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Mr. Chairman and Members of the Subcommittee:

Thank you very much for inviting me to testify today at this hearing on the District of
Columbia’s budget for FY 2012. | have been involved with the District’s finances for
more than two decades. Over that period our nation’s capital has gone from a financial
basket case to a responsibly managed and fiscally healthy city. In my very brief remarks |
will try to put the current budget situation of the District in its historical and economic
context.

This year, Washington, like most U.S cities, is dealing with difficult budget
choices. The deep recession and the extraordinary weakness in the housing
market have cut city revenues, especially property tax revenues. At the same time,
the increased needs of the jobless and homeless residents have put an upward
pressure on spending. This combination has made balancing the budget far more
challenging in the last three years than earlier in the decade, when property values,
sales, and incomes were rising more rapidly.

The impact of the recession on DC’s finances has been considerably less serious
than in many cities, which were hit harder by the recession and the foreclosure
crisis. Cities, such as Detroit, Cleveland and Baltimore, which were dealing with
recession in the context of long-term declines in their manufacturing base, have
experienced far worse fiscal deterioration. Washington never had a manufacturing
base, and its principal economic engine, the federal government and the activities
it attracts, is not faltering.
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Compared to other cities, the DC economy is actually doing quite well. Jobs are
up; population is growing; economic development is resuming; and city revenues
are beginning to edge up again. However, Washington is a bifurcated city with
prosperous areas and low unemployment primarily on the western side of the city
and high rates of poverty, unemployment and underemployment primarily on the
eastern side. Efforts to mitigate these persistent problems, while improving the
quality of city services, guarantee that balancing the budget will prove
challenging for DC government not only this year, but in years to come. The
District must provide both city and state-like services and has a narrow tax base—
mainly because Congress prohibits the District from taxing income earned in the
city by non-residents. Hence, fiscal choices in the District will always be difficult.

Mayor Gray has proposed a combination of spending cuts and revenue increases
designed to close a budget gap estimated at $322 million. This is a small shortfall
in a $9.6 billion total budget ($6.3 billion without counting federal funds). Both
the Mayor’s proposed spending reductions and revenue increases are
controversial. The DC Council is debating the budget and may come up with
different proposals for closing the gap. However, | am confident that the final
budget will be balanced in a fiscally responsible way.

The main reason for my confidence is that the city has a strong record of fiscal
responsibility stretching back to the end of the 1990’s. More importantly, the
Mayor, Council and Chief Financial Officer are strongly committed to
maintaining that record and avoiding any danger of triggering a new Control
Period. The period of federal takeover is still remembered as unpleasant and
humiliating by DC officials and residents.

I was personally involved in that unfortunate period of DC fiscal history and share
the view that it must not happen again. In early 1995 DC was facing imminent
bankruptcy. In the absence of a state, the federal government was forced to take
extraordinary measures to put the District back on the track to fiscal health. | was
President Clinton’s budget director and the Administration’s point person for this
effort. We worked closely with Delegate Eleanor Holmes Norton, Congressman
Tom Davis, Speaker Newt Gingrich and the leadership of the Senate. This
bipartisan cooperation resulted in rapid passage of 1995 legislation creating the
DC Financial Responsibility and Management Authority (“Control Board”) and
the Office of the Chief Financial Officer. I later chaired the “Control Board,”
which achieved sustained fiscal solvency and met the statutory requirements for
suspending its operations on Sept. 30, 2001.

District residents and officials took the lessons of that difficult period to heart. For
more than a dozen years, DC has been a model of fiscal responsibility. It has
continuously balanced its budget, built up its fund balance and cash reserves, and
improved its credit rating remarkably. In the last two years, as the recession
reduced revenues, the District has drawn down its fund balance--that is what



reserves are for--but not to dangerous levels. With revenues beginning to climb
again, the District is in a position to replenish its reserves.

e It is now past time for the Congress to recognize the District’s exemplary fiscal
behavior and pass legislation giving the District fiscal autonomy—the ability to
spend its locally raised revenues as its elected government sees fit without review
or interference from the federal level. Taking this action would show that
Congress believes that representative democracy is the most responsible form of
government—not only in far away countries, but right here in our nation’s capital.
Fiscal autonomy would also improve the efficiency of DC government by
eliminating costly delays occasioned by failure to pass the federal budget on time.
| attach my testimony on fiscal autonomy before this subcommittee on November
18, 20009.

In short, Mr. Chairman, | believe that the District of Columbia has a manageable fiscal
challenge this year and can be counted on to balance its budget in a sustainable and
responsible manner. I also believe that the Congress should demonstrate its faith in
representative democracy by granting the District fiscal autonomy.

Thank you, Mr. Chairman and Members of the Subcommittee for this opportunity to
present my views.
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Mr. Chairman and members of the committee:

| am happy to be hereto discuss greater autonomy for the District of Columbia. |
support both of the bills before you, but will focus most of my remarkson H.R.
1045, “ The District of Columbia Budget Autonomy Act of 2009.”

| believe that greater autonomy for the District of Columbiaisatest of the
seriousness of Congress commitment to democracy. The United Statesisjustifiably
proud of our demaocratic tradition. We send our finest young men and women to far
away placesto fight and diefor democratic ideals. Our national leaders advocate
democracy around the World. We preach that democratically-elected gover nments
are moreresponsive to public needs, that they require greater accountability for
public funds, are mor e transparent and less corrupt, and that they are morelikely
to foster economic efficiency and peaceful resolution of disputes. We use our public
resour ces to teach othershow to hold elections and make demaocr atically-elected
governments function, even in placeswith no tradition of political freedom or public

engagement compar able to our own.
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But right here at home, Congress apparently doubtsthat the citizens of the District
of Columbia can betrusted to elect leaders who will make wise decisions about local
policy, even about how to spend their own locally-collected tax revenues. The Home
Rule Act of 1973 grudgingly allowed the District to elect a Mayor and City Council,
but retained ultimate control over D.C. legislation, budgeting, and borrowing. At
thetime, Congressional skepticism was under standable. The citizens of the District
had been ruled like colonial subjectsfor along time, and had no experience with
electoral politics or self-government. Home Rule was viewed as an experiment, and
when the District came close to bankruptcy in 1995 many viewed the experiment as
afailure—never mind that New York, Cleveland, Philadelphia, and many other
citiesalso had similar fiscal crises. So the federal gover nment once mor e took

charge.

| believe that Congress, working with the Clinton Administration, took necessary
and appropriate action when it created the D.C Financial Resour ces M anagement
and Assistance Authority (better known asthe” Control Board”) in 1995. That
legidlation temporarily transferred fiscal authority to an unelected board in a
seriouscrisis, but provided for the transfer of power back to elected leader ship once
the District had demonstrated its ability to handleitsfinancial affairsresponsibly by
balancing its budget and obtaining clean auditsfor several successiveyears. The
same legislation created an independent Office of the Chief Financial Officer
(OCFO)—a much needed contribution to strengthening fiscal oversight in the
District. Control Board actions, supported by the City Council and combined with
an improving economy, turned the District’s budget outlook from dismal to positive
in aremarkably short time. The District of Columbia Revitalization Act of 1997 also
helped put the District’sfinances on a more solid basisby transferring to the federal
government some of the state-like spending responsibilities of the District and
relieving it of the unfunded pension liability left over from the “ colonial” period. By
thetimel took over asthe second chair of the“ Control Board” in 1998, the city was
on theway back to fiscal health. The Board then worked closely with the Mayor,



the Council, and the OCFO to transition the city back to elected leader ship, and
went out of business on September 30, 2001.

Y oung democracies learn from their mistakes, and the District of Columbia
Government has amply demonstrated in recent yearsthat it learned from the
experience of the 1990's and is able to manage its own resourcesresponsibly. It has
balanced itsbudget every year since the control period ended and earned clean
audits (albeit with some expressions of concern from the auditors about specific
weaknesses). It has built up alarge fund balance and significant cash reserves.
Growing Wall Street respect for the District’sfinancial management has been
reflected in increasingly favorableratingsfor itsgeneral obligation bondsand a
triple A rating for a recent income-tax backed bond issue. The executive and the
legidlative branches have often had different priorities, but they have worked out
their differences and made budget decisionson time. The District weathered the
recession at the beginning of this decade, making the necessary adjustments when
slower economic growth cut into revenues. It appearsto be adjusting to the more

severe current recession aswell.

Now isthetimefor the Congressto show its commitment to democr atic gover nment
by trusting the citizens of the District of Columbia, through their elected officials, to
handle their own fiscal affairswithout interference or delay from Congress. In fact,
in recent years Congress hasinterfered far lessthan it used toin District budgets
and tried to accommodate the District’s needs by keeping District appropriations
from getting caught in lengthy disputes over other federal spending billsthat drag
on long after the budget year hasbegun. This confidenceisreassuring but should

bereflected in law.

If H.R. 1045, “ The District of Columbia Budget Autonomy Act of 2009,” were
enacted, District officials could design their own processfor coming to budget
decisions. Once a budget reflecting spending out of itsown sour ce revenues was

passed by the Council and signed by the Mayor, it could not be altered by Congress



or delayed by the Congressional appropriations cycle. The District would be ableto
chooseitsown fiscal year. Like most Statesit would likely choose a fiscal year
starting on thefirst of July to shorten the period of budget debate and make sure
educational institutionsreceived their funding well before the school year started.
Such a vote of confidence in democracy and in the citizens of the District would free
the Congressfrom the task of second guessing the District’s gover nment on local
spending issues. Enacting thislegislation would not affect Congressional
responsibilitiesfor the District under the Constitution, nor would it repeal the
legidlation that would revivethe® Control Board” in the event of a futurefinancial
meltdown in the District.

Budget autonomy for the District isawin-win for the District and the federal
government, aswell as a demonstration of national confidencein the democratic

process.

Thank you, Mr. Chairman and member s of the Committee.
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