What’s next?
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Last Thursday, the Dow Jones stock index fell over 500 points. After trading ended last Friday,
word came that Standard and Poor’s had downgraded the United States’ long-term credit rating.
As this is being written, it’s mid-morning on Monday, and the market is taking another serious
hit.
It’s not pretty. Remember the relief early last week when Congress worked out a last-gasp
agreement that headed off a default crisis? Remember the relief that Congress wouldn’t drive
the national economy off the cliff after all?

All this insane political melodrama is behind the credit downgrade. Basically, Congress was
playing chicken with the world’s biggest economy, amid partisan gridlock. It’s brinksmanship,
and it makes the entire system unstable and unpredictable.
What will they do next? We don’t dare guess! Basically, both parties have taken inflexible
positions. The Tea Party Republicans will fight to the last man to keep taxes at record low
levels. And Democrats will battle to the death to protect entitlements.
So what will happen now that we have a short-term debt deal? For one thing, a slower
economy. More pressure on the debt. Even less confidence that Washington—Congress
particularly—can handle the job. And more uncertainty. Just what a struggling economy doesn’t
need.
The biggest effects, though, will fall down to the states and counties and local governments.
We’re talking about the state of Michigan and Iron County and your local city or township, folks.
Michigan’s economy is anything but healthy, and aid to states will be slashed—states will have
to cut services and raise revenue to pay the bills. Unlike Congress, states have to balance their
budgets.
Did you hear the term “discretionary spending” during the debate? Discretionary spending is
funds for education, for health care, for job training. Over a third of those funds go to states, and
they will be slashed by $500 billion over the next 10 years. State budgets are in bad shape, and
this will make things worse all the way down to your local township or schoolroom.
Discretionary funds pay for Head Start, energy aid, housing subsidies, emergency response.
They pay for road repair and support police departments.
Larger class sizes, fewer cops and more potholes—that seems to be in our future thanks to the
debt deal.
The debt agreement includes a second phase of budget cuts totaling $1.5 trillion. If a joint
Congressional committee can’t agree on that (Can you imagine the two parties working out a
solution together? Didn’t think so.), then $1.2 trillion in automatic budget cuts take effect. Half
will be from defense, and half will be from domestic programs.
That lies ahead of us, too.
On the other hand, the Tea Party Republicans achieved one of their main objectives: There are
no tax increases in the debt agreement, and those automatic cuts at year’s end wouldn’t include
any, either.
That’s nice if you still have a job by then.
--Peter Nocerini
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