Methodology Under The Contracts Clause

Article I, § 10 : “No State shall … pass any … Law impairing the Obligation of Contracts.”

Two introductory points:

1. The Contracts clause does not apply to cases where it is claimed that the federal government has interfered.  The use of the word “State” within Article I, § 10 means that the Contracts Clause only applies to claimed interferences by states or political subdivisions of states such as counties and cities or towns.

2. The Contracts Clause is used very sparingly today.

ANALYSIS:

Break out the question into two categories:

a. Claims that the state (or political subdivision thereof) is interfering with a private contract.  In such a case apply the rational basis test as follows:

1. Determine whether a state regulation or law constitutes a substantial impairment with the private contract;

2. Determine whether the state has a significant and legitimate purpose for the regulation; and 

3. Once a legitimate public purpose is established, inquire whether the state law is reasonably related to achieving that public purpose.

NOTE:
Courts properly defer to legislative judgments as to the necessity and reasonableness of a particular measure.  This is very similar to the rational basis review we will study in depth when we do equal protection and fundamental rights.

b. Claims that the state (or political subdivision thereof) is interfering with a government contract.  In such a case apply the heightened scrutiny (the court does not define the specific level of heightened scrutiny) that seems to focus on whether the state’s interference was “necessary” and whether it could have used less restrictive alternative means to achieve the public purpose.  This sounds at least a little like strict scrutiny.

NOTE:
There has not been a U.S. Supreme Court decision on the question of state interference with government (as opposed to private) contracts since United States Trust Co. v. New Jersey in 1977.  So the somewhat “nebulous” test articulated there remains “nebulous.”
