact
remains that any budget cuts are likely to be unpopular,
at least in the short term. This unpopularity, in‘turn,
has additional implicétions for policy formation within a
larger context in both countries. Budget cuts that result
in an angered citizenry may lead to policy changes in
other areas in which the lives of a majority of
individuals are affected. For this reason, one cannot
conclude that leaders in the Untied States and the United
Arab Emirates can make budget cuts within a political
vacuum. |

In the U.S., additional budget cuts may be made in
Medicare and Medicaid, as well as in education — sectors
in wﬁich the government spends a sizeable percentage of
its financial resources. Such cuts, however, may affect
the more needy individuals in the U.S., who rely on
~government assistance to help cover the cost of medical
and educationél expenses. A decrease in Such assistance
may produce a backlash of anti—Republican sentiment — a

backlash that the Bush Administration must try to quell if
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it is to remain in power (Walker, 2000). One way that Bush
may try to quell this backlash is by directing a
percentage of government funds to churéh—sponsored
éharities. Cur;ently,:Bush is trying to establish a
government office that will cater to such charities, but
public skepticism conéerning the impliéations of the
bseparation of church and state remains.

In the United Arab Emirates, any steps that the
government takes to reduce government spending will be
unpopular. Given a citizenry and an ex-patriot community
that has grown aécustomed to free electricity, subsidiéed
hqusing, and generous bonuses, it will be difficult for
the government to impose budget cuts and not expect a
public outcry;‘Indeéd, discussions at local majlises
indicate that citizens are directly opposed to any
reductién in their standard of living. Although the
:government does ﬁof seek to reduce the living standard,
its"desire to decrease its expenditures on health care and
education will mean tﬁat citizens will have to save,
rather than spend, their money. This, in turn,'will limit
their consumption habits and[ indirectly, lower their
living standard. Although thé government wants to avoid

such a scenario at all cost, it is unclear how the
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' government wiil simultaneousiy preserve living standards
and make the»neeessary budget cuts.

To cope with‘the public reaction to budget cuts, the
U.A.E. govetnment.has been considering increasing its
reliance on the.Bait al-Mal. The Bait isla_reposttety for
the cheritybfunds that are collected every year following
the end of the month of Ramadan. These funds are
distributed to needy citizens throughoﬁt the community,d
‘ and they can also be used to help cover medical expenses,
educationai expenses, and so forth. Thus, like the United
States, the U.A.E. government 1is looking toward religious
‘organizations to fill the gap that will be left folloWing
the government’s decision te make budget cuts.

. As can be seen, whether the government of the United
States or the government‘of the United Arab Emirates
decides to make cuts, the fact remains that the budget
cuts will induce leeders to make changes in other
governmental policies. These chaﬁges_are necessary tovcurb‘
the difficulties that peoplelwithinvbothvcountries will
experience as budget cuts take affect. As governments such
as tﬁose of the U.S. and the U.A.E; ate recognizing, other
policy changes must accempany budget cuts. These changes
are necessary if the integrity of the countries’ social,

political, and economic structure is to be maintained.
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Can Governments Avoid Budget Cuts

Given that budget cuts are unlikely tb be popular in
the United States and the United Arab Emirates, one would
like to belieﬁe that the leaders within both countries
would try to avoid them. The reality, however, is that
governmenté cannot spend money that they do not have nor,
at the same time, can they risk incurring additional debt.
For this reason, budget cuts become a necessity rather
than an option.

In the United States, the government has made
considerable budget cuts over the last eight years but,
given that the country’s trade balance 1is such that
imports greatly exceed exports, additional cuts are
necessary. These cuts will help to restore financial
equilibrium and also help to alleviate the country’s
remaining outstanding debt. Thus, from this perspective,
it appears that budget cuts in the United States aré
necessary, although the government wants to avoid at all
costs the public upheaval that may result.'

In the United Arab Emiratés, budget cuts are not
necessary at this moment in time. This is because the
government is currently runhing a significant budget
surplus and has the financial wherewithél to finance

public health care, public education, and other public
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works projects (Azeem, 2000).'Thus, from a financial
perspective, the country does not need budget cuts.

| However, from a long—teﬁm economic perspective, it is
in the government’s best interest to begin budget cups
now, when leaders still have the financial resources to
quell public disapproval of the cuts. Given the country’s
considerable dependence upoh 0oil resources, as well as its
lack of other natural resources, it is very &ulnerable to
changes in the supply and demand for oil. For this teasOn,
goverﬁment leaders cannot always expect that their
finances will remain sound and, to prepare for the time
when others ne ionger demand oil‘or‘when alternatives to
0il have been found and commercialized, they must begin
making their citizene accustomed to lower health care and
education expenditures. By taking a few unpopular steps
now (i.e., in the form of budget cuts), the ruling leaders
can preserve their long-term political interests to remain
in power. In the event that the leaders try to reduce'the
budget only when‘the government no longer has any money,
the pepular backlaeh may be SO strong‘that the ruling‘
perty will bevuhable to maintain its control over thev
state. As can be seen, budget‘cuts are necessary in
both the United States and the United Arab Emirates,

despite the fact that both will most likely be unpopular.
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The nature of government is such that budget cuts are
inevitable, and it is merely the timing of such cuts that
differs from one government to the next. Nevertheless,
although budget cuts are inevitable, there are steps that
the U.S. and U.A.E. governments can take to avoid any
political backlash that might result. These steps, in
turn, are often subsumed under the broad category of

“policy changes” or “policy initiatives.”
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CHAPTER SIX
RECOMMENDATIONS AND CONCLUSIONS

Based upon this author’s findings, it is clear that
the issue of budget cuts is a touchy one. Budget cuts that
may of may not»resUlt in financial health are often the‘
only means to achieving the much-desired balanced budget.
,However, oné must récognize that, just like debt, an
~unbalanced budget.is not always bad. For example,
loW—interest debt that helps people pay for college is not
necessarily,bad'debt, provided that the people who
graduate éan find jobs that‘pay enough to help them repay
their debt. In a similar manner; unbalanced government
budgets tha£ are unbalanced becaﬁse the government is
using the additional resources to pay for basic social
sérvices are not necessarily bad. If the government needs
to pay for basic social services‘to enéure the ovérall
ﬁealth:of its people, and if such payments are noﬁ
excessive, then én unbélanced budget may, in the long
term, produce‘mo%é benefits than losées. This is
especially true'if.tﬁe healthy and educated individuals
are willing and able to contribute successfully to their
government in some manner,v | |

Fbr this reason, one cénhot automatically claim that

a balanced budget should be the goal of all»goVernmehts.
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Under some circumstances, balanced budgets are necessary,
but not when maintaining balanced budgets result in
impoverishmeﬁt and a decline in social services. On the
other hand, failure to balance a government-budget because
the government is spending money on unnecessary
expenditures such as plastic surgery for citizens
(Al-Oshb, 2000) is a sign that gbvernment spending is
out-of-control. Thus, between the extremes of starving a
population and prdviding them with the means to ensure
that théir every need is met, a healthy balance must be
found. At this point,vhowever, neither.the United States
nor the United Arab Emirates has been able‘to achieve such

a balance.
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APPENDIX A

UNITED STATES FISCAL SPENDING

62



Fiscal Spending During 1990-1999 (in billions of 3)

10.

1253.

1990 300.5 | 5.7 627 9 184.4 | 3.2 58.7 | 1 21.

1991] 533.3 | 9 702.3]11.8] 195.5 | 3.3 105.7 | 1.8 1324.2 22.3]
1992 534.6 | 8.6 716.111.5, 199.4 | 3.2F 68.4 | 1.1[1381.7 22.2
1993] 541 8.2] 736.5]11.2] 198.7 | 3.6, 66.6 |1 1409.5 21.5
1994] . 543.9 | 7.8 | 783.6]11.3] 203 2.9, 68.5 |1 1461.9 21

1995] 545.7 | 7.5 517.7 |11.2] 232.2 | 3.2, 79.7 | 1.1]1515.820.7
1996] 534.5 | 6.9] 856.9|11.1] 241.1 | 3.1, 71.9 | 0.9]1560.6,20.3
1997 554.7 | 6.7 896.3]11 244 3 77 1.1]1601.3/19.6
1998] 555.6 | 6.4 | 938 |10.9] 241.2 | 2.8, 88 0.9]1652.6/19.1
1999] 558.9 | 6.3 976.8110.7 229.7 | 2.5, 81.9 | 0.9[1703 -[18.7

Source: Congressional Budget Office
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APPENDIX B .

DISCRETIONARY OUTLAYS
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Discretionary Outlays, Fiscal Years 1990-1999

(as % of GDP)

1990 5.2 0.3 3.2 8.7
1991 5.4 0.3 3.3 9

1992 4.9 0.3 3.4 8.6
1993 4.5 0.3 - 3.5 8.2
1994 4.1 0.3 3.5 7.8
1995 3.7 0.3 3.4 7.5
1996 3.5. 0.2 3.2 6.9
1997 3.3 0.2 3.2 6.7
1998 3.3 0.2 3.1 6.4
1999 | 3 0.2 3.1 6.3

- Source: Congressional Budget Office
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APPENDIX C

UNITED STATES FEDERAL SPENDING

DURING 2000

66



U.S. Federal Spending During 2000 (%)

S

Reserve. Pending Social Security

Other Means - Tested Entitlements

Other Mandatory

- Medicaid 3
- Medicare: 12%
- Net Interest 11%
- Social Security 23%
- Defense ' 14%
- Non-Defense 16%

Source: Budget of the United States Government

Fiscal Year 2000.
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APPENDIX D
REVENUE AND EXPENDITURE FOR

THE UNITED ARAB. EMIRATES
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Total Public Revenue and Expenditure for the United Arab

Emirates (in millions of §)

35052 28625 25064 35217

Capital Expenditures’

Crude 0Oil Revenues 41310 24208 41140 37007
Current Expenditures 41148 45652 41212 41452
Final Deficit 11236 28103 6939 20319
Other Revenues 23564 20866 18197 19343
Total Public Expenditures 76200 74277 66276 76669
Total Public Revenues 64964 4673 59337 56350

Source: Humaid bin Ahmed Al-Mualla, U.A.E. Annual Economic

Report (Abu Dhabi: Government Press, 1999)
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