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H.R 3929, THE BUDGET PROCESS REFORM ACT 
OF 1990 

TUESDAY, MARCH 20, 1990 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON THE LEGISLATIVE PROCESS, 

COMMITTEE ON RULES, 
Washington, DC. 

The subcommittee met, pursuant to notice, at 1:40 p.m., in room 
H-313, the Capitol, Hon. Butler Derrick (chairman of the subcom- 
mittee) presiding. 

Present:   Representatives   Derrick,   Wheat,   Gordon,   Moakley, 
Martin, Solomon and Pashayan. 

Chairman DERRICK. The committee will come to order. 

OPENING STATEMENT OF HON. BUTLER DERRICK, CHAIRMAN OP 
THE SUBCOMMITTEE ON THE LEGISLATIVE PROCESS 

Chairman DERRICK. I am delighted to convene this hearing this 
afternoon. Today, the Subcommittee on the Legislative Process will 
examine H.R. 3929, a comprehensive budget process reform meas- 
ure introduced by our colleague, the chairman of the House Budget 
Committee, Mr. Panetta. 

I would like to make this observation. I have watched Leon, since 
he became chairman of this committee, slim down the process, but 
I am not so sure how much he has slimmed down. 

There is a widespread perception here in Washington that the 
Federal budget process no longer serves the best interests of the 
American people. I think a reasonable person could easily draw 
such a conclusion, for a variety of reasons. 

First, Congress and the President spend ever-increasing amounts 
of time and energy bickering about budget matters. The result can 
only be characterized as institutional and fiscal gridlock, which 
can't be good for the country. 

Second, if we assume the elimination of the budget deficit to be 
the goal of the Gramm-Rudman-Hollings amendments to the proc- 
ess, then the process isn't living up to Congress' expectations. Fed- 
eral outlays have exceeded the Gramm-Rudman deficit target 
every single year since the law was enacted. 

Moreover, the Congressional Budget Office baseline deficit is ac- 
tually higher in fiscal year 1991 than in fiscal year 1990. It has 
gotten so bad that Senator HoUings, one of the law's architects, has 
said he wants a "divorce" from Gramm and Rudman. 

Third, Gramm-Rudman-HoUings can be viewed as actually 
counter-productive to the goal of balancing the budget. The law s 

(1) 



emphasis on annual deficit targets certainly encourages use of rosy 
assumptions and budgetary gimmicks which will reduce the deficit 
on paper without the resulting pain of real cuts. I think we would 
all agree that gimmicks such as off-budget financing, payday shifts, 
and tax deposit speedups, which have little if any actual budgetary 
effect, have no place in a process whose goal is a real budget deficit 
reduction. 

Finally, the gross Federal debt now stands somewhere, depending 
on what time it is, in the neighborhood of $3 trillion. The net inter- 
est we must pay to service that debt will comprise about 15 percent 
of all Federed outlays or over $200 billion in fiscal year 1991. These 
outlays buy us no roads or bridges, no health care, no national de- 
fense, no environmental cleanup, no college educations, and no vic- 
tories in the war on drugs. Yet the total net interest account, 
which cannot be cut without a government default, consumes more 
and more of our scarce fiscal resources. This is probably the best 
measure of our success toward a sound budget policy, and it doesn't 
instill much confidence in the process or the decisions it produces. 

It has been said that no procedures can substitute for courage 
and political will. That is certainly true in the Federal budget proc- 
ess. But although courage and leadership are necessary conditions 
to responsible budget decisionmaking, they are just not enough in a 
fragmented political system like ours. Process remains crucial, 
which is why we are here today examining H.R. 3929. 

This Eiftemoon we will hear the views of various House Members 
with special expertise or special interest in the budget process. To- 
morrow we will hear from three distinguished outside experts. I 
look forward to hearing the testimony of every witness. 

We will place the opening statement of our Ranking Minority 
Member, Lynn Martin in the record at this point. 

[The opening statement of Representative Lynn Martin, as 
though read, follows:] 

OPENING STATEMENT OF HON. LYNN MARTIN, RANKING MINOR- 
ITY MEMBER, SUBCOMMITTEE ON THE LEGISLATIVE PROCESS 
Mrs. MARTIN. Mr. Chairman, I am submitting this statement for 

the record in absentia due to prior commitments in my home State 
of Illinois. I did, however, want to take the opportunity to com- 
mend you on scheduling these hearings on the subject of the con- 
gressional budget process. 

I also appreciate your pledge to hold additional hearings on other 
proposals should the subcommittee decide to move forward on legis- 
lation. By my count there are nearly 40 budget reform bills pend- 
ing before our committee, and I think each of the sponsors deserves 
a respectful hearing before we begin any deliberations. 

I want to commend Chairman Panetta and his Democratic co- 
sponsors on the hard work they have put in on developing H.R. 
8929, the so-called "pay-as-you-go" bill. I think the bill contains 
many meritorious ideas which deserve serious study by our sub- 
committee. I must, however, take strong exception to the bill's pro- 
posal to replace the Grsunm-Rudman deficit targets and sequestra- 
tion process with a new floating deficit system with no backup en- 
forcement mechanism. Such an approach may or may not bring us 



to a balanced budget situation at some indeterminate point in the 
future; but, lacking either carrot or stick, the odds are against it. 

While I grant you that games have been played with the current 
budget process—and commend Chairman Panetta's bill on outlaw- 
ing some of these—I nevertheless fear that his bill may be replac- 
ing "play-as-you-go," with "pray-as-you-go." Perhaps congressional 
budgeting has always been a matter of flying on a wing and a 
prayer, but let's not clip our wings and ground ourselves in hope- 
less flailing and thrashing after some elusive deficit target. 

I think our subcommittee can work with Chairman Panetta, 
Ranking Republican Bill Frenzel, the bipartisan leadership and the 
administration to fashion tough and effective improvements in the 
budget process. We have shown such a bipartisan approach can 
work in the ethics reforms of last session. There is no reason why 
it cannot also prove successful in reforming the congression£d 
budget process. As the ranking Republican on this subcommittee, I 
appeal to the leadership of both parties to consider such an ap- 
proach and pledge myself to do all I can to ensure its success. 

Chairman DERRICK. Without objection the text of the bill H.R. 
3929 will be printed in the record at this point. 

[The text of H.R. 3929 follows:] 



lOlST CONGRESS 
2D SESSION H. R. 3929 

To amend the Congressional Budget Act of 1974 to provide for budget process 
reform, to repeal sequestration under the Balanced Budget and Emergency 
Deficit Control Act of 1985, to establish a pay-as-you-go basis for Federal 
budgeting, and for other purposes. 

IN THE HOUSE OF REPRESENTATIVES 

JANUARY 31, 1990 

Mr. PANBTTA (for himself, Mr. MILLEE of California, Mr. PENNY, Mr. STBN- 

HOLM, Mr. SYNAE, Mr. MOODY, Mr. BATES, Mr. MOBBISON of Connecticut, 
Mr. DEFAZIO, Mrs. PATTEBSON, and Mr. SIKOBSKI) introduced the follow- 
ing bill; which was referred jointly to the Committees on Government Oper- 
ations and Rules 

A BILL 
To amend the Congressional Budget Act of 1974 to provide for 

budget process reform, to repeal sequestration under the 
Balanced Budget and Emergency Deficit Control Act of 

1985, to establish a pay-as-you-go basis for Federal budget- 

ing, and for other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE; TABLE OF CONTENTS. 

4 (a)  SHOBT TITLE.—This Act may be cited as  the 

5 "Budget Process Reform Act of 1990". 

6 (b) TABLE OF CONTENTS.— 



TITLE I—REPEAL OF PAST C OF THE BALANCED BUDGET AND 
EMERGENCY DEFICIT CONTROL ACT OF 1985 AND AMENDMENTS 
RELATING TO PRESIDENT'S BUDGET 

See. 101. Repeal of sequestration. 
Sec. 103. Amendments relating to the President's budget. 

TITLE n—PERMANENT AMENDMENTS TO THE CONGRESSIONAL 
BUDGET AND IMPOUNDMENT CONTROL ACT OF 1974 

Sec. 20i. Amendments to definitions. 
Sec. 202. Title ID of the Congressional Budget Act of 1974. 
Sec. 203. Amendments to title IV of the Congressional Budget Act of 1974. 
Sec. 204. Joint Tax Committee estimates. 
Sec. 205. Duties of Congressional Budget Office. 
Sec. 206. Senate waivers. 

TITLE in—DEBT LEGISLA-nON 

Sec. 301. Debt legislation. 

TITLE IV—PAY AS YOU GO 

Subtitle A—Short Title, ESectiTe Dates, and Definitioas 

S«e. 401. Short title. 
Sec. 402. Effective dates. 
Sec. 403. Definitions. 

Subtitle B—Spending, Revenues, and the Deficit 

Sec. 410. The baseline. 
Sec. 411. The budget base. 
Sec. 412. The budget-year deficit requirement. 
Sec. 413. Multiyear deficit requirements. 
Sec. 414. Congressional use of C60 estimates. 

Subtitle C—Enforcement 

Sec. 420. The President's budget. 
Sec. 421. The budget resolution. 
Sec. 422. Congressional use of CBO estimates. 

TITLE V—CONFORMING AMENDMENTS 

Sec. 501. Conforming amendments to Presidential budget requirements. 
Sec. 502. Conforming amendments to House and Senate rules regarding backdoor, 

spending. 
See. 503. Conforming amendment to House rules regarding multiyear revenue esti- 

mates. 
Sec. 504. Conforming amendment to House rules regarding congressional response 

to Presidential order. 
Sec. 505. Conforming amendments to House rules regarding reconciliation. 
Sec. 506. Conforming amendment to House rules regarding suballocations. 
Sec. 507. Conforming amendments to House rules, Senate rules, and the Congres- 

sional Budget Act of 1974 regarding definitions. 
Sec. 506. Conforming amendment to the Congressional Budget Act of 1974 table 

of contents. 
Sec. 509. Conforming amendment to Public Law 100-119 regarding timing shifts. 
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1 TITLE I—REPEAL OF PART C OF 

2 THE  BALANCED BUDGET AND 

8       EMERGENCY     DEFICIT     CON- 

4 TROL ACT OF 1985 AND AMEND- 

5 MENTS     RELATING     TO    THE 

6 PRESIDENT'S BUDGET 

7 SEC. 101. REPEAL OF SEQUESTRATION. 

8 Part C of the Balanced Budget and Emergency Deficit 

9 Control Act of 1985 is repealed. 

10 SEC.   102.   AMENDMENTS   RELATING   TO   THE   PRESIDENTS 

11 BUDGET. 

12 (a) AMENDMENT TO BALANCED BUDGET AND EMEB- 

13 OENCY DEFICIT CONTBOL ACT OF 1985.—Sections 241(b) 

14 and 242(b) of the Balanced Budget and Emergency Deficit 

15 Control Act of 1985 are repealed. 

16 (b) AMENDMENTS TO TITLE  31  OF THE  UNITED 

17 STATES CODE.—Sections 1105(f) and 1106(c) of title 31, 

18 United States Code, are repealed. 

19 TITLE    II—PERMANENT    AMEND- 

20 MENTS TO THE CONGRESSION- 

21 AL    BUDGET    AND    IMPOUND- 

22 MENT CONTROL ACT OF 1974 

23 SEC. 201. AMENDMENTS TO DEFINITIONS. 

24 Section 3 of the Congressional Budget and Impound- 

25 ment Control Act of 1974 is amended to read as follows: 
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1 "SEC. 3. DEFINITIONS. 

2 "(a) OUTLAYS.—The term 'outlays' means, with re- 

3 spect to a fiscal year, expenditures made during that year 

4 from budget authority, and (as negative outlays) amounts re- 

5 ceived by the Government as gifts (other than excess eam- 

6 ings of the Federal Reserve System) or in exchange for goods 

7 or services. 

8 "(b) REVENUES.—The term 'revenues' means, with re- 

9 spect to a fiscal year, receipts of the Government during that 

10 year, except (1) funds paid to the Government in exchange 

11 for goods or services, (2) gifts (other than excess earnings of 

12 the Federal Reserve System), and (3) transactions classified 

13 as means of financing the deficit. 

14 "(c)   DEFICIT   AND   SURPLUS.—The   term   'deficit' 

15 means, with respect to a fiscal year, the amount by which 

16 outlays exceed revenues during that year. The term 'surplus' 

17 means, with respect to a fiscal year, the amount by which 

18 revenues exceed outlays during that year. 

19 "(d) BUDGET AUTHOBITY.— 

20 "(1) IN OBNEBAL.—The term 'budget authority' 

21 means the authority provided by law of the Govem- 

22 ment to incur financial obligations, as follows: 

23 "(A)    Appropriations,    which    means    the 

24 making of funds available for obligation and ex- 

25 penditure, including the authority to obligate and 
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5 

1 expend offsetting receipts and collections from the 

2 public. 

8 "(B) Contract authority,  which means  the 

4 making of funds available for obligation but not 

$ for expenditure. 

6 "(C) Borrowing authority, which means au- 

7 thority granted to a Federal entity to borrow and 

8 obligate and expend the borrowed funds, including 

9 through the issuance of promissory notes or other 

10 monetary credits. 

11 "(D) Offsetting receipts and collections (as 

12 negative budget authority). 

13 Such term excludes transactions classified as means of 

14 financing the deficit. 

15 "(2) ESTIMATES OF BUDGET AUTHORITY.— 

16 ' Budget authority may be definite (in which the numeri- 

17 cal amoimt is specified by statute) or indefinite and, 

18 therefore, subject to estimate, and includes contingent 

19 budget authority determined under section 320 to exist. 

20 "(3) LIMITATIONS ON BUDGET AUTHORITY.— 

21 Any amount that is precluded from obligation in a 

22 fiscal year by a provision of law (such as a limitation 

38 or a benefit formula) shall not be budget authority in 

24 that year. 
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1 "(e)  NEW  BUDGET  AUTHOBITY.—The  term  'new 

2 budget authority' means, with respect to a fiscal year— 

3 "(1) budget authority that first becomes available 

4 for obligation in that year, including budget authority 

5 that becomes available in that year as the result of a 

6 reappropriation; or 

7 "(2) a change in any account in the availability of 

8 unobligated balances of budget authority carried over 

9 from a prior year, resulting from a provision of law 

10 first effective in that year; 

11 and includes a change in the estimated level of new 

12 budget authority provided in indefinite amounts by ex- 

18 isting law. 

14 "(f) SPENDING REQUIBEMENT.— 

15 "(1) The term 'spending requirement' means any 

16 provision of law that requires the Government to make 

17 payments (including payments to any Government ac- 

18 count) regardless of the amount of budget authority 

19 that may be available to make those payments, includ- 

20 ing any spending requirement estimated to exist under 

21 section 320. 

22 "(2) Except as provided by paragraph (3), if a 

23 provision of law that requires the Government to make 

24 payments is limited by any other provision of law to 

25 the amount of available budget authority (directly, or 
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1 by  providing  for  pro  rata  reductions  in  payments, 

2 changes   in   eligibility,   changes   in   employment,   or 

8 through other means),  then a spending requirement 

4 does not exist. 

5 "(3) For purposes of paragraph (2), subchapter 11 

6 of chapter 13 of title 31, United States Code (formerly 

7 the Anti-Deficiency Act) shall not be considered a pro- 

8 vision of law that limits a spending requirement to the 

9 amount of available budget authority. 

10 "(g) NEW SPBNBING REQUIREMENT.—The term 'new 

11 spending  requirement'   means  any  legislation  creating  a 

12 spending requirement (or altering an existing spending re- 

13 quirement) that was not enacted before the date of adoption 

14 of the most recently agreed-to budget resolution, and includes 

15 a change in the estimated level of spending requirements cre- 

16 ated in indefinite amounts by existing law. 

17 "(h) OFFSETTING RECEIPTS AND COLLECTIONS.—The 

18 term 'offsetting receipts and collections' means amounts re- 

19 ceived by the Government in exchange for goods or services 

20 or as gifts (other than the excess earnings of the Federal 

21 Reserve System). 

22 "(i) BUDGET YEAB.—The term 'budget year' means, 

23 with respect to a session of Congress, the fiscal year of the 

24 Government that starts on October 1 of the calendar year in 

25 which that session begins. 
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1 "(j) OuTYEAB.—The term 'outyear' means, with re- 

2 spect to a budget year, any of the four fiscal years that imme- 

3 diately follow that budget year. 

4 "(k) CURRENT YEAR.—The term 'current year' means, 

5 with respect to a budget year, the fiscal year that immediate- 

6 ly precedes that budget year. 

7 "fl)   GOVEENMENT-SPONSOBED   ENTEBPBISE.—The 

8 term 'government-sponsored enterprise' means an entity cre- 

9 ated by a law of the United States that— 

10 "(1) may not exercise powers that are reserved to 

11 the Government as sovereign (such as the power to 

12 tax, to levy fees for which no goods or services are 

13 provided, or to regulate interstate commerce); 

14 "(2) may not commit the Government financially 

16 (but it may be a recipient of a loan guarantee commit- 

16 ment made by the Government); 

17 "(3) is privately owned, and such ownership is not 

18 required as a condition of maintaining such owner's 

19 business or profession; 

20 "(4) is controlled by a board of directors, a major- 

21 ity of which is elected by private owners; and 

22 "(5) has employees, none of whom is employed by 

23 the Government. 

24 "(m) TAX EXPENDITUBBS.—The term 'tax expendi- 

25 tures' means those revenue losses attributable to provisions 
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1 of the Federal tax laws that allow a special exclusion, ex- 

2 emption, or deduction from gross income or that provide a 

3 special credit, a preferential rate of tax, or a deferral of tax 

4 liability, and the term 'tax expenditures budget' means a list- 

5 ing of such tax expenditures. 

6 "(n) ASSET SALE.—The term 'asset sale' means the 

7 sale to the public of— 

8 "(1) any financial asset other than a loan asset, or 

9 "(2) any physical asset other than one produced 

10 on a current basis. 

11 "(o) TIMING SHIFT.—(1) The term 'timing shift' means 

12 a change in the date on which an obligation, outlay, revenue, 

13 receipt, or collection of the Government would otherwise be 

14 made or received that reduces the deficit or increases the 

15 surplus in any fiscal year, except that in the case of a date 

16 change of 365 days or more, each complete increment of 365 

17 days shall not be considered a timing shift. 

18 (2) The term 'new timing shift' means a timing shift not 

19 enacted, promulgated as final, or formally annoimced before 

20 the immediately preceding January 1. 

21 "(p) MEANS OF FINANCING THE DEFICIT.—The term 

22 'means of financing the deficit' means, with respect to a fiscal 

23 year, financial transactions of the Government that consist of 

24 exchanges of money or monetary proxies of equal value 

25 during that year and therefore are not counted as outlays or 
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1 revenues, such as Federal borrowing from the public, debt 

2 redemption, seigniorage on coins and profits irom the sale of 

3 gold, proceeds of asset sales, and changes in outstanding 

4 checks and other monetary credits (including write-offs of 

5 checks and credits). 

6 "(q) CONCUBEENT RESOLUTION ON THE BuDGET.— 

7 The term 'concurrent resolution on the budget' or 'budget 

8 resolution' means a concurrent resolution establishing the 

9 congressional budget for the Government for a fiscal year as 

10 provided in section 301 or revising it as described in section 

11 304.". 

12 SEC. 202. TITLE III OF THE CONGRESSIONAL BUDGET ACT OF 

13 1974. 

14 Title in of the Congressional Budget Act of 1974 is 

15 amended to read as follows: 

16 "TITLE III—CONGRESSIONAL 
17 BUDGET PROCESS 
18 "Subtitle I—Budget Resolutions and 
19 Implementing Legislation 
20 "SEC. 300. TIMETABLE. 

21 "The timetable with respect to the congressional budget 

22 process for any budget year is as follows: 

"On or before: Action to be completed: 
Second Monday after January 3         President submits the budget. 
February 15         Congressional   Budget   Office   submits 

report to Budget Committees. 
February 25         Committees submit views and estimates 

to Budget Committees. 
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"On or before: Action to be completed: 
Hay 1  Congress completes action on concur- 

rent resolution on the budget. 
May 1  Annual appropriation bills may be con- 

sidered in the House. 
June 10  House Appropriations Committee re- 

ports all regular appropriation bills; 
House and Senate committees 
submit reconciliation legislation. 

June 30         House passes all regular appropriation 
bills; House and Senate pass recon- 
ciliation bills. 

August 5         Senate passes all regular appropriation 
bills; Congress completes reconcilia- 
tion bill. 

October 1         Budget year begins. 

1 "SEC. 301. ADOPTION OF BUDGET RESOLUTION. 

2 "(a) VIEWS AND ESTIMATES OF OTHEB COMMIT- 

3 TEES.—On or before February 25 of eaflh year, each com- 

4 mittee of the House of Representatives or the Senate shall 

5 submit to the Conunittee on the Budget of its House its 

6 views and estimates (as determined by the committee making 

7 such submission) with respect to all matters set forth in sub- 

8 sections (c) and (d) that relate to matters within the legisla- 

9 tive jurisdiction of the committee, including estimated costs of 

10 prospective direct spending or revenue legislation in each of 

11 the years to be covered by the budget resolution, and esti- 

12 mated savings in each such year from prospective direct 

13 spending or revenue legislation. The Joint Economic Com- 

14 mittee shall subnut to the Committee on the Budget of both 

15 Houses its recommendations as to fiscal policy appropriate to 

16 the goals of the Employment Act of 1946. Any other com- 

17 mittee of the House of B«presentative8 or the Senate may 

18 submit to Ufe Committee on the Budget of its House, and any 
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1 joint committee of the Congress may submit to the Commit- 

2 tee on the Budget of both Houses, its views and estimates 

3 with respect to all matters set forth in subsections (c) and (d) 

4 that relate to matters within its jurisdiction or functions. 

ft "(b) HEABINOS.—In developing the budget resolution 

6 for each fiscal year, the Committee on the Budget of each 

7 House shall hold hearings and shall receive testimony from 

8 Members of Congress and such appropriate representatives of 

9 Federal departments and agencies, the general public, and 

10 national organizations as the committee deems desirable. 

11 "(c) CONTENT OF BUDGET RESOLUTIONS.—On or 

12 before May 1 of each year, Congress shall complete action on 

13 a concurrent resolution on the budget. The budget resolution 

14 shall set forth appropriate levels for the current year, the 

15 budget year, and each outyear of the following— 

16 "(1) totals of new budget authority and outlays; 

17 "(2) total revenues; 

18 "(3) the surplus or deficit; 

19 "(4) the public debt; and 

20 "(5) totals within each major functional category 

21 of new budget authority and outlays. 

22 "(d)   ADDITIONAL   MATTER   IN  BUDGET   RESOLU- 

23 TIONS.—(1) The concurrent resolution on the budget— 

24 "(A) shall include reconciliation directives when 

25 required by section 303; 
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1 "(B) may set forth the calendar year in which, in 

2 the opinion of the Congress, the gQals for reducing un- 

8 employment set forth in section 4(b) of the Employ- 

4 ment Act of 1946 should be achieved; and 

5 "(C) may set forth other matters and require 

S other procedures, relating to the budget, as appropriate 

7 to carry out the purposes of this Act. 

8 "(2) If the Committee on the Budget of the House of 

9 Representatives reports any concurrent resolution on the 

10 budget that includes any procedure or matter having the 

11 effect of changing any rule of the House of Representatives, 

12 such concurrent resolution shall then be referred to the Com- 

13 mittee on Rules with instructions to report it within five cal- 

14 endar days (not coimting any day on which the House is not 

15 in session). The Committee on Rules shall have jurisdiction 

16 to report any concurrent resolution referred to it under this 

17 paragraph with an amendment or amendments changing or 

18 striking out any such procedure or matter. 

19 "(e) REPOBTS.—The report accompanying a budget 

20 resolution shall include— 

21 "(1) a comparison of revenues set forth in the 

22 budget resolution with those estimated in the budget 

23 submitted by the President; 

24 "(2) a comparison of the appropriate levels  of 

25 total outlays and total new budget authority set forth 
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1 in the budget resolution with those estimated or re- 

2 quested in the budget submitted by the President; 

8 "(3) an allocation of the level of Federal revenues 

4 recommended   in  the   budget  resolution  among  the 

5 major sources of such revenues; 

6 "(4) spending allocations described in section 310; 

7 "(5)   the   economic   assumptions   and   objectives 

8 which underlie each of the matters set forth in the 

9 budget resolution; 

10 "(6) an analysis of the major components of, and 

11 reasons for, year-to-year outlay and revenue growth 

12 during the period covered by the resolution; 

IS "(7) a statement of any significant changes in the 

14 proposed levels of Federal assistance to State and local 

15 governments; and 

16 "(8) information, data, and comparisons indicating 

IT the manner in which, and the basis on which, the com- 

18 mittee determined each of the matters set forth in the 

19 concurrent resolution. 

20 "(0 ACHIEVEMENT OF GOALS FOB REDUCING UNEM- 

21 PLOYMENT.— 

22 "(1) If, under section 4(c) of the Employment Act 

23 of 1946, the President recommends in the Economic 

24 Report for a budget year that the goals for reducing 

26 unemployment set forth in section 4(b) of such Act be 
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1 achieved in a year after the close of the five-year 

2 period prescribed by such subsection, the budget reso- 

8 lution for that budget year may set forth the year in 

4 which, in the opinion of the Congress, such goals can 

5 be achieved. 

6 "(2) After Congress has expressed its opinion 

7 under paragraph (1) as to the year in which the goals 

8 for reducing unemployment set forth in section 4(b) of 

9 the Employment Act of 1946 can be achieved, if the 

10 President recommends in the Economic Report for a 

11 budget year that such goals be achieved in a different 

12 '     year than specified by Congress, the budget resolution 

18 for that budget year may set forth the year in which, 

14 in the opinion of the Congress,  such goals can be 

15 achieved. 

16 "(3) It shall be in order to amend the provision of 

17 such resolution  setting forth such year only if the 

18 amendment thereto also proposes  to alter the  esti- 

19 mates, amounts, and levels (as desciibed in subsection 

20 (c)) set forth in such resolution in germane fashion in 

21 order to be consistent with the economic goals (as de- 

22 scribed in sections 3(a)(2) and (4)(b) of the Employment 

28 Act of 1946) that the amendment proposes can be 

24 achieved in the year specified in the amendment. 

25 "(g) ECONOMIC ASSUMPTIONS.— 
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1 "(1) The joint explanatory statement accompany- 

2 ing a conference report on a concurrent resolution on 

8 the budget shall set forth the common economic as- 

4 sumptions upon which such joint statement and confer- 

5 ence report are based, or upon which any amendment 

6 contained in the joint explanatory statement to be pro- 

7 posed by the conferees in the case of technical dis- 

8 agreement, is based. 

9 "(2) It shall not be in order in the Senate to con- 

10 sider any concurrent resolution on the budget for a 

11 fiscal year, or any amendment thereto or conference 

12 report thereon, that sets forth amounts and levels that 

18 are determined on the basis of more than one set of 

14 economic and technical assumptions. 

16 "(h) BUDGET COMMITTEES' CONSULTATION WITH 

16 COMMITTEES.—The Committee on the Budget of the House 

17 of Representatives and the Committee on the Budget of the 

18 Senate shall consult with the committees of its House having 

19 legislative jurisdiction during the preparation, consideration, 

20 and enforcement of the concurrent resolution on the budget 

21 with respect to all matters that relate to the jurisdiction or 

22 functions of such committees. 
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1 "SEC. 302. CONSIDERATION OF BUDGET RESOLUTIONS. 

2 "(a) PBOCEDUBBS IN THE HOUSE OF REPEESENTA- 

3 TivES AFTER REPOBT OP COMMITTEE; DEBATE; AMBNI>- 

4 MBNTS.— 

5 "(1) When the Committee on the Budget of the 

6 House of Representatives has reported any concurrent 

7 resolution on the budget, it is in order at any time 

8 after the fifth day (excluding Saturdays, Sundays, and 

9 legal holidays) following the day on which the report 

10 upon such resolution by the Committee on the Budget 

11 has been available to Members of the House and, if ap- 

12 plicable, after the first day (excluding Saturdays, Sun- 

13 days, and legal hoUdays) following the day on which a 

14 report upon such resolution by the Committee on Rules 

15 under section 301(d)(2) has been available to Members 

16 of the House (even though a previous motion to the 

17 same effect has been disagreed to) to move to proceed 

18 to the consideration of the concurrent resolution. The 

19 motion is highly privileged and is not debatable. An 

20 amendment to the motion is not in order, and it is not 

21 in order to move to reconsider the vote by which the 

22 motion is agreed to or disagreed to. 

23 "(2) General debate on any concurrent resolution 

24 on the budget in the House of Representatives shall be 

25 limited to not more than 10 hours, which shall be di- 

26 vided equally between the majority and minority par- 
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1 ties, and which shall include the hours of debate con- 

2 sumed under subsection (cKl)- A motion further to 

3 limit debate is not debatable. A motion to recommit the 

4 concurrent resolution is not in order, and it is not in 

5 order to move to reconsider the vote by which the con- 

6 current resolution is agreed to or disagreed to. 

7 "(3) Consideration of any budget resolution by the 

8 House of Representatives shall be in the Committee of 

9 the Whole, and the resolution shall be considered for 

10 amendment under the five-minute rule in accordance 

11 with the applicable provisions of rule XXIII of the 

12 Rules of the House of Representatives. After the Com- 

13 mittee rises and reports the resolution back to the 

14 House, the previous question shall be considered as or- 

15 dered on the resolution and any amendments thereto to 

16 final passage without intervening motion; except that it 

17 shall be in order at any time prior to final passage 

18 (notwithstanding any other rule or provision of law) to 

19 adopt an amendment (or series of amendments) chang- 

20 ing any figure or figures in the resolution as so report- 

21 ed to the extent necessary to achieve mathematical 

22 consistency. 

23 "(4) Debate in the House of Representatives on 

24 the conference report on any concurrent resolution on 

25 the budget shall be limited to not more than 5 hours, 
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1 which shall be divided equally between the majority 

2 and minority parties. A motion further to limit debate 

3 is not debatable. A motion to recommit the conference 

4 report is not in order, and it is not in order to move to 

5 reconsider the vote by which the conference report is 

6 agreed to or disagreed to. 

7 "(5) Appeals from decisions of the Chair relating 

8 to the application of the Rules of the House of Repre- 

9 sentatives to the procedure relating to any budget reso- 

10 lution shall be decided without debate. 

11 "(b) PEOCEDUEES IN THE SENATE AFTEE REPOET OF 

12 COMMITTEE; DEBATE; AMENDMENTS.— 

13 "(1) Debate in the Senate on any budget resolu- 

14 tion, and all amendments thereto and debatable mo- 

16        . tions and appeals in connection therewith, shall be lim- 

16 ited to not more than 50 hours, except that with re- 

17 spect to any budget resolution referred to in section 

18 304 all such debate shall be limited to not more than 

19 15 hours. The time shall be equally divided between, 

20 and controlled by, the majority leader and the minority 

21 leader or their designees. 

22 "(2) Debate in the Senate on any amendment to a 

23 budget resolution shall be limited to 2 hours, to be 

24 equally divided between, and controlled by, the mover 

25 and the manager of the budget resolution, and debate 
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1 on   any   amendment   to   an   amendment,   debatable 

2 motion, or appeal shall be limited to 1 hour, to be 

8 equally divided between, and controlled by, the mover 

4 and the manager of the budget resolution, except that 

5 in the event the manager of the budget resolution is in 

6 favor of any such amendment, motion, or appeal, the 

7 time in opposition thereto shall be controlled by the 

8 minority leader or his designee. No amendment that is 

9 not germane to the provisions of the budget resolution 

10 shall be received. Such leaders, or either of them, may, 

11 from the time under their control on the passage of the 

12 budget resolution, allot additional time to any Senator 

18 during the consideration of any amendment, debatable 

14 motion, or appeal. 

15 "(3) A motion to further limit debate is not debat- 

16 able. A motion to recommit (except a motion to recom- 

17 mit with instructions to report back within a specified 

18 number of days, not to exceed 3, not counting any day 

19 on which the Senate is not in session) is not in order. 

30 Debate on any such motion to recommit shall be limit- 

21 ed to 1 hour, to be equally divided between, and con- 

22 trolled by, the mover and the manager of the budget 

23 resolution. 

24 "(4) Notwithstanding any other rule, an amend- 

25 ment or series of amendments to a budget resolution 
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1 proposed in the Senate shall always be in order if such 

2 amendment   or   series   of   amendments   proposes   to 

3 change any figure or figures then contained in such 

4 budget resolution so as to make such budget resolution 

5 mathematically consistent or so as to maintain such 

6 consistency. 

7 "(c) PBOCEDUBES APPLICABLE TO BOTH HOUSES.— 

8 "(1) Following the presentation of opening state- 

9 ments on the budget resolution for a fiscal year by the 

10 chairman and ranking minority member of the Cominit- 

11 tee on the Budget, there shall be a period of up to four 

12 hours for debate on economic goals and policies. 

13 "(2) Only if a budget resolution sets forth the eco- 

14 nomic goals (as described in sections 3(a)(2) and (4)(b) 

15 of the Full Employment Act of 1946) that the esti- 

16 mates, amounts, and levels set forth in that resolution 

17 are designed to achieve, shall it be in order to offer to 

18 that resolution an amendment relating to those goals, 

19 and that amendment shall be in order only if it also 

20 proposes to alter such estimates, amounts, and levels 

21 in germane fashion in order to be consistent with the 

22 goals proposed in such amendment. 

23 "(3) It  shall not be in order to  consider any 

24 amendment to a budget resolution that changes any 
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1 figure contained therein by any amount other than one 

2 or more complete increments of $50 million. 

3 "(d) ACTION ON CONFEBBNCE REPOBTS IN THE 

4 SENATE.— 

6 "(1) The conference report on any budget resolu- 

6 tion shall be in order in the Senate at any time after 

7 the third day (excluding Saturdays, Sundays, and legal 

8 holidays) following the day on which such conference 

9 report may be made even though a previous motion to 

10 the same effect has been disagreed to. 

11 "(2) During the consideration in the Senate of the 

12 conference report on any budget resolution, and all 

13 amendments   in   disagreement,   and   all   amendments 

14 thereto, and debatable motions and appeals in connec- 

15 tion therewith, debate shall be limited to 10 hours, to 

16 be equally divided between, and controlled by, the ma- 

17 jority leader and minority leader or their designees. 

18 Debate on any debatable motion or appeal related to 

19 the conference report shall be limited to 1 hour, to be 

20 equally divided between, and controlled by, the mover 

21 and the manager of the conference report. 

22 "(3) Should the conference report be defeated, 

23 debate on any request for a new conference and the 

24 appointment of conferees shall be limited to 1 hour, to 

25 be  equally divided between,  and controlled by,  the 
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1 manager of the conference report and the minority 

2 leader or his designee, and should any motion be made 

3 to  instruct  the  conferees  before  the  conferees  are 

4 named, debate on such motion shall be limited to one- 

5 half hour, to be equally divided between, and controlled 

6 by,  the mover and the  manager of the  conference 

7 report. Debate on any amendment to any such instruc- 

8 tions shall be limited to 20 minutes, to be equally di- 

9 vided between and controlled by the mover and the 

10 manager of the conference report. In all cases when 

11 the manager of the conference report is in favor of any 

12 motion, appeal, or amendment, the time in opposition 

13 shall be under the control of the minority leader or his 

14 designee. 

15 "(4) In any case in which there are amendments 

16 in disagreement, time on each amendment shall be lim- 

17 ited to 30 minutes, to be equally divided between, and 

18 controlled by, the manager of the conference report 

19 and the minority leader or his designee. No amendment 

20 that is not germane to the provisions of such amend- 

21 ments shall be received. 

22 "(e) REQUIBED ACTION BY CONFEEENCE COMMIT- 

23 TEE.—If at the end of the 10-day period (excluding Satur- 

24 days, Sundays, and legal holidays) beginning the day after 

25 the conferees of both Houses have been appointed to a com- 
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1 mittee of conference on a budget resolution, the conferees are 

2 unable to reach agreement with respect to all matters in dis- 

3 agreement between the two Houses, then the conferees shall 

4 submit to their respective Houses, on the first day thereafter 

5 on which their House is in session— 

6 "(1) a conference report reconmiending those mat- 

7 ters on which they have agreed and reporting in dis- 

8 agreement  those  matters  on  which  they  have  not 

9 agreed; or 

10 "(2) a conference report in disagreement, if the 

11 matter in disagreement is an amendment which strikes 

12 out the entire text of the budget resolution and inserts 

13 a substitute text. 

14 "(0 SENATE VOTES AND MATHEMATICAL CONSIST- 

15 ENCY.—It shall not be in order in the Senate to vote on the 

16 question of agreeing to— 

17 "(1) a budget resolution unless the figures then 

18 contained in such resolution are mathematically con- 

19 sistent; or 

20 "(2) a conference report on a budget resolution 

21 unless the figures contained in such resolution, as rec- 

22 ommended in such conference report, are mathemati- 

23 cally consistent. 
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1 "SEC. 303. RECONCILIATION. 

2 "(a)   REQUIBED   RECONCILIATION   DIBECTIVES   IN 

3 BUDGET RESOLUTIONS.— 

4 "(1) If, for any fiscal year covered by a budget 

5 resolution, that resolution assumes the enactment of 

6 legislation (other than legislation making discretionary 

7 appropriations) that would decrease the deficit (or in- 

8 crease the surplus) as compared to existing law, then 

9 that resolution shall include reconciliation directives 

10 that— 

11 "(A) specify the amount by which outlays 

12 (resulting from new budget authority or spending 

13 requirements within the jurisdiction of a conunit- 

14 tee) are to be decreased and direct that committee 

15 to propose changes in law sufficient to accompUsh 

16 that outlay decrease; 

17 "(B) specify the amount by which revenues 

18 are to be increased and direct the committees of 

19 jurisdiction to propose changes in law sufficient to 

20 accomplish that revenue increase; 

21 "(C) specify the amount by which the deficit 

22 is to be changed and direct committees to propose 

23 changes in laws vidthin their jurisdiction sufficient 

24 to accompUsh that change; or 
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1 "(D) specify and direct any combination of 

2 the matters described in subparagraphs (A), (B), 

3 and (C). 

4 Reconciliation directives may also cover assumed legis- 

5 lation  (other  than  discretionary  appropriations)  that 

6 would increase the deficit (or reduce the surplus). 

7 "(2) It shall not be in order in the House of Rep- 

8 resentatives or the Senate to consider a budget resolu- 

9 tion, or any amendment thereto or conference report 

10 thereon, that contains reconciliation directives to any 

11 committee to make changes in discretionary appropria- 

12 tions or in the authorization of such appropriations. 

IS "(b) REPOBTING RECONCILIATION LEGISLATION.— 

14 "(1) If a budget resolution directing one or more 

15 committees to propose changes in laws under subsec- 

16 tion (a) is agreed to by Congress, each committee so 

17 directed  shall  make  those  legislative  proposals  and 

18 submit them to the Committee on the Budget of its 

19 House by Jime 10 of the current year. 

20 "(2) At the same time each committee submits its 

21 legislative proposals, it shall also submit to the Com- 

22 mittee on the Budget of its House all the material that 

23 would be required by the rules of that House if the leg- 

24 islative proposals were bills to be reported to that 

25 House; and submit a categorization of each provision in 

36-932  0-91 
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1 its proposal as either (A) a reduction in outlays; (B) an 

2 increase in outlays; (C) a reduction in revenues or off- 

S setting receipts; (D) an increase in revenues or offset- 

4 ting receipts; (E) a budgetary provision with costs esti- 

5 mated at zero; (F) a cost-avoidance in discretionary 

6 programs; (G) changes in the level of authorization of 

7 discretionary appropriations; or (H) non-budgetary. 

8 "(3) The Committee on the Budget of each House 

9 shall promptly report to its House a reconciUation bill 

10 carrying out all such proposals without any substantive 

11 revision. 

12 "(c) PBOCEDUEE IN THE SENATE.— 

13 "(1) Except as provided in paragraph (2), the pro- 

14 visions  of section  302  for the consideration in the 

15 Senate of budget resolutions and conference reports 

16 thereon shall also apply to the consideration in the 

17 Senate of reconciUation bills reported under subsection 

18 (b) and conference reports thereon. 

19 "(2) Debate in the Senate on any reconciliation 

20 bill reported under subsection (b), and all amendments 

21 thereto and debatable motions and appeals in connec- 

22 tion therewith, shall be limited to not more than 20 

23 hours. 

24 "(d) AMENDMENTS TO RECONCILIATION BILLS.— 

• HK S»29 m 
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1 "(1) It shall not be in order in the House of Rep- 

2 resentatives or the Senate to consider any amendment 

3 to a reconciliation bill if that amendment would have 

4 the effect of increasing outlays for any item above the 

5 level of such outlays otherwise resulting from the bill 

6 (for the fiscal years covered by the reconciliation direc- 

7 tive under subsection (a)), or would have the effect of 

8 reducing any revenue item below the level of such rev- 

9 enues otherwise resulting from the bill (for such fiscal 

10 years),   unless  such  amendment  makes  at  least  an 

11 equivalent reduction in other outlays, an equivalent in- 

12 crease in other revenues, or an equivalent combination 

13 thereof (for such fiscal years), except that a motion to 

14 strike  a provision  shall always  be  in order in the 

15 Senate. 

16 "(2) Paragraph (1) shall not apply if a declaration 

17 of war by the Congress is in effect. 

18 "(3) The Committee on Rules of the House of 

19 Representatives may make in order amendments to 

20 achieve changes specified by reconciliation directives 

21 under subsection (a) if a committee of the House fails 

22 to submit proposals to its Committee on the Budget 

23 pursuant to its directive or if the proposals submitted 

24 by a committee do not comply with its directive. 

•HK 3939 m 
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X "(4) LIMITATION ON CHANGES TO SOCIAL SB- 

2 CUBITY ACT.—It shall not be in order in the Senate 

3 or the House of Representatives to consider any provi- 

4 sion of a reconciliation bill reported under subsection 

5 (b) or any conference report thereon or amendment 

6 thereto that amends provisions of the old-age, survi- 

7 vors,   and   disability   insurance   program   estabhshed 

8 under title El of the Social Security Act. 

9 "(e) COMPLETION OF RECONCILLATION PBOCESS.— 

10 "(1) IN OENEBAL.—The House of Representa- 

11 tives and the Senate shall pass the reconciliation bill 

12 reported under subsection (b) not later than June 30 of 

13 each year and shall complete action on that bill by 

14 August 5 of that year. 

15 "(2) POINT OF OBDEB.—It shall not be in order 

16 in the House of Representatives or the Senate to con- 

17 sider   any   resolution  providing  for  an   adjournment 

18 period of more than three calendar days after August 5 

19 of any year in which a reconciliation directive is issued 

20 under subsection (a) until Congress completes action on 

21 the reconciliation bill for that year reported under sub- 

22 section (b). 

• HE 3929 IB 
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1 "SEC.  304.  PERMISSIBLE  REVISIONS  OF  BUDGET  RESOLU- 

2 TIONS. 

3 "Any time after a budget resolution has been agreed to 

4 under section 301, the two Houses may adopt a concurrent 

5 resolution that revises that budget resolution. The revised 

6 budget resolution and the report thereon shall meet the re- 

7 quirements and be subject to the procedures set forth in sec- 

8 tion 301 (except the May 1 requirement) and shall be consid- 

9 ered a budget resolution under section 301. 

10 "SEC. 306. APPROPRIATION BILLS. 

11 "(a) REPOBTBD TO HOUSE BY JUNE 10.—On or before 

12 June 10 of each year, the Conunittee on Appropriations of 

13 the House of Representatives shall report annual appropria- 

14 tion bills providing new budget authority under the jurisdic- 

15 tion of all of its subcommittees for the budget year. 

16 "(b) HOUSE PASSAGE BY JUNE 30.—It shall not be in 

17 order in the House of Representatives to consider any resolu- 

18 tion providing for an adjournment period of more than three 

19 calendar days after June 30 of any year until the House of 

20 Representatives has approved annual appropriation bills pro- 

21 viding new budget authority under the jurisdiction of all the 

22 subcommittees of the Committee on Appropriations for the 

23 budget year. 

24 "(c) SENATE PASSAGE BY AUGUST 5.—It shall not be 

25 in order in the Senate to consider any resolution providing for 

26 an adjournment period of more than three calendar days after 
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1 August 5 of any year until the Senate has approved annual 

2 appropriation bills providing new budget authority under the 

3 jurisdiction of all the subcommittees of the Committee on Ap- 

4 propriations for the budget year. 

5 "SEC.   306.   LEGISLATION   DEALING   WITH   CONGRESSIONAL 

6 BUDGET MUST BE HANDLED BY BUDGET COM- 

7 MITTEBS. 

8 "No bill or resolution, and no amendment to any bill or 

9 resolution, dealing with any matter within the jurisdiction of 

10 the Committee on the Budget of either House shall be con- 

11 sidered in that House unless it is a bill or resolution that has 

12 been reported by the Committee on the Budget of that House 

13 (or from the consideration of which such committee has been 

14 discharged) or unless it is a germane amendment to such a 

15 bill or resolution. 

16 "Subtitle II—Enforcement 
17 "SEC. 310. COMMITTEE SPENDING ALLOCATIONS. 

18 "(a) HOUSE OF REPBESENTATIVBS.— 

19 "(1)  ALLOCATION AMONG  COMMITTEES.—The 

20 joint explanatory statement accompanying a conference 

21 report on a budget resolution shall include an alloca- 

22 tion, consistent with the resolution recommended in the 

23 conference report, of the appropriate levels of— 

24 "(A) total new budget authority, 

25 "(B) total spending requirements, and 
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1 "(C) total outlays; 

2 among each committee of the House of Representa- 

3 lives that has jurisdiction over legislation providing or 

4 creating such amounts. 

5 "(2) No DOUBLE COUNTING.—Any item allocated 

6 to one committee of the House of Representatives may 

7 not be allocated to another such committee. 

8 "(3)    FUBTHEB    DIVISION    OF    AMOUNTS.—The 

9 amounts allocated to each committee for each fiscal 

10 year, other than the Committee on Appropriations, 

11 shall be further divided between amounts provided or 

12 required by law on the date of filing of that conference 

13 report and amounts not so provided or required. The 

14 amounts allocated to the Committee on Appropriations 

15 for each fiscal year shall be further divided between 

16 discretionary and mandatory amounts or programs, as 

17 appropriate. 

18 "(b) SENATE ALLOCATION AMONG COMMITTEES.— 

19 The joint explanatory statement accompanying a conference 

20 report on a budget resolution shall include an allocation, con- 

21 sistent with the resolution recommended in the conference 

22 report, of the appropriate levels of— 

23 "(1) total new budget authority, and 

24 "(2) total outlays; 
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1 among each committee of the Senate that has jurisdiction 

2 over legislation providing or creating such amounts. 

3 "(c) FISCAL YEARS COVEEED BY ALLOCATION.—For 

4 the Committee on Appropriations of each House, amounts 

5 shall be separately allocated for the budget year and the 

6 current year. For all other committees, amounts shall be 

7 separately allocated for each fiscal year covered by that 

8 resolution. 

9 "(d) AMOUNTS NOT ALLOCATED.—If a committee re- 

10 ceives no allocation of new budget authority or spending re- 

11 quirements, that committee shall be deemed to have received 

12 an allocation equal to zero for new budget authority or 

13 spending requirements. 

14 "SEC.  311.  SUBALLOCATIONS  BY  THE  APPROPRIATIONS 

15 COMMITTEES. 

16 "(a) INITIAL SUBALLOCATIONS.—As soon as practica- 

17 ble after a budget resolution is agreed to, the Committee on 

18 Appropriations of each House (after consulting with  the 

19 Committee on Appropriations of the other House) shall subal- 

20 locate each amount allocated to it for the budget year under 

21 sections 310 among its subcommittees. 

22 "(b) REVISED ALLOCATION.—If a revised allocation is 

23 made in connection with a revised budget resolution under 

24 section 304, the Committees on Appropriations shall make 
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1 revised suballocations if amounts allocated to them have been 

2 changed. 

3 "(c) RKVISBD SUBALLOCATIONS.—The Committee on 

4 Appropriations of either House may revise any suballocations 

5 it makes under this section. 

6 "(d) FILING.—Each Committee on Appropriations shall 

7 promptly report to its House suballocations made or revised 

8 under this section. 

9 "SEC. 312. ADOPTION OF BUDGET RESOLUTION MUST PRE- 

10 CEDE CONSIDERATION OF BUDGET LEGISLA- 

11 TION. 

12 (a) IN GENBEAL.—It shall not be in order in the House 

13 of Representatives or the Senate to consider any bill or reso- 

14 lution as reported to its House, or amendment thereto or con- 

15 ference report thereon, that— 

16 "(1) provides new budget authority for a fiscal 

17 year; 

18 "(2) creates a new spending requirement that is 

19 first effective in a fiscal year; or 

20 "(3) provides a decrease in revenues that is first 

21 effective in a fiscal year; 

22 until a budget resolution covering that year is adopted, allo- 

23 cations have been made under section 310, and in the case of 

24 legislation reported by the Committee on Appropriations of 
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1 either House, suballocations have been filed under section 

2 311. 

8 "(b) EXCEPTIONS.—Subsection (a) shall not apply to— 

4 "(1) new budget authority for the budget year in 

5 any appropriation bill or resolution making continuing 

6 appropriations,  or amendment thereto  or conference 

7 report thereon,  that is considered after May  1  and 

8 before the following January 1 if a budget resolution 

9 for that budget year has not been adopted; 

iO "(2) new budget authority for any outyear in any 

11 appropriation bill or resolution making continuing ap- 

12 propriations,   or   amendment   thereto   or   conference 

13 report thereon; or 

14 "(3) new budget authority in a fiscal year beyond 

16 the last year covered by the most recent allocation 

16 made under section 310 if that new budget authority 

17 occurs in such year as the result of a spending require- 

18 ment first effective during the period covered by that 

19 allocation. 

20 "(c) PROCEDURE FOR WAIVER IN THE SENATE.— 

21 "(1) The committee of the Senate that reports 

22 any bill or resolution (or amendment thereto) to which 

23 subsection (a) applies may, at or after the time it re- 

24 ports such bill or resolution (or amendment), report a 

25 resolution to the Senate— 
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1 "(A) providing for the waiver of subsection 

2 (a)  with  respect  to  that  bill  or  resolution  (or 

3 amendment), and 

4 "(B) stating the reasons why the waiver is 

5 necessary. 

6 The resolution shall then be referred to the Committee 

7 on the Budget of the Senate. That committee shall 

8 report the resolution to the Senate within 10 days after 

9 the resolution is referred to it (not counting any day on 

10 which the Senate is not in session) beginning with the 

11 day following the day on which it is so referred, ac- 

12 companied by that committee's recommendations and 

13 reasons for such recommendations with respect to the 

14 resolution. If the committee does not report the resolu- 

15 tion within the 10-day period, it shall automatically be 

16 discharged from further consideration of the resolution 

17 and the resolution shall be placed on the calendar. 

18 "(2) During the consideration of any such resolu- 

19 tion, debate shall be limited to one hour, to be equally 

20 divided between, and controlled by, the majority leader 

21 and minority leader or their designees, and the time on 

22 any debatable motion or appeal shall be limited to 

23 twenty minutes, to be equally divided between, and 

24 controlled by, the mover and the manager of the reso- 

25 lution. In the event the manager of the resolution is m 
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t favor of any such motion or appeal, the time in opposi- 

3 tion thereto shall be controlled by the minority leader 

3 or his designee. Such leaders, or either of them, may, 

4 from the time under their control on the passage of 

5 such resolution, allot additional time to any Senator 

6 during the consideration of any debatable motion or 

7 appeal. No amendment to the resolution is in order. 

8 "(3) If, after the Committee on the Budget has 

9 reported (or been discharged from further consideration 

10 of) the resolution, the Senate agrees to the resolution, 

11 then subsection (a) shall not apply with respect to the 

li bill or resolution (or amendment thereto) to which the 

18 resolution so agreed to applies. 

14 "SEC. 313. ENFORCING SPENDING AND REVENUE FIGURES. 

15 "It shall not be in order in the House of Representa- 

16 tives or the Senate to consider any spending or revenue legis- 

17 lation if, as proposed to be enacted and when added to 

18 amounts already enacted (if any), it would breach the appro- 

19 priate allocation of new budget authority or new spending 

20 requirements under, or the aggregate levels of revenues es- 

21 tabUshed in, the most recently agreed-to budget resolution. 

22 "SEC. 314. INTERPRETATION OF POINTS OF ORDER. 

23 "For purposes of section 313— 

24 "(1)     LEGISLATION.—The     term     'legislation' 

25 means— 
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1 "(A)   any   bill,   resolution,   or   conference 

2 report, (as reported to its House); or 

8 "(B) any amendment. 

4 "(2) SPENDING LEGISLATION.—The term 'spend- 

6 ing legislation' means legislation providing new budget 

6 authority for a fiscal year or creating new spending re- 

7 quirements effective in a fiscal year. 

8 "(3) REVENUE LEGISLATION.—The term 'reve- 

9 nue  legislation'  means  legislation  that results  in  a 

10 change in the level of revenues in a fiscal year. 

11 "(4) ENACT.—The term 'enact' means passage of 

12 a bill or resolution in identical form by both Houses, 

18 except a vetoed bill or resolution when the veto mes- 

14 sage is referred to committee in either House or when 

16 either House votes to sustain the veto. 

16 "(5) BBEACH.—The term 'breach' means— 

17 "(A) with regard to a level of new budget 

18 authority or new spending requirements (as appli- 

19 cable), exceed or further exceed; or 

20 "(B) with regard to an aggregate level of 

21 revenues, fall below, or fall further below. 

22 "(6) AGGEEGATE LEVELS OF REVENUES.—The 

23 term 'aggregate levels of revenues' means the total 

24 level of revenues under section 301(c)(2) for the budget 

25 year, for the current year, or for the -total six-year 
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1 period comprising the current year, the budget year, 

2 and the outyears. 

3 "(7) APPBOPBIATE ALLOCATION IN THE 

4 HOUSE.— 

5 "(A) With regard to the Conunittee on Ap- 

6 propriations of the House of Representatives, the 

7 term 'appropriate allocation' means— 

8 "(i) the allocation to that committee of 

9 discretionary budget authority for the budget 

10 year under section 310 and each suballoca- 

11 tion of that discretionary budget authority 

12 under section 311; or 

13 "(ii) the allocation to that conunittee of 

14 discretionary budget authority for the current 

15 year under section 310. 

16 "(B) With regard to any other committee of 

17 the House of Representatives, the term 'appropri- 

18 ate allocation' means its allocation under section 

19 310 of amounts of spending requirements or new 

20 budget authority not provided or required by law 

21 on the date of filing of the conference report on 

22 that year's budget resolution (i) for the budget 

23 year; (ii) for the current year; or (iii) for the six- 

24 year  period  comprising  the   current  year,   the 

25 budget year, and the outyears. 
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1 "(8)    APPBOPBIATB    ALLOCATION    IN    THE 

2 SENATE.—The term 'appropriate allocation' means— 

5 "(A) with regard to the Committee on Ap- 

4                  propriations of the Senate— 

6 "(i) the allocation to that conunittee of 

6 new budget authority for the budget year 

7 under section 310 and each suballocation of 

8 new budget authority under section 311; or 

9 "(ii) the allocation to that committee of 

10 new budget authority for the current year 

11 under section 310; and 

12 "(B) with regard to any other committee of 

13 the Senate, its allocation under section 310 of 

14 new budget authority for the budget year, for the 

15 current year, or for the total six-year period com- 

16 prising the current year, the budget year, and the 

17 outyears. 

18 "Subtitle III—Scorekeeping 
19 "SEC. 320. BUDGET COMMITTEE DETERMINATIONS. 

20 "(a) DETERMINATIONS.—For purposes of determina- 

21 tions and points of order under sections 312 and 313, the 

22 existence and levels of spending requirements, new budget 

23 authority, and revenues for a fiscal year shall be determined 

24 on the basis of classifications and estimates made by the 

25 Committee on the Budget of the House of Representatives or 
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1 the Senate, as the case may be, after consultation with the 

2 Congressional Budget Office. 

3 "(b) GUIDELINES.—Among the guidelines which the 

4 Committees on the Budget shall apply in carrying out their 

5 duties under subsection (a) are the following: 

6 "(1) Determinations by the Committees on the 

7 Budget shall be based upon the common economic and 

8 technical assumptions set forth in the joint explanatory 

9 statement accompanying the most recently agreed to 

10 budget resolution. 

11 "(2) Whenever a law, bill, or resolution makes the 

12 existence or levels of revenues, spending requirements, 

IS or new budget authority (other than discretionary ap- 

14 propriations) contingent upon conditions (other than the 

15 enactment  of  subsequent  legislation),  the  conditions 

16 shall be assumed to be satisfied except to the extent 

17 that the Committee on the Budget of the appropriate 

18 House determines otherwise. 

19 "(3) Whenever the level of revenues, spending re- 

20 quirements, or new budget authority (other than discre- 

21 tionary appropriations) provided by a law, bill, or reso- 

22 lution is affected by administrative or other discretion, 

23 the Committee on the Budget of the appropriate House 

24 shall make its best estimate of the effect of such discre- 

25 tion on such level. 
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1 "(4) Whenever an appropriation provides discre- 

2 tionary new budget authority contingent upon the en- 

3 actment of legislation other than future appropriation 

4 Acts, that appropriation shall be deemed to provide the 

6 new budget authority. 

6 "SEC.   321.    DIRECTED   SCOREKEEPING   AND   OFF-BUDGET 

7 DESIGNATIONS. 

8 "(a) SCORING ONLY AFTER ENACTMENT.—In deter- 

9 mining any classification or estimate of new budget authority, 

10 outlays, spending requirements, and revenues under titles HI 

11 and IV, the definitions and guidelines in this Act shall be 

12 used unless legislation enacted, or a resolution agreed to, 

13 before the determination of such classification or estimate 

14 specifically directs otherwise. 

15 "(b)   BUDGETARY   TREATMENT   OF   GOVERNMENT- 

16 SPONSORED ENTERPRISES.—A Government-sponsored en- 

17 terprise is not a Federal entity imder this Act and shall be 

18 excluded from the totals of the budget of the United States. 

19 "(c) POINTS OF ORDER.— 

20 "(1) No bill or resolution carrying a direction that 

21 existing law, pending legislation, or future legislation 

22 be scored in a manner inconsistent with this Act or 

23 projected in a manner inconsistent with the Pay-As- 

24 You-Go Act of 1990 shall be reported by any commit- 

25 tee other than the Conunittee on the Budget or the 
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1 Committee on Rules in the House of Representatives 

2 or the Committee on the Budget or the Committee on 

3 Rules and Administration in the Senate. No amend- 

4 ment carrying such a direction shall be in order during 

5 consideration of a bill or resolution not reported by one 

6 of those committees. A question of order on such a di- 

7 rection may be raised at any time. 

8 "(2) No bill or resolution excluding a new or ex- 

9 isting Federal entity from the budget of the United 

10. States may be reported by any committee other than 

11 the   Committee   on   Government   Operations   in   the 

12 House of Representatives or the Committee on Gov- 

13 ernmental Affairs in the Senate. No amendment carry- 

14 ing such an exclusion shall be in order during consider- 

15 ation of a bill or resolution not reported by one of 

16 those committees. A question of order on such an ex- 

17 elusion may be raised at any time. 

18 "(3) It shall not be in order in the House of Rep- 

19 resentatives or the Senate to consider a conference 

20 report that contains matter that would be a violation of 

21 paragraph (1) or (2) if contained in a reported bill or 

22 resolution. 
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1 "SEC. 322. NEW TIMING SHIFTS NOT COUNTED. 

2 "Changes in the level of new budget authority, new 

3 spending requirements, outlays, or revenues resulting from 

4 new timing shifts shall not be counted. 

5 "SEC.   323.   BILL   COST   ESTIftfATES;   BUDGET   COMMITTEE 

0 SCOREKEEPING REPORTS. 

7 "(a) COMMITTEE BEPOBTS ON LEGISLATION.— 

8 "(1) Whenever a committee of either House re- 

9 ports a bill or resolution or committee amendment 

10 thereto, providing new budget authority (except a con- 

11 tinning appropriation for less than the entire fiscal 

12 year) or increasing or decreasing spending require- 

18 ments or revenues in one or more fiscal years, the 

14 report accompanying that bill or resolution shall con- 

15 tain a statement, or the committee shall make available 

16 such a statement in the case of an approved committee 

17 amendment that is not reported to its House, prepared 

18 after consultation which the Director of the Congres- 

19 sional Budget Office, that— 

20 "(A) compares the levels in such measure to 

21 the appropriate allocations or suballocations under 

29 section 310 or 311 for the most recently agreed 

28 to budget resolution for such fiscal years; 

24 "(B) includes an identification of any new 

25 spending requirements contained in such measure 

26 and a justification for the use of that financing 
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1 method instead of annual discretionary appropria- 

3 tions; 

8 "(C) contains an estimate by the Congres- 

4 sional Budget Office of how such measiu-e will 

5 affect the levels of new budget authority, outlays, 

6 spending requirements, and revenues for the cur- 

7 rent year, budget year, and outyears, if timely 

8 submitted; 

9 "(D) contains an identification prepared by 

10 the CBO of each provision that is a new timing 

11 • shift as defined in this Act, if timely submitted; 

12 and 

IS "(E) contains an estimate by the Congres- 

14 sional Budget Office of the level of new budget 

15 authority for assistance to State and local govem- 

16 ments provided by such measure, if timely submit- 

17 ted. 

18 "(2) Whenever  a conference  report is  filed in 

19 either   House   and   such   conference   report   or   any 

20 amendment reported in disagreement or any amend- 

21 ment contained in the joint statement of managers to 

22 be proposed by the conferees in the case of technical 

23 disagreement on such bill or resolution provides new 

24 budget authority (except a continuing appropriation for 

25 less than the entire fiscal year) or increases or de- 
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1 creases spending requirements or revenues for a fiscal 

2 year, the statement of managers accompanying such 

3 conference  report  shall  contain  the  information  de- 

4 scribed in paragraph (1), if available on a timely basis. 

6 If such information is not available when the confer- 

6 ence report is filed, the committees of jurisdiction shall 

7 make such information available to the Members as 

8 soon as practicable before the consideration of such 

8 conference report. 

10 "(b)  UP-TO-DATB  BUDGET  COMJOTTBE  TABULA- 

11 TION8 OF CONGBBSSIONAL BtTDGET ACTION.—The Com- 

12 mittee on the Budget of each House shall make available to 

13 Members of its House summary budget scorekeeping reports. 

14 Such reports— 

16 "(1) shall be made available on at least a monthly 

16 basis, but in any case frequently enough to provide 

17 Members of each House an accurate representation of 

15 the current status of congressional consideration of the 

19 budget; 

20 "(2) shall include summaries of the levels of new 

21 budget authority, spending requirements, outlays, and 

22 revenues associated with existing law and with bills 

23 and resolutions passed by the respective House; and 

24 "(3) shall be based on information provided by the 

25 Congressional Budget Office. 
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1 The chairman of the Committee on the Budget of the House 

2 of Representatives shall submit such reports to the Speaker. 

3 "Subtitle IV—Credit and Deposit 
4 Insurance Accounting 
5 "SEC. 331. COST TO THE GOVERNMENT. 

6 "As used in this subtitle, the term 'cost' means the cost 

7 to the Government of any direct loan or loan guarantee, in- 

8 eluding the cost of and receipts from insurance purchased by 

9 the Government, except indirect costs such as administrative 

10 costs or any effect on revenues, and shall be calculated as 

11 follows: 

12 "(1) DiBECT LOANS.—For a direct loan to the 

13 public made by the Government,  the difference be- 

14 tween the face value of the loan and the net present 

16 value of— 

16 "(A) the expected repayments of principal; 

17 and 

18 "(B)  payments  of interest and other pay- 

19 ments; 

20 to the Government by the borrower over the life of the 

21 loan,  after adjusting for estimated defaults,  prepay- 

22 ments, fees, penalties, and any other recoveries. 

23 "(2) LOAN GUABANTEES.— 

24 "(A) IN GENEEAL.—For a loan made by a 

25 private lender to a private borrower that is guar- 
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1 anteed as to principal or interest, in whole or in 

2 part, by the Government, the net present value of 

S (i) estimated payments by  the  Government to 

4 cover defaults, (ii) any interest payments made by 

5 the Government, and (iii) receipts (such as origi- 

6 nation and other fees, penalties, and other recov- 

7 eries) by the Government. 

8 "(B) DEPOSIT INSUBANCE.—Deposit insur- 

9 ance shall be treated as a loan guarantee. 

10 "(3)   CHANGES   IN   COSTS.—Any   government 

11 action that alters any factors used in estimating costs 

12 of direct loans or loan guarantees shall be treated as 

13 increasing or decreasing, as the case may be, the cost 

14 to the Govenunent of such loans or guarantees. 

15 "(4) DiscotTNT BATE.—The estimated average 

16 interest rate on new issues of Treasury securities of 

17 similar maturity to the direct loans or loan guarantees 

18 being  estimated  shall  be   used  as  the   discount  to 

19 present value. 

20 "SEC. 332. BUDGETARY ACCOUNTING. 

21 "(a) NEW BUDGET AUTHOEITT.—The authority to 

22 incur new direct loan obligations or make new loan guarantee 

23 commitments is new budget authority in an amount equal to 

24 the cost (as defined in section 331), in the fiscal year in which 
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1 the authority to incur the obligation or commitment becomes 

2 available. 

3 "(b) OUTLAYS.—Outlays resulting from new budget au- 

4 thority referred to in subsection (a) shall be recorded in the 

5 fiscal years in which a direct loan is disbursed or a loan guar- 

6 antee commitment is made. 

7 "(c) RESIDUAL CASH FLOW.— 

8 "(1) IN GBNBBAL.—All flows of cash relating to 

9 direct  loan  obligations  and loan  guarantee  commit- 

10 ments (including those made before fiscal year 1991) 

11 other than the outlays recorded pursuant to subsection 

12 (b) shall be a means of financing the deficit. 

13 "(2)   EXPENDITUBES    OF   DEPOSIT    INSUBANCE 

14 AGENCIES.—Obligations and disbursements of Federal 

15 deposit  insurance   agencies   made  to  forestall  more 

16 costly insurance claims shall be a means of financing 

17 the deficit. 

18 "SEC. 333. CONGRESSIONAL CONTROL OF LOAN COSTS. 

19 "(a)   APPBOPBIATION   REQUIBED.—Notwithstanding 

20 any other provision of law, new direct loan obligations may 

21 be incurred and new loan guarantee commitments may be 

22 made after September 30, 1990, only to the extent that ap- 

23 propriations of new budget authority to cover their costs are 

24 made in appropriation Acts enacted after the date of enact- 

25 ment of this title. 
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1 "(b) NEW BITDQET AUTHOEITY AND GROSS LOAN 

2 LEVELS.—Whenever any Act appropriates an amount of 

3 new budget authority for fiscal year 1991 or thereafter insuf- 

4 ficient to fund the cost of the gross loan level specified in 

5 such Act for a particular program, there are hereby appropri- 

6 ated such additional amounts of new budget authority as are 

7 necessary to fund the costs of such program. 

8 "(c) EXEMPTION FOE MANDATORY PROGRAMS.—Sub- 

9 section (a) shall not apply to any loan program that consti- 

10 tutes a spending requirement, such as loan programs adminis- 

11 tered by the Conmiodity Credit Corporation, the Guaranteed 

12 Student Loan Programs, the Veterans' Administration home 

13 loan programs, and Federal deposit insurance programs. 

14 "SEC. 334. EXECUTIVE BRANCH COST ESTIMATES. 

15 "For the executive branch, all estimates required by this 

16 subtitle shall be made by the Director of the Office of Man- 

17 agement and Budget after consultation with the agencies that 

18 administer loan programs (or, if he delegates such authority, 

19 by those agencies), and shall be based upon guidelines, regu- 

20 lations, or criteria (consistent with the definitions in this sub- 

21 title) established by the Secretary of the Treasury after con- 

22 sultation with the Director of the Office of Management and 

23 the Budget and the Director of the Congressional Budget 

24 Office. 
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1 "SEC. 335. BUDGET PRESENTATION OF COSTS. 

2 "(a) ACTUALS.—For fiscal year 1991 and each ensuing 

3 fiscal year, end-of-year loan costs contained in the Presi- 

4 dent's budget shall be revised to the extent that estimates of 

5 such costs proved inaccurate when the loan was repaid, pre- 

6 paid, or finally defaulted.". 

7 "(b) YEAES BEFOBE FISCAL YEAB 1991.—The Office 

8 of Management and Budget shall, to the extent possible, 

9 make summary estimates of loan costs incurred in years 

10 before fiscal year 1991  and shall make such information 

11 available to supplement or adjust (as appropriate) historical 

12 data for such years. 

13 "SEC. 336. EFFECTIVE DATES. 

14 "(a) PBBSIDENT'S BUDGET.—This subtitle shall apply 

15 to budget estimates for fiscal year 1991 and thereafter pre- 

16 sented in the budget submitted by the President under section 

17 1105(a) of title 31, United States Code, for fiscal year 1992 

18 and subsequent fiscal years. 

19 "(b) CONGRESSIONAL BUDGET.—This subtitle  shall 

20 apply to budget estimates contained in concurrent resolutions 

21 on the budget reported after the date of enactment of this 

22 title for fiscal years 1991 and thereafter. 

23 SEC. 203. AMENDMENTS TO TITLE IV OF THE CONGRESSIONAL 

24 BUDGET ACT OF 1974. 

25 The Congressional Budget Act of 1974 is amended by 

26 repealing sections 401, 402, and 404, by redesignating sec- 
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1 tions 403, 406, 406, and 407 as sections sections 406, 407, 

2 408, and 409, respectively, and by inserting before section 

3 406 (as redesignated) the following new sections: 

4 "SEC.   401.   BILLS   PROVIDING   CONTRACT   OR   BORROWING 

5 AUTHORITY. 

6 "No bill or resolution providing contract authority or 

7 borrowing authority shall be reported by any committee other 

8 than the Committee on Appropriations of either House. No 

9 amendment providing contract authority or borrowing au- 

10 thority shall be in order during consideration of a bill or reso- 

11 lution not reported by the Committee on Appropriations of 

12 either House. A question of order on such a provision may be 

13 raised at any time. It shall not be in order in the the House 

14 of Representatives or the Senate to consider any conference 

15 report that provides contract authority or borrowing author- 

16 ity other than a conference report on a bill or resolution re- 

17 ported by the Committee on Appropriations of either House. 

18 "SEC. 402. BILLS PROVIDING CREDIT AUTHORITY. 

19 "No bill or resolution providing the authority to incur 

20 direct loan obligations or make loan guarantee commitments 

21 shall be reported by any committee other than the Committee 

22 on Appropriations of either House. No amendment providing 

23 the authority to incur direct loan obligations or make loan 

24 guarantee commitments shall be in order during consideration 

25 of a bill or resolution not reported by the Committee on Ap- 
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1 propriations of either House. A question of order on such a 

2 provision may be raised at any time. It shall not be in order 

3 in the the House of Representatives or the Senate to consider 

4 any conference report that provides the authority to incur 

5 direct loan obligations or make loan guarantee commitments 

6 other than a conference report on a bill or resolution reported 

7 by the Committee on Appropriations of either House. 

8 "SEC. 403. BILLS REDUCING OFFSETTING COLLECTIONS. 

9 "No bill or resolution that reduces offsetting collections 

10 credited to an account contained in an appropriation Act shall 

11 be reported by any committee other than the Committee on 

12 Appropriations of either House. No amendment that reduces 

13 offsetting collections credited to an account contained in an 

14 appropriation Act shall be in order during consideration of a 

15 bill or resolution not reported by the Committee on Appro- 

16 priations of either House. A question of order on such a pro- 

17 vision may be raised at any time. It shall not be in order in 

18 the the House of Representatives or the Senate to consider 

19 any conference report that reduces offsetting collections cred- 

20 ited to an account contained in an appropriation Act other 

21 than a conference report on a bill or resolution reported by 

22 the Committee on Appropriations of either House. 
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1 "SEC. 404. EXCEPTIONS TO CONTROLS ON BACKDOOR 

2 SPENDING. 

S "Section 401, 402, or 403 shall not apply if the author- 

4 ity or collections referred to in such section is derived from or 

5 collected into— 

6 "(1) a trust fund, at least 90 percent of whose re- 

7 ceipts consist or will consist of amounts (transferred 

8 from the general fund of the Treasury) equivalent to 

9 amounts of taxes (related to the purposes for which 

10 such trust fund exists) received under specified provi- 

11 sions of the Internal Revenue Code of 1986; 

12 "(2) gifts or bequests made to the Government for 

18 a specific purpose; or 

14 "(3) any government corporation set forth in sec- 

15 tion 9101 of title 31, United States Code, as of Janu- 

16 ary 1, 1990.". 

17 SEC. 204. JOINT TAX COMMITTEE ESTIMATES. 

18 (a) Section 201 of the Congressional Budget Act of 

19 1974 is amended by redesignating subsection (0 as subsection 

20 (g) and by inserting after subsection (e) the following: 

21 "(0 RELATIONSHIP TO JOINT COMMITTEE ON TAX- 

22 ATION.—For purposes of providing information on legislation 

23 affecting income, payroll, excise, estate or gift taxes, the 

24 Office shall exclusively use revenue estimates prepared by 

25 the Joint Committee on Taxation, if timely received. The 

26 joint committee shall prepare such estimates upon the request 
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1 of the Office, in the following order of priority: legislation 

2 reported by committee or conference committee; estimates 

3 needed by the Office in preparing its annual report under 

4 section 202(f); proposals for the chairman of the Committee 

5 on Ways and Means, Finance, or the Budget; proposals for 

6 any other member of those committees; and proposals for any 

7 other Member of Congress. Estimates prepared by the joint 

8 committee shall be consistent with the economic assumptions 

9 used in the applicable budget resolution; shall compare legis- 

10 lation or proposals to the baseline used in constructing that 

11 budget resolution; and shall cover the current year,  the 

12 budget year, and each outyear.". 

13 (b) CONFOEMING AMENDMENT.—Section 273 of the 

14 Balanced Budget and Emergency Deficit Control Act of 

15 1985 is repealed. 

16 SEC. 205. DUTIES OF CONGRESSIONAL BUDGET OFFICE. 

17 Section 202(f)(1) of the Congressional Budget Act of 

18 1974 is amended by adding at the end the following: "Such 

19 report shall also include a projection for the period of 5 fiscal 

20 years beginning with such fiscal year of (A) total new budget 

21 authority and total outlays for each fiscal year in such period; 

22 (B) revenues to be received and the major sources thereof, 

23 and the surplus or deficit, if any, for each fiscal year in such 

24 period; and (C) tax expenditures for each fiscal year in such 

25 period.". 
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1 SEC. 206. SENATE WAIVERS. 

2 (a) Sections 904 (b) and (c) of the Congressional Budget 

3 Act of 1974 are amended to read as follows: 

4 "(b) Any provision of title HI or FV may be waived or 

5 suspended in the Senate by the unanimous consent of the 

6 Senate or by a majority vote of the Members voting, a 

7 quorum being present.". 

8 (b) Section 904(d) of the Congressional Budget Act of 

9 1974 is redesignated as 904(c). 

10 (c) Sections 271 (a), (b), and (c) of the Balanced Budget 

11 and Emergency Deficit Control Act of 1985 are repealed and 

12 in subsection (d) of such section strike "(d) RULE MAKING 

13 POWERS.—". 

14 TITLE III—DEBT LEGISLATION 
15 SEC. 301. DEBT LEGISLATION. 

16 (a) Section 302 of the Congressional Budget Act of 

17 1974 (as amended by section 202) is amended by adding at 

18 the end the following: 

19 "(g) Conference reports on concurrent resolutions on 

20 the   budget   shall   be   considered  first   in   the   House   of 

21 Representatives.". 

22 (b) Rule XLIX of the House of Representatives is 

23 amended— 

24 (1) in clause 2 by striking "section 301, 304, or 

26          310" and by inserting "section 301 or 304"; and 

• HE 3929 m 
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1 (2) in clause 1 by striking "adoption by the Con- 

2 gress (under section 301 or 304 of the Congressional 

3 Budget Act of 1974) of any concurrent resolution on 

4 the budget" and by inserting "passage by the House of 

5 Representatives (under section 301 or 304 of the Con- 

6 gressional Budget Act of 1974) of a conference agree- 

7 ment on any concurrent resolution on the budget"; 

8 (3) m the last sentence of clause 1 by inserting 

9 "at the same time the engrossed copy of the concur- 

10 rent resolution on the budget is transmitted to the 

11 Senate" after "transmitted to the Senate for further 

12 legislative action". 

13 (c) The Standing Rules of the Senate are amended by 

14 adding at the end the following: 

16 "RULE— 

18 "DEBT LEGISLATION 

17 "Upon passage of a conference report on any concurrent 

18 resolution on the budget, the joint resolution changing the 

19 statutory limit on the public debt passed by the House of 

20 Representatives under rule XLIX of the Rules of the House 

21 of Representatives shall be deemed to have been passed by 

22 the Senate, and shall be prepared for transmittal to the Presi- 

23 dent under the applicable rules of the Senate and the House 

24 of Representatives. The vote by which the conference agree- 

25 ment on the concurrent resolution on the budget was agreed 

•HR 3929 IH    ' 
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1 to in the Senate shall be deemed to have been a vote in favor 

2 of such joint resolution upon final passage in the Senate.". 

3 TITLE IV—PAY-AS-YOU-GO 
4 Subtitle A—Short Title, Effective 
5 Dates, and DeHnitions 
6 SEC. 401. SHORT TITLE. 

7 This title may be cited as the "Pay-As-You-Go Act of 

8 1990". 

9 SEC. 402. EFFECTIVE DATES. 

10 (a) IN GENERAL.—This title appUes to each budget 

11 submitted by the President under sections 1105(a) and 1106 

12 of title 31, United States Code, after January 1, 1991, and 

13 each budget resolution reported under section 301 or 304 of 

14 the Congressional Budget Act of 1974 after the date of en- 

15 actment of this Act. 

16 (b) FOB THE DEFICIT REDUCTION PERIOD.—All sec- 

17 tions of this title are in effect with respect to the deficit re- 

18 duction period except sections 411(b) and 413(b). 

19 (c) FOE THE BUDGET NEUTRALITY PERIOD.—All sec- 

20 tions of this title are in effect with respect to the budget 

21 neutrality period except sections 411(a) and 413(a). 

22 SEC. 403. DEFINITIONS. 

23 As used in this title: 

36-932  0-91—3 



62 

59 

1 (1) BASE TBAE.—The term "base year" means 

2 the fiscal year that immediately precedes the budget 

3 year. 

4 (2) MuLTiTEAB PEBIOD.—The term "multiyear 

5 period"   means  the  five-year  period  comprising  the 

6 budget year and the outyears. 

7 (3) BASELINE.—The term "baseline" means the 

8 projection (described in section 410) of base-year levels 

9 of new budget authority, outlays, revenues, and the 

10 deficit or surplus into the budget year and the out- 

11 years. 

12 (4)  BUDGET  BASE.—The  term  "budget base" 

13 means the projection (described in section 411) of base- 

14 year levels of new budget authority, outlays, revenues, 

15 and the deficit or surplus into the budget year. 

16 (5) DEFICIT REDUCTION.—The term "deficit re- 

17 duction" means, with respect to a budget year, the 

18 amount by which the deficit for that year (in the Presi- 

19 dent's original budget or midsession review or in the 

20 budget resolution for that year) is lower than the base- 

21 line deficit for that year. 

22 (6) MULTIYEAE DEFICIT REDUCTION.—The term 

23 "multiyear deficit reduction" means, with respect to 

24 the five-year period comprising the budget year and 

26 the outyears, the total amount by which the deficits for 
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1 UuU   period  (in   the   President's  original   budget   or 

3 midsession review or in the budget resolution covering 

3 that period) are lower than the baseline deficits for that 

4 period. 

5 (7)  DEFICIT   REDUCTION   PEBIOD.—The   term 

6 "deficit reduction period" means the period beginning 

7 with fiscal year 1991 and ending the last day before 

8 the beginning of the budget neutrality period. 

9 (8)  BUDGET  NEUTRALITY  PERIOD.—The  term 

10 "budget neutrality period" means the period beginning 

11 the first day of the fiscal year that starts after the issu- 

12 ance by the Secretary of the Treasury of a report stat- 

13 ing that, for the fiscal year completed immediately 

14 before its issuance, the budget of the United States 

15 was not in deficit, and such period shall remain in 

16 effect thereafter. 

17 (9) DIRECT SPENDING.—The term "direct spend- 

18 ing" means— 

19 (A) budget authority provided by laws other 

20 than appropriation Acts; and 

21 (B)   spending   requirements,   and   the   food 

22 stamp program. 

23 (10) CBO.—The term "CBO" means the Con- 

24 gressional Budget Office. 



64 

61 

1 (11) OTHEB TERMS.—All other terms used in this 

2 title shall have the meanings given to them in section 

3 3 of the Congressional Budget and Impoundment Con- 

4 trol Act of 1974. 

5 (12) EXPLANATION.—As used in this title, a sur- 

6 plus may be construed as a negative deficit, so deficit 

7 reduction could be an increase in the surplus. 

8 Subtitle B—Spending, Revenues, and 
9 the Deficit 

10 SEC. 410. THE BASELINE. 

11 (a) IN GBNEBAL.—For any budget year, the baseline 

12 refers to a projection of base-year levels of new budget au- 

13 thority, outlays, revenues, and the surplus or deficit into the 

14 budget year and the outyears based on laws enacted in ses- 

15 sions of Congress ending before the beginning of the budget 

16 year. 

17 (b)  REVENUES   AND   DIRECT   SPENDING.—For  the 

18 budget year and each outyear, the baseline shall be calculat- 

19 ed using the following assumptions: 

20 (1) IN GENERAL.—Revenue laws and laws pro- 

21 viding or creating direct spending are assumed to oper- 

22 ate in the manner specified in those laws for each such 

23 year and funding for spending requirements is assumed 

24 to be adequate to make all payments required by those 

25 laws. 



65 

62 

1 (2)   EXCEPTION.—No   program   with   estimated 

2 base-year outlays greater than $50 million shall be aa- 

3 suined to expire in the budget year or outyears. 

4 (c)     DiSCBETIONABT     APPEOPEIATIONS.—For     the 

5 budget year and each outyear, the baseline shall be calculat- 

6 ed using the following assumptions regarding all amounts 

7 other than those covered by subsection (b): 

8 (1)   INFLATION   OF   BASE-YEAE   APPEOPBIA- 

9 TION8.—New budget authority and obligation limita- 

10 tions shall be at the level available in the base year, 

11 adjusted for expiring housing contracts as specified in 

12 paragraph  (2),  adjusted for inflation as  specified in 

13 paragraph (3), and adjusted to account for changes re- 

14 quired by law in the level of agency payments for per- 

15 sonnel benefits other than pay. 

16 (2) ExpiBiNO HOUSING CONTBACT8.—For the 

17 budget  year  and  for  each  outyear,   base-year  new 

18 budget authority to renew expiring multiyear subsi- 

19 dized housing contracts shall be adjusted to reflect the 

20 number of such contracts that are scheduled to expire 

21 in that year with the per-contract renewal cost equal 

22 to the average base-year cost of new contracts. 

23 (3) INFLATOE.—The inflator used in paragraph 

24 (1) shall be the percent by which the average of the 

25 estimated gross national product implicit price deflator 
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1 for a fiscal year differs from the average of such esti- 

2 mated deflator for the base year. 

3 (4) BASE-YEAB APPBOPBIATION8.—If, for any 

4 account, a continuing appropriation is in effect for less 

5 than the entire base year, then the base-year amount 

6 shall be assumed to equal the amount that would be 

7 available if that continuing appropriation covered the 

8 entire fiscal year. If law permits the transfer of budget 

9 authority among budget accounts in the base year, the 

10 base-year level for an account shall reflect transfers ac- 

11 complished by the submission of, or assumed for the 

12 base year in, the President's original budget for the 

13 budget year. 

14 (d) TBANSITION RULE.—In providing budget estimates 

15 for budget year 1991, base-year 1990 amounts shall be cal- 

16 culated using the concepts and definitions that are required 

17 for that budget year. 

18 SEC. 411. THE BUDGET BASE. 

19 (a) DEFICIT REDUCTION PERIOD.—During the deficit 

20 reduction period, the budget base refers to a projection of 

21 base-year new budget authority, outlays, revenues, and defi- 

22 cits for the budget year that is the same as the baseline for 

23 that year except that— 
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1 (1) inflation shall be assumed to be zero for the 

2 purpose of projecting the base-year level of discretion- 

3 ary budgetary resources; 

4 (2) inflation (for the 12-month period appropriate 

5 for each program) shall be assumed to be zero in calcu- 

6 lating  benefit  increases  indexed  to  prices  in  direct 

7 spending programs that provide retirement or disability 

8 payments to individuals, except in the Federal Old Age 

9 and Survivors Insurance Trust Fund and the Federal 

10 Disability Insurance Trust Fund, which are off-budget 

11 by law; 

12 (3) inflation (for the 12-month period appropriate 

13 for each program) shall be assumed to be zero in calcu- 

14 lating benefit increases indexed to prices in all other 

15 direct spending programs; 

16 (4) inflation (for the 12-month period appropriate 

17 for each program) as measured by the appropriate indi- 

18 ces shall be assumed to be zero in projecting the cost 

19 of payments by the Government under the medicare 

20 programs under title XVHI of the Social Security Act; 

21 and 

22 (5) inflation (for the appropriate 12-month period) 

23 shall be assumed to be zero in projecting the cost of 

24 payments by the Government under the medicaid pro- 

25 gram under title XIX of the Social Security Act. 
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1 (b) BUDGET NBUTBALITY PERIOD.—During the budget 

2 neutrality period, the budget base for a budget year shall be 

3 the baseline for that year described in section 410. 

4 SEC. 412. THE BUDGET-YEAR DEFICIT REQUIREMENT. 

5 (a) IN GENERAL.—Except as provided in subsection (b), 

6 the deficit for the budget year contained in the President's 

7 original budget or midsession review for that year or any 

8 budget resolution for that year shall not exceed the deficit in 

9 the budget base for that year calculated under section 411. 

10 (b) ADDITIONAL DEFICIT REDUCTION.—For each of 

11 fiscal years 1991, 1992, and 1993, the deficit for the budget 

12 year contained in the President's original budget or midses- 

13 sion review for that year or any budget resolution for that 

14 year shall not exceed the deficit in the budget base for that 

15 year calculated under section 411 minus $10 billion. 

16 SEC. 413. MULTIYEAR REQUIREMENTS. 

17 (a) DEFICIT REDUCTION PERIOD.—During the deficit 

18 reduction period, the following requirements shall apply: 

19 (1)   BUDGET-YEAR   DEFICIT   REDUCTION.—The 

20 amount of deficit reduction required in any budget year 

21 is the amount by which the deficit described in section 

22 412 for that year is lower than the baseline deficit for 

23 that year. 

24 (2) MULTIYEAB DEFICIT REDUCTION BEQUIRE- 

25 MENT.—The required amount of multiyear deficit re- 
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1 duction shall be at least 6 times the amount of budget- 

2 year deficit reduction required under paragraph (1). 

3 (3) COMPLIANCE WITH REQUIBEMENT.—In de- 

4 termining whether any original budget or midsession 

5 review submitted by the President or any budget reso- 

6 lution  meets  the  requirement of paragraph  (2),  the 

7 amount of multiyear deficit reduction that is countable 

8 shall be the difference between— 

9 (A) the total deficit in the baseline for that 

10 multiyear period, and 

11 (B) the total deficit in such budget, midses- 

12 sion review, or budget resolution for that period, 

13 calculated as specified in paragraph (4). 

14 (4) METHOD OF CALCULATING MULTIYEAB DEPI- 

15 CITS.—For purposes of paragraph (3), deficits in the 

16 multiyear period shall be calculated by— 

17 (A) assuming that budget-year policy and, for 

18 direct spending and revenues, outyear policy, is 

19 enacted (or otherwise implemented) before Octo- 

20 her 1 of the budget year; 

21 (B) treating the budget-year estimates based 

22 on the assumptions referred to in subparagraph 

23 (A) as the new base-year estimates for purposes of 

24 subparagraph (C); and 
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1 (C) making a baseline projection of those 

2 new base-year estimates into the outyears by ap- 

8 plying the baseline projection rules in section 410. 

4 (b) BUDGET NEUTRALITY PEBIOD.— 

0 (1)  MULTITEAB  8UBPLUS  BEQUIEEMENT.— 

6 During the budget neutrality period, surpluses (or defi- 

7 cits) shall fulfill the requirement that the total surplus 

8 (or deficit) over the multiyear period not breach the 

9 total surplus (or deficit) for that period in the baseline 

10 described in section 410. For purposes of this subsec- 

11 tion, the term "to breach" means to have a smaller 

12 surplus than or to have a larger deficit than, as appli- 

13 cable. 

14 (2)   COMPUTATION   OF  MtrLTiYEAB   SUBPLUS- 

15 B8.—In determining whether any original budget or 

16 midsession review submitted by the President or any 

17 budget resolution meets the requirement of paragraph 

18 (1), multiyear surpluses (or deficits) shall be calculated 

19 by the method established in subsections (a)(4)(A), (B), 

20 and (C). 

21 (c)  OuTTEAB  POLICY  FOB  DISCEBTIONABY  PBO- 

22 GBAMS.—For  any  budget year,   any  original  budget  or 

23 midsession review submitted by the President or any budget 

24 resolution may assume, for any account, an outyear level of 

25 discretionary new budget authority and obligation limitations 
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1 different from the bcseline projectioa of tboee bud^t y««u° 

2 amouiiti specified in sobaectioD UM4MO or 0>M2). Howvvw. 

3 the IwneHne pro)ection cmlcuUted under those sahsectioas 

4 shftD not be effected bv those differences. To the extent that 

5 any such differences exist, thev shall be identified in detail in 

6 the original budget or midsession review or the statement of 

7 managers accompanving the conference report on the budget 

8 resolution, as the case may be. To the extent that the net of 

9 all such differences (over the entire outyear period) is greater 

10 than the projected level of such discretionary- amounts, the 

11 original budget or midsession re\-iew or the statement of 

12 managers shall identify in detail offsetting reductions in direct 

13 spending or increases in revenues that will be proposed in 

14 futiu% years and will fully cover the cost of the planned in- 

15 crease in discretionary amounts. 

16 SEC. 414. CONGRESSIONAL USE OF CBO ESTIMATES. 

17 For purposes of sections 412 and 413, Congress shall 

18 use baseline and budget base estimates prepared by CBO. 

19 Subtitle C—Enforcement 
20 SEC. 420. THE PRESIDENTS BUDGET. 

21 (a)   MUST   MEET   DEFICIT   REQUIREMENTS.—The 

22 budget transmitted by the President under section 1105(a) of 

23 title 31, United States Code (referred to in this title as the 

24 "President's original budget"), for a budget year shall be pre- 

25 pared using the best estimates then available, in such a 
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1 manner as to ensure that the deceits for that year and for the 

2 multiyear period do not exceed the deficits allowable under 

3 sections 412 and 413, using the definitions and estimating 

4 rules contained in this title and in the Congressional Budget 

5 and Impoundment Control Act of 1974. The aggregate levels 

6 of outlays and revenues shall be set at such levels as the 

7 President considers most desirable and feasible. 

8 (b) MUST SPECIFY INCBEASES AND OFFSETS.—The 

9 President's original budget shall specify each program that is 

10 proposed for a spending increase over the level in the budget 

11 base and each proposed reduction in revenues below the level 

12 in the budget base in the budget year. For such proposals, 

13 that budget shall also specify program cuts below the levels 

14 in the budget base and tax increases above the levels in the 

15 budget base needed to offset the effect on the deficit of those 

16 spending increases and revenue reductions in order to fulfill 

17 the deficit requirement of section 412. 

18 (c) MiDSESSiON REVIEW.—The supplemental summary 

19 submitted by the President under section  1106(a) for a 

20 budget year (referred to in this title as the  "midsession 

21 review") shall meet the deficit requirements of sections 412 

22 and 413. The midsession review shall include an updated 

23 budget base and an updated multiyear baseline if there have 

24 been any changes to either since the original budget for that 

25 year was submitted. The midsession review shall incorporate 
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1 all budget proposals announced by the President or the heads 

2 of executive branch agencies, unless explicitly withdrawn, re- 

3 gardlesB of whether such proposals have been transmitted as 

4 formal budget amendments. If the midsession review contains 

5 proposed program increases over the level in the budget base 

6 or revenues reductions below the level in the budget base 

7 that differ from the proposals contained in the President's 

8 original budget, the midsession review shall specify program 

9 cuts below the levels in the budget base and tax increases 

10 above the levels in the budget base needed to offset the effect 

11 on the deficit of those spending increases and revenue reduc- 

12 tions in order to fulfill the deficit requirement of section 412. 

13 (d) BASELINE PEOJECTIONS AND COBIPABISONS.— 

14 The President's original budget for a budget year shall in- 

15 elude a baseline projection of new budget authority, outlays, 

16 revenues, and the deficit or surplus, prepared following the 

17 definitions and estimating rules contained in section 410, for 

18 that year and the outyears. The President's original budget 

19 shall state the new budget authority and outlays in the base- 

20 line by function, subfunction, and major programs within 

21 each subfunction, and shall state the total amount of reve- 

22 nues. The President's original budget shall compare such 

23 amounts with amounts proposed in the budget for each of 

24 those years, explaining the nature of the major differences 
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1 between the budget and the baseline for each year and the 

2 policy justification for each such change. 

3 (e)   BUDGET   BASE   PROJECTIONS   AND   COMPABI- 

4 SONS.—The President's original budget for a budget year 

5 shall include a budget base projection for that year of new 

6 budget authority, outlays, revenues, and the deficit or sur- 

7 plus, prepared following the definitions and estimating rules 

8 contained in section 411. The President's original budget 

9 shall state the new budget authority and outlays in the 

10 budget base by function, subfunction, and major programs 

11 within each subfunction, and shall state the total amount of 

12 revenues. The President's original budget shall compare such 

13 amounts with amounts proposed in the budget and projected 

14 in the baseline for that year, explaining the nature of the 

15 major differences between the budget, the budget base, and 

16 the baseline for that year and the policy justification for each 

17 such change. 

18 (f) CONSISTENCY OF ESTIMATES.—The President shall 

19 use the same economic and technical estimating assumptions 

20 used in preparing the original budget when preparing the 

21 midsession review, the baseline projection, and the budget 

22 base projection (except that the zero-inflation rule specified in 

23 section 411 shall apply to the budget base projection). 

24 (g) CoNPOEMiNG AMENDMENTS.—Sections 1103 and 

25 1109 of title 31, United States Code, are repealed. 
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1 SEC. 421. THE BUDGET RESOLUTION. 

2 (a) POINT OF OBDEB.—It shall not be in order in the 

3 House of Representatives or the Senate to consider a budget 

4 resolution, or an amendment thereto or a conference report 

5 thereon, if its adoption would result in a deficit for the budget 

6 year or for the multiyear period that violates the require- 

7 ments established in section 412 or 413. 

8 (b)   ESTIMATES   OF   DEFICIT    REDUCTION.—The 

9 amount of deficit reduction provided by a budget resolution 

10 shall be determined on the basis of estimates made by the 

11 Committee on the Budget of the Senate or the House of Rep- 

12 resentatives, as the case may be, after consultation with 

13 CBO. 

14 SEC. 422. CONGRESSIONAL USE OF CBO ESTIMATES. 

15 (a) POINT OF OBDEB.—It shall not be in order in the 

16 House of Representatives or the Senate to consider a budget 

17 resolution for a budget year, or an amendment thereto or a 

18 conference report thereon, if it is not prepared on the basis of 

19 economic assumptions published by CBO in its annual report 

20 under section 202(0 of the Congressional Budget Act of 1974 

21 and on the basis of technical assumptions consistent with 

22 those used by CBO. 

23 (b) DETEBMINATION BY THE COMMITTEES ON THE 

24 BUDGET.—Determinations  under  subsection  (a)  shall   be 

25 based on information provided by the Committee on the 
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1 Budget of the appropriate House, after consultation with 

2 CBO. 

3 TITLE V—CONFORMING 
4 AMENDMENTS 
5 SEC.   501.   CONFORMING   AMENDMENTS   TO   PRESIDENTIAL 

6 BUDGET REQUIREMENTS. 

7 (a) COMPAEABLE DEFINITIONS AND TREATMENTS.— 

8 Section 1101 of title 31, United States Code, is amended by 

9 adding at the end the following new paragraphs— 

10 "(3) other terms used herein, and all terms used 

11 in any budget submitted under section 1105(a) or 1106 

12 shall have the meanings set forth in section 3 of the 

13 Congressional Budget and Impoundment Control Act 

14 of 1974. 

15 "(4) estimates used in any budget submitted under 

16 sections 1105(a) or 1106 shall follow the scorekeeping 

17 guidelines  and  rules   specified  in  the   Congressional 

18 Budget Act of 1974.". 

19 (b) CoMPAEABLE YEAB-TO-YEAE FIGUEES.—For any 

20 budget year, the Director of the Office of Management and 

21 Budget shall, to the extent possible, conform budget data for 

22 years prior to the budget year 1991 to the definitions, treat- 

23 ments, and estimating rules applicable under this Act and the 

24 amendments made by this Act to that budget year. 
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1 (c) SUBMISSION DATE.—Section 1105(a) of title 31, 

2 United States Code, is amended by striking "first Monday 

3 after January 3" and by inserting "second Monday after 

4 January 3". 

5 SEC. 502. CONFORMING AMENDMENTS TO HOUSE AND SENATE 

6 RULES REGARDING BACKDOOR SPENDING. 

7 (a) NEW SPENDING AUTHORITY.—Clause l(bM4) of 

8 rule X of the House of Representatives is repealed. 

9 (b) REFEBBAL OF NEW SPENDING AUTHOBITY.— 

10 Clause 4(a)(2) of rule X of the House of Representatives is 

11 repealed and clause 4(a)(3) is renumbered accordingly. 

12 (c) Paragraphs 1(b)(3) and 1(b)(4) of rule XXV of the 

13 Standing Rules of the Senate are repealed. 

14 SEC. 503. CONFORMING AMENDMENT TO HOUSE RULES RE- 

15 GARDING MULTIYEAR REVENUE ESTIMATES. 

16 Clause 7(a)(1) of rule XIII of the House of Representa- 

17 tives is amended by striking ", except that, in the case of 

18 measures affecting the revenues, such reports shall require 

19 only an estimate of the gain or loss in revenues for a one- 

20 year period". 

21 SEC.   504.   CONFORMING   AMENDMENT   TO   HOUSE   RULES 

22 REGARDING   CONGRESSIONAL   RESPONSE   TO 

23 PRESIDENTIAL ORDER. 

24 Clause 1(e)(2) of rule X of the House of Representatives 

25 is amended by striking "Act, and any resolution pursuant to 
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1 section 254(b) of the Balanced Budget and Emergency Defi- 

2 cit Control Act of 1985" and inserting "Act". 

3 SEC. 505. CONFORMING AMENDMENTS TO HOUSE RULES RE- 

4 GARDING RECONCILIATION. 

5 Rule X of the House of Representatives is amended— 

6 (1) in clause 4(b)(3) by striking "and resolutions"; 

7 and 

8 (2) in clause 4(i) by striking "laws, bills, or reso- 

9 lutions" and inserting "laws" and by striking "or reso- 

10 lution (or both)". 

11 SEC. 506. CONFORMING AMENDMENT TO HOUSE RULES RE- 

12 GARDING SUB ALLOCATIONS. 

13 Clause 4(h) of rule X of the House of Representatives is 

14 amended by striking "each standing committee of the House 

15 (after consulting with the appropriate committee or commit- 

16 tees of the Senate) shall subdivide any allocations" and in- 

17 serting "the Committee on Appropriations (after consulting 

18 with the Committee on Appropriations of the Senate) shall 

19 subdivide the allocations" and by striking "section 302" and 

20 inserting "section 311". 

21 SEC.   507.   CONFORMING   AMENDMENTS   TO   HOUSE   RULES, 

22 SENATE   RULES,   AND   THE   CONGRESSIONAL 

23 BUDGET ACT OF 1974 REGARDING DEFINITIONS. 

24 (a) Clause 1(e)(2) of rule X of the Rules of the House of 

25 Representatives is amended by striking "(a)(4)". 
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1 (b) Paragraph l(eKl) of rule XXV of the Standing Rules 

2 of the Senate is amended by striking "(aK4)". 

3 (c)   Section   202(a)(1)   and   the   second   sentence   of 

4 202(0(1) of the  Congressional  Budget  Act  of  1974  are 

5 amended by striking "budget authority" and inserting "new 

6 budget authority". 

7 (d) Clause 4(a)(2) of rule X of the House of Representa- 

8 tives (as renumbered) is amended by striking "spending au- 

9 thority" and inserting "spending requirements". 

10 (e) Clause 2flK3)(B) of rule XI of the House of Repre- 

11 sentatives is amended to read as follows: "(B) the statement 

12 required by section 323(aKl) of the Congressional Budget 

13 Act of 1974;" 

14 (0 Clause 20)(3)(C) of rule XI of the House of Repre- 

15 sentatives is amended to read as follows: "(C) the estimate 

16 and comparison prepared by the Director of the Congression- 

17 al Budget Office under section 406; and". 

18 SEC. 508. CONFORMING AMENDMENT TO THE CONGRESSION- 

19 AL BUDGET ACT OF 1974 TABLE OF CONTENTS. 

20 Section 1(b) of the Congressional Budget Act of 1974 is 

21 amended to reflect the new section numbers and headings 

22 created by this title. 

23 SEC. 509. CONFORMING AMENDMENT TO PUBLIC LAW 100-119 

24 REGARDING TIMING SHIFTS. 

25 Section 202 of Public Law 100-119 is repealed. 
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Chairman DERRICK. We are pleased to have joining us, although 
he is not a member of the subcommittee, the Honorable Gerald Sol- 
omon from the State of New York who advises me he was reared in 
the South. You learn new things every day and we are delighted to 
have three other members of the subcommittee with us. 

Mr. Wheat, do you have an opening statement you wish to 
make? 

Mr. WHEAT. I have no opening statement. I appreciate your call- 
ing these hearings. It shows the various jurisdictions of these mat- 
ters, and we look forw£u-d to hearing from the witnesses. 

Chairman DERRICK. Mr. Pashayan? 
Mr. PASHAYAN. I am looking forward to seeing how these hetu*- 

ings develop. The subject matter is of the keenest interest, so we 
shall see how the witness' testimony unfolds and then determine 
what we should do. 

Chairman DERRICK. Mr. Grordon? 
Mr. GrORDON. This is a serious matter and I appreciate Leon 

taking on the leadership. 
Chairman DERRICK. We will now hear from the chairman of the 

Budget Committee, Mr. Panetta. You may testify as you like. We 
suggest you might want to summarize. 

Mr. PANETTA. That is what I intend to do. I prefer to summarize. 
Mr. Chairman, I would ask that my statement be made part of 

the record and any attachments that we would have be made part 
of the record. I know there are some additional legislative histories 
the staff would like to incorporate. I would like to ask permission 
to be able to include those in the record. 

Chairman DERRICK. Without objection, it is so ordered. 

STATEMENT OF HON. LEON E. PANETTA, A REPRESENTATIVE EN 
CONGRESS FROM THE STATE OF CALIFORNIA 

Mr. PANETTA. Mr. Chairman and members of the subcommittee, 
I appreciate the opportunity to appear before you. 

I appreciate the fact that the subcommittee is looking at the 
issue of budget process reform. It is essential that you try to look at 
all of the various proposals that will be out there. I think we need 
to be ahead of the game and try to analyze what the impact is 
going to be in implementing any kind of budget reform. I think we 
are going to see it whether we like it or not, because the likelihood 
is that either body right now is likely to move on the social securi- 
ty issue. When you move to take social security off the Gramm- 
Rudman calculation, it sets off a set of dominoes that you have to 
then consider because, once you teike social security off the 
Gramm-Rudman calculation, it automatically adds to the size of 
the deficit, makes it almost impossible to reach the Gramm- 
Rudman target of a balanced budget in 2 years and then sets off 
the additional domino of what do you do with Gramm-Rudman. Do 
you extend it out? Do you revise the targets? How do you respond 
to the process requirements that are going to be forced on the insti- 
tution if it should take the step of taking social security off the 
Gramm-Rudman calculation, something that I think is very likely 
to happen in this session of the Congress. 
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Second, I think it is very important because we are at a point 
now where we really do have to consider budget process reforms. 
Gramm-Rudman for all of its, I think, good intentions Euid, indeed, 
Gramm-Rudman has helped in terms of the discipline in the insti- 
tution, but we have now reached a point where it has become part 
of the problem rather than part of the solution. By that, I mean 
that there are several very read problems that we see with Gramm- 
Rudman in the way it is currently implemented. 

The first problem is that it almost automatically provides an in- 
centive for optimistic economic assumptions because, basically, 
0MB establishes where the baseline is to be. The more optimistic 
they are about where the economy is going, the more they can 
reduce the deficit without having to cut anything or raise taxes or 
deal with the hard choices. You can just be happy about where the 
economy is going. It is not true for just this administration but it 
has been true for Democrats and Republicans alike. 

This year you have the administration predicting interest rates 
in fiscal year 1991 of 4.2 percent for 3-month Treasury bills. There 
is nobody who thinks we are going to see interest rates at that 
level in 1991 and the likelihood is they are going up. There is no 
forecaster who is predicting 4.2 percent enter rates on 3-month 
Treasury bills. 

The problem is this: Every point you are off on the projections, it 
adds about $12 billion to the deficit but, at the same time, it is very 
difficult for us to respond and say let's use CBO's more realistic 
numbers. The problem is now that the gap between 0MB and CBO 
is growing so large that you are talking about what would be an 
almost impossible task if you use CBO's number. For example, CBO 
says the deficit is approaching $160 billion. If you take the RTXH out 
of it, it is probably somewhere in the $140 billion area. So, if we 
were to get the $64 billion, you are talking about $90 billion-plus 
we would have to reduce the deficit budget for 1991, which most 
economists would probably say is not wise to do in terms of the 
economy. 

Second, it would be impossible to do in terms of getting the insti- 
tution to respond with $36 billion in deficit reduction much less 
ratchet that up to $190 billion. So it produces very unpredictable 
and very wrong consequences in terms of the assumptions that we 
have to use for the future. 

Second, and most importantly, it has produced an almost 1-year 
myopia with regard to Gramm-Rudman. We focus on August 15 
and October 15 and we don't give a damn about multiyear deficit 
reduction. The whole gain does get by a certain date so we can 
avoid sequestration. The result is producing the most wonderful 
gimmicks you have ever seen. Probably the most notable example 
of that is the shift in defense spending where they were to pay civil 
service personnel and military on the first of each month, and they 
moved it back from October 1 to September 1 of the old fiscal year, 
loosening up $3 billion they could spend in the new year while 
adding it to the deficit in the prior year. It does not produce any- 
thing in the terms of deficit savings or multiyear savings but it 
does a hell of a lot when you are dealing with Gramm-Rudman to 
shift you from one fiscal year to the next to give you a little more 
money to spend in the next year. We see it with regard to expedit- 
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ing pa3mients for example on the payroll tax. The administration 
has a number of proposals in their budget to accelerate the medi- 
care tax payment, all of which do not produce more in savings. 
They basicedly just accelerate pajrments so you can calculate them 
in one month as opposed to another. 

All of that is just producing horrendous results. If you look at 
Gramm-Rudman over the period of its lifetime, instead of produc- 
ing the roughly $36 billion in deficit reduction that was supposed 
to be produced, the analysis now is only $10 billion in real deficit 
reduction has been achieved each year. So you have $10 billion in 
real deficit reduction and you are looking at $26 billion in smoking 
mirrors that generally accompanies it through shifts or accelerated 
payments or simply moving dates around. 

That is a real problem. That has got to stop. It is not good budg- 
eting, and yet the very incentive behind achieving the Gramm- 
Rudman targets are basically to play that type of game. 

Third, the budget definitions and points of orders that are in- 
volved with Gramm-Rudman lead to some of the most absurd re- 
sults that you can imagine. We see it, for example, in the Social 
Security Reform Bill, to cite some examples. 

One, in the Social Security Reform Bill, that bill was the result 
of the Social Security Administration's recommendations. It pro- 
posed cutting benefits and raising revenues. In doing that, raising 
the revenues, under the rulings, it also automaticfilly increased 
budget authority and, therefore, was subject to a point of order 
under the rules so you basically had a point of order under the 
Budget Act for something that literally cut spending and raised 
revenues, which doesn't make any sense, but that is the way the 
rulings were interpreted. 

We have had similar situations with regard to other proposals I 
cite in my testimony and I recommend you look at that. Unfortu- 
nately, you as the Rules Committee have to wind up with this kind 
of situation on your lap and decide if you have to provide a waiver 
to cure what is an absurd reason. 

For all of those reasons, I have put together a proposal that 
builds on a number of proposals that have been around that re- 
quire pay-as-you-go on budgeting. That is basically the heart and 
soul of H.R. 3929. What I do is not simply to extend the status quo. 
I think if aU we wind up doing is extending Gramm-Rudman for 
another 5 or 6 years without curing the problems that I talked 
about, we are doing a gross injustice to the institution and to the 
whole process of trying to achieve responsible deficit reduction. I 
know that is a temptation. We are all familiar with the kind of 
games that are played and it is always a little more comfortable for 
us to extend current law. It would be wrong. If we fall into that 
trap, I think we are resdly creating some very real problems for the 
future. The reason I presented H.R. 3929, I think we have to look 
at things differently in how we approach deficit reduction in the 
future. What I try to do here is to basically say that we should cal- 
culate our deficit reduction based on last year's expenditures 
levels. In other words, what we spent last year becomes the base- 
line. Anything above that baseline in terms of inflation, increases, 
in terms of new initiatives, in terms of new spending propc^als 
would have to be paid for either through new taxes or old taxes 
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retargeted or through spending reductions. That would be incorpo- 
rated in the budget resolution. In other words, we would use that 
baseline and then anything above that baseline would have to be 
paid for within the budget resolution so that in effect we try to 
maintain that baseline as our base for the future. That produces 
roughly $28 billion in deficit reduction. 

T^e chart over here kind of summarizes that path of deficit re- 
duction you would see under this proposal. It is roughly $28 billion 
between 1991, 1992 and 1993. Then it goes to $18 billion, roughly, 
through 1998 when we would reach a balanced budget. 

Social security would not be included here and it is not that 
there is anything in the bill that states that. Right now under 
social security, social security is off-budget. The only reason it is on 
budget is we use it in the calculations on Gramm-Rudman. Since I 
would end Gramm-Rudman, I don't deal with having to count the 
social security surplus. That would be off and we would not use 
that in terms of calculating the deficit that would have to be 
achieved. 

We also require that what is achieved in deficit reduction has to 
produce multiyear savings so there is a 5-year deficit requirement, 
reduction requirement that is built in here that requires that you 
achieve roughly about 120 percent of the required budget year defi- 
cit reduction. You have to achieve that over the 5-year period, so 
you are not talking about just savings the first year, but you are 
talking about savings that have to be achieved over a 5-year period. 
As I said it would achieve a balanced budget by roughly 1998, 
which is our goal, and then it can continue in place. 

I think the beauty of what we are proposing here is not some- 
thing that you turn off and on. It is not like Gramm-Rudman 
where you suddenly reach a certain date and it disappears. The 
process I built here is a permanent process. Once you reach a bal- 
anced budget, then the requirement each year would be to main- 
tain a balanced budget based on that baseline I just tedked about in 
terms of current spending. So it provides the incentive in terms of 
being a more permanent approach to dealing with budget process 
changes. 

Last, it also simplifies budget scorekeeping and we use CBO. We 
do not allow 0MB to set our assumption base. We basically use the 
Clongressional Budget Office. They have always been much more ef- 
fective and realistic in terms of their projections and much more 
reliable in terms of the Congress in terms of developing our deficit 
reduction. We do not use the sequestration process. We get rid of 
the sequestration process and use new points of order that are es- 
tablished as an enforcement tool under this process. I think the re- 
sponsibility has to rest with the Congress, not with some kind of 
arbitrary tool that says if you don't do what you are supposed to 
do, we are going to slam everything across the board. I recognize 
the reasons for that law having come into place because we were 
trying to butt a gun at the head of the President as well as the 
Congress. Unfortunately, that gun is losing a lot of its ammunition. 
Last year w£is a good example of that where we simply, when we 
reached the deadline, used a mini sequestration, if you will, in 
order to try to get past our goals on reconciliation. 
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In addition, the defense number now because it is going to be 
drgimatically dropping, I think, no longer will you see defense being 
a major incentive here to drive action, because defense is going to 
be reducing over the next 5 years, probably in significant amounts 
so that sequestration loses much of its bite. 

Briefly those are some of the provisions that we have provided 
here. I think the last thing I would mention is that we eliminate 
any of the gimmicks that have been used. We specifically prohibit 
the use of pay shifts. We specifically prohibit the use of other ac- 
counting rules and definitions that have resulted in the kind of 
smoked mirrors I discussed, and we also refused to score asset sales 
as part of the deficit reduction. So we think above all that this is 
an honest way to approach the budget. It requires pay-as-you-go 
which I think we need to force people to look at for the future. You 
can't simply provide initiatives without providing some way to pay 
for them. If we are going to continue that game, we will continue 
to have deficit problems. 

Third, it puts the burden on the institution to respond to effec- 
tive deficit reduction. It doesn't put it on some kind of arbitrary 
mechanisms nor lay it on the laps of management and budget. It 
gives that requirement and responsibility to the Congress. 

Last, I think it provides a legitimate process for budgeting, which 
is something we desperately need. 

Let me conclude by saying, as I think the chairman has pointed 
out, there is not a process change in the world that can produce 
the courage and guts you need to make the right decisions on re- 
ductions. The fact is you would not have to do anything about re- 
ductions if we had strong leadership and were willing to make 
strong choices before us. "rhe reality of what has happened today is 
the process we have which leads to ignoring or avoiding the tough 
choices. That is the problem. Gramm-Rudman right now helps 
those who want to bypass these decisions, because it basically 
allows us to gameplan these issues year to year. So we have now 
reached the point where the process we have actually undermines 
our ability to achieve deficit reduction. 

So, while I recognize that guts and courage are still a very much 
important part of deficit reduction, I also recognize that we have to 
clean up this budget process situation or it is going to continue to 
undermine our will to confront the deficit issue. 

So, for aU of those reasons, I urge you to look at the bUl we have 
presented here in H.R. 3929.1 am sure there are others that will be 
testifjdng on it. Please evaluate it. Please do this carefully. I am 
not saying we should slam dunk any process changes. We learned 
the mistakes you make when you try to slam dunk process change 
when we did Gramm-Rudman. Be careful about this. I think we 
have some time. It does not have to happen in the next 2, 3 or 6 
months. I think it is something we have the time to carefully con- 
sider. When we put something new in place, it ought to be some- 
thing we trust and it is honest with the American people. 

[Mr. Panetta's prepared statement follows:] 
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PRBPABKD STATEMENT OF HON. LEON PANETTA, A REPKKBENTATTVK IN CONGRESS FROM 
THE STATE OF CALIFORNIA 

Mr. Chairman, members of the committee, I am very pleased to appear before you 
today in support of H.R. 3929, the Budget Process Reform Act of 1990. 

I want to thank you for scheduhng this hearing in such a timely manner. I think 
it is very important for two reasons that the House undertake a detailed and com- 
prehensive review of the budget process early in this session. First, whether we like 
it or not we are likely to have the issue of budget process reform thrust upon us if 
either body Eicts on the status of social security and/or the extension of Gramm- 
Rudman. When that happens, it will be useful if a clear House position has been 
established, or at least if much of the work necessary to establish a sound position 
has already been done. Second, and more important, I believe we border on a break- 
down of the abUitv of the budget process to assure meaningful deficit reduction. 
Gramm-Rudman, for all of its good intentions, is now part of the problem rather 
than part of the solution. 

Before I describe what I think is wrong with the process and what can be done to 
improve it, I want to make it clear that I do not think that process changes are a 
panacea that will cure all our fiscal ailments. No process can substitute for the po- 
litical will to actually reduce our deficits. But a myopic and convoluted process like 
the one we have now makes it harder to develop and direct political will toward a 
solution of our problems. A more honest, properly focused, and simplified process 
could help to make clear what the true fiscal situation is, facilitate decisions to 
change the long-term budget path, place responsibility for action on those who can 
move us toward our goals, and allow us to judge whether budget participants actual- 
ly meet their responsibilities. 

Let me give you some examples of what is wrong with the current system. 
First, Gramm-Rudman does not just present us with political incentives to be dis- 

honest—it actually forces us to be irresponsible in one way or another. Every year 
when we b^in to mark up the budget resolution, one of the first things we have to 
do is to agree to economic and technical assumptions. The choice is almost always 
between rosy OMB assumptions and less optimistic but more realistic CBO esti- 
mates that produce higher deficit estimates. As you can imagine, there is strong po- 
litical pressure to adopt the assumptions that produce lower deficit estimates and 
reduce the amount of painful deficit reduction that is required. There is also the 
problem that the use of more realistic CBO assumptions in the budget resolution 
would lead to confusion since the Gramm-Rudman deficit and sequestration calcula- 
tions are made by OMB based on administration assumptions. But, there has almost 
always been a proposal in the committee that we should do the responsible thing 
and use the economic and technical assiuiptions that we believe are more realistic. 
Such proposals have not prevailed in recent years, but at least there has been em 
argument for being responsible and honest. 

This year, however, I am convinced that using realistic assumptions may not only 
be politically difficult, it could lead to policies that would be irresponsible. CBO esti- 
mates the baseline deficit for fiscal year 1991 is $161 billion, compared with the 
OMB baseline estimate of $101 billion. Since the Gramm-Rudman deficit target for 
fiscal year 1991 is $64 billion, if we used the CBO assumptions the budget resolution 
would be required to propose fiscal year 1991 deficit reduction of $97 billion. Econo- 
mists are divided on how much deficit reduction would be appropriate this ^ear, but 
there is a clear consensus that reducing the deficit by as much as $97 billion could 
push us into a recession. 

As you C£m see, the use of realistic estimates could lead to unacceptable results. 
There is something fundamentally wrong with a process that requires you to use 
phony assumptions in order to avoid disastrous results for the economy. The only 
way to fix thus is to repeed Gramm-Rudman. Simply adjusting the targets doesn t 
work. We adjusted the targets back in 1987, but we were overly optimistic about the 
economy and we had no idea of the effect the thrift crisis and other developments 
would have on Government spending, and now we have a deficit target that should 
not be achieved if we are using realistic assumptions. That is the inevitable result of 
writing fixed deficit targets into law. 

Let me just add that the effects of phony economic and technical assumptions go 
beyond merely ending up with an inaccurate estimate of the deficit. It is very diffi- 
cult to start off with dishonest assumptions as the basis for a budget and then force 
the rest of the process to be scrupulously honest. That first dishonest step may seem 
small, but it is a step onto an extremely slippery slope. 

Second, Gramm-Rudman is myopic in focusing almost entirely on the budget-year 
deficit at the expense of long-run policy. All attention is on hitting the Graoun- 
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Rudman target, which is a target only for the budget year, in order to avoid seques- 
tration. This leads to the use of gimmicks like shifting by 3 days the issuance of 
military pay checks in order to claim an apparent savings of $2.9 billion. Such gim- 
micks have no real fiscal effect, but are harmful because they substitute for real, 
permanent deficit reduction. They are also harmful because they undermine the 
credibility of the whole process. It is hard to tell a committee chairman that his 
deficit reduction provision is not acceptable because it does not produce real deficit 
reduction when gimmicks like pay date shifts have been used by the administration 
or by other committees and have been counted toward the budget targets. 

But the 1-year myopia of Granmi-Rudman is even more harmful because it en- 
courages actions that actually make the deficit worse in the long run. For instance, 
the President has proposed the auction of a long-term lease of the naval petroleum 
reserves. According to CBO, this could increase fiscal year 1991 receipts by $1 bil- 
lion, but since the annual pajrments we are currently receiving for the NPR would 
be reduced, this lease would increase the deficit by over $300 million a year by fiscal 
year 1994. It does not help the economy one bit to reduce the 1990 deficit if the nec- 
essary result of that reduction is an increase deficit in the outyears. What is impor- 
tant is the path of the long-term deficit. Over the long run is the Federal Govern- 
ment beginning to reduce the drain the deficits have imposed on net national sav- 
ings? 

Third, the current budget act definitions and points of order sometimes lead to 
situations in which legislation that does not comply with the budget resolution slips 
through some loophole in the act, and legislation that does not cause any budget 
problems is nonetheless subject to a budget act point of order. As hard as we try, 
this makes it difficult to enforce the budget in manner that is accepted as fair, con- 
sistent and reasonable. I will not subject you to a lecture on the technical intricacies 
of budget scorekeeping and enforcement, but let me give you two examples of the 
kinds of problems that arise. 

The first example is the social security reform bill that was enacted in 1983. That 
legislation, which grew out of the recommendations of the bipartisan Social Security 
Ck>mmission, cut spending and raised revenues in all years. Under the current 
Budget Act definitions, however. Social Security Budget authority is equivalent to 
revenues flowing into the trust fund. Therefore, the increase in revenues provided 
by the bill also increased budget authority and caused the bill to exceed the limit on 
budget authority set by the budget resolution, and a budget act waiver was re- 
quired. 

The second example is from last year. An amendment to the HUD-independent 
agencies appropriation bill, reported from conference in distigreement, increased the 
dollar ceiling on the value of an individual mortgage that can be guaranteed by the 
FHA. This amendment increased the total amount of new loan guarantees that 
would be made by FHA in fiscal year 1990 and increased the amoimt of offsetting 
collections (scored as negative bu(^et authority and outlays) that would be received 
by FHA as origination fees. The increase in the FHA guarantees caused the subcom- 
mittee to exceed its allocation of loan guarantee authority, so the amendment was 
subject to a point of order. However, if the amendment was stricken on a point of 
order, the reduced level of loan guarantees would reduce the amount of origination 
fees received by FHA and would cause the subcommittee to exceed its budget au- 
thority allocation. Exercising a point of order to enforce one allocation would auto- 
matically cause another allocation to be exceeded. The subcommittee was caught in 
a catch-22. 

Something is clearly wrong with a system that says a socifd security bill that cuts 
spending and raises revenues is a budget buster and that sets up a situation on the 
FHA amendment where any attempt to cure one budget act violation creates an- 
other violation. Of course, the Rules Committee can provide Budget Act waivers in 
such situations, but I do not need to tell you that is not a satisfactory solution. Once 
we start wauving the Budget Act for bills like these it becomes much harder to deny 
waivers in other cases, even those cases where there is a real violation of the 
budget. It is also hard to convince a committee chairman that his committee should 
work hard to avoid violating the budget act when he sees that you can do your work 
responsibly and still run afoul of budget act points of order. And it is no surprise 
that members begin to doubt the effectiveness of the budget act when they witness 
the spectacle of Budget Act violations that cannot be cured. 

It IS not always clear to committees, the membership at Itu^e, and sometimes 
even budget committee scorekeepers, whether or not a bill or amendment actually 
complies with the budget resolution. Because there are situations where there is un- 
certainty or there is a violation of the budget act that is purely technical, it becomes 
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more difficult to enforce points of order even against legislation that clearly is at 
odds with the budget resolution. 

I could go on and on detailing the problems we face in the current budget process, 
but I believe I have said enough about that. Now I want to talk about my bill and 
how it addresses the problems I have described. You have been given a detailed de- 
scription of my bill (which I ask be made part of the record), so I will not go through 
that here. Instead let me just summarize it. 

H.R 3929 repeals the Gramm-Rudman fixed deficit targets and the sequestration 
process. It replaces the fixed deficit targets with deficit reduction targets that are 
determined each year by a pay-as-you-go formula. That formula essentially calcu- 
lates how much savings would be achieved from a traditional baseline in the budget 
year if Federal spending progrsuns were not increased to offset the effects of infla- 
tion. That amount of savings (plus Em additional $10 billion in the first three budget 
cycles) then becomes the target for budget year deficit reduction in the budget reso- 
lution. CBO has estimated that the formula (including the $10 billion add-on) would 
require approximately $28 billion in fiscal year 1991 deficit reduction. In addition, 
the budget resolution is required to achieve 5-year-deficit reduction (the budget year 
and four outyears) averaging 120 percent of the required budget year deficit reiduc- 
tion. That means that legislation enacted during the fiscal year 1991 budget cycle 
would have to produce 5-year savings of $168 billion. Similar deficit reduction 
amounts would have to be achieved in each of the next two budget cycles, and 
smaller amounts thereafter until the non-social security budget has been balanced. 
Under current CBO economic assumptions that should happen in 1998. After that, 
the pay-as-you-go formula would require that any increases in spending above the 
trauiitional baseline be paid for by offsetting spending cuts or revenue increases. In 
other words, once we reach a surplus, we would be required to maintain it. 

(Let me mention at this point that H.R. 3929 would have the effect of moving 
Social Security entirely off-budget even though it does not mention Social Security. 
Social Security is currently off-budget except for purposes of Gramm-Rudman calcu- 
lations. Since H.R. 3929 repeals the Gramm-Rudman calculations without changing 
current law regarding social security's off-budget status, social security would be left 
out of budget and deficit calculations entirely. That means, of course, that when a 
balanced budget is achieved as required by pav-as-you-go, the total Federal budget 
including Social Security would be in surplus by the amount of the social security 
surplus for the year. This means that the Social Security surplus will go directly 
toward national savings, which is a desirable result.) 

This version of pay-as-you-go does not impose any restrictions on how the budget 
resolution is to reach the required deficit reiduction or on subsequent budgetary leg- 
islation. The pay-as-you-go formula is merely used to determine the amount of defi- 
cit reduction required. It does not require that savings actually be achieved by with- 
holding inflation adjustments. Nor does pay-as-you-go require that individual bills 
be deficit-neutral; it does require that the bills conform to the budget resolution. 

The pay-as-you-go deficit reduction, as embodied in the budget resolution, is en- 
forced through a simplified and strengthened Budget Act. H.R. 3929 amends defini- 
tions, simplifies budget scorekeeping, and streamlines the points of order in the 
Budget Act. It also extends Budget Act controls to cover a 6-year period (the current 
year, the budget year, and four outyears) and requires 5-year reconciliation direc- 
tives for all assumed revenue and entitlement savings. H.R. 3929 also provides for 
reform of the way that Federal credit activities are scored and controlled. 

So how does H.R. 3929 respond to the problems with the current process that I 
outlined earlier? 

The repeal of the Gramm-Rudman fixed deficit targets will allow us to use more 
realistic economic assumptions. Since pay-as-you-go requires a certain amount of 
deficit reduction from the baseline, whatever the baseline deficit estimate is, the es- 
timate of the level of the deficit does not ttffect the amount of deficit reduction re- 
quired. There is no need to use rosy economic and technical assumptions to reduce 
the level of the deficit. Of course, tnere is always a temptation to use optimistic as- 
sumptions so that we can tell the public that the deficit is low. But since the level of 
the baseline deficit no longer determines the amount of deficit reduction required, 
H.R. 3929 mandates that the budget resolution be based on CBO economic and tech- 
nical assumptions. Of course, we cannot force the President to use CBO assump- 
tions, so he may gain some political advantage by being able to pretend his budget 
deficit is smaller. But, even if the President starts with lower baseline, he will still 
have to propose the same amount of deficit reduction that we do. 

H.R. 3929 also makes the budget process more honest by prohibiting the use of 
gimmicks such as asset sales and timing shifts to help achieve the required deficit 



reduction. Only provisions that have a real fiscal impact will count as deficit reduc- 
tion. 

H.K. 3929 addresses the myopia of the current s)fstem in two ways. First, by re- 
pealing the Gramm-Rudman 1-year targets enforced by sequestration, it eliminates 
the overwhelming pressure to focus on the budget-year deficit without regard to cur- 
rent-year or outyear deficits. This is absolutely necessary. So long as the Gramm- 
Rudman process exists, avoiding sequestration will be virtually the only criterion 
that is used in judging the Presidential and congressional budgets, and those budg- 
ets will continue to shortchange long-run deficit reduction and soimd policymaking. 

Second, H.R. 3929 establishes a true multi-year budget process. The pay-as-you-go 
formula requires the budget resolution to meet a budget year deficit reduction 
target and a 5-year deficit reduction target that can only be met if deficit reduction 
legislation provides savings that increase in the outyears. Reconciliation directives 
must be for 5 years for all fissumed revenue and entitlement savings. Except for the 
annual appropriations bills, spending allocations and spending and revenue points 
of order are all for 5 yetirs (controls are actually for six, since they also apply to the 
current year as well as the budget year and four outyears). This changes the focus 
of the budget to the long run and precludes the use of ginunicks with ^ort-run sav- 
ings and long-run costs. It also would force Congress to consider the long-run costs 
of new initiatives. The current system allows us to enact new programs that start 
off small and then increase dramatically in cost without worrying about how those 
outyear costs are going to be paid for. 

H.R. 3929 reduces the convolutions of the budget process by clarifying definitions 
and streamlining controls. For instance, a bill like the 1983 Social Security Reform 
Act would no longer be subject to a point of order because income into the social 
security trust fund would no longer be considered budget authority. Budget author- 
ity would be redefined so that it actually reflects obl^ations that the government 
incurs. We also would avoid situations like that involving the FHA amendment last 
year because credit reform would provide for scoring credit provisions on a basis 
consistent with other spending programs. This allows us to eliminate separate 
points of order enforcing direct loan and loan g^artmtee limits while actually in- 
creasing control over total government costs. At the same time, it would allow the 
appropriations process to make equal-cost trade-offs among grants, loans, and loan 
guarantees. Right now, with three separate targets to meet simultaneously, the ap- 
propriations committee is in a straightjacket and cannot maike trade-offs. 

"rtiere are also numerous other changes in definitions and enforcement. These 
clarifications and simplifications are absolutely critictd. We need to have a simple, 
understandable system so that it is clear what needs to be done to conform to the 
budget resolution and it is clear when actions are taken that do not conform. Of 
course Congress may decide that some special circumstances, such as the need for 
emergency disaster relief funds last year, call for actions that do not conform to the 
budget resolution. But I believe we will actually have very few cases like that and 
will end up achieving more deficit reduction than we currently do under a system 
that seems to have all sorts of controls (including sequestration), but is not sdways 
enforceable. The system that would be created by H.R. 3929 may look less strict lie- 
cause it has fewer points of order and repeals sequestration. But because it requires 
honesty and takes away gimmicks, and because it simplifies the system so that it is 
obvious when (ingress deviates from the budget plan it has adopted, I believe it is 
in fact a more effective system of control. It allows Congress to agree to a rational 
plan to cut the deficit by the amount required by pay-as-you-go, and then it makes it 
ea^ to determine whether (2!ongress actually lives by that plan. 

"fhis puts a heavy burden on Clongress. We will no longer be able to avoid our 
responsibility to implement our budget resolution because we can no longer hide 
behind the confusion of the existing system and can no longer depend on the Presi- 
dent to use phony assumptions to claim that the Gramm-Rudman target has been 
met. Some will argue that (Congress will stUl find ways to achieve less deficit reduc- 
tion than pa^-as-you-go calls for. I think people may be surprised what Congress will 
do when it is presented with a clear task and clear responsibility. Even if we do 
achieve less in deficit reduction than pay-as-you-go calls for, however, I am confi- 
dent that we would do better than we are doing under Gramm-Rudman. Gramm- 
Rudman supposedly requires deficit reduction of nesu-ly $36 billion a year, but in 
fact, according to CBO, we have achieved an average of only $10 billion a year in 
deficit reduction since Gramm-Rudman was enacted. I think it is time to give Con- 
gress the tools and the opportunity to do better than that. 

Let me say that I do believe we are in a critical period because of the high deficits 
we have been running. The need to eliminate the deficit and increase net national 
saving does require a particular focus on the deficit right now. 
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However, the need to pay special attentaoD to »H»»iii»«»i»«j tfae de6cil Aould aot 
make ua for^ that >iiai|H«i are alao aoppoaed to allow us to aet pi iui itiea and i*- 
spond to national oeeda. While ILR. 3929 doe* force as to focus oo deficit nductioa. 
it alao provides Coogiw with the tooia to proride for the real needs oi this Nataon 
in a rfwpoiwihlf fiiihkm 

Chairman DEE&ICK. Thank you, Mr. Panetta. for your excellent 
testunony. I at least one time had the distinction of serving on the 
Budget Committee longer than any other Democrat. I don't know 
that it is that much of a distinction, but it is a fact. When I first 
went on in 1975,1 was very, very OKOuraged about what the com- 
mittee cotild do. As you know, if you go back and read the testimo- 
ny and if you read the floor debe^ tiiere was great hope that the 
Budget Act in 1974 was going to balance the budget. 

Then we came along and revised it at least one time I can think 
of and maybe more times that I can't remember. There was a 
major revision about 2 or 3 years ago. 

Mr. PANTTTA. When we did Gramm-Rudman, we revised it. 
Chairman DERRICK. We have Gramm-Rudman. We have men- 

tioned a lot and can go into all that. It makes good copy but some- 
one has to say no or someone has to raise taxes. Why not do away 
with the budget process? As you well know, there are a number of 
people in this town that think it would be a good idea, at least one 
or two I can think of substantial consequence in this body. Are we 
just spinning our wheels for nothing? 

Mr. PANSTTA. NO, I think you have to have the discipline of some 
kind of budget process that looks at the big picture. 

Chairman D^RICK. Has it been a discipline? 
Mr. PANBTTA. I think it has. I would hate to think what would 

happen without the budget process. I think the problem at the time 
was there was a recognition that Appropriations had the job in the 
past of trying to exercise some discipline. When it came to spend- 
ing. Appropriations became kind of captured by the constituencies 
of the authorizing coounittee which had in part been captured, too, 
and, as a result, you never were able to put together a budget as to 
where the Congress wound up imtil the end of the year. At that 
point, sometimes it was too late. 

I think you do need an approach that looks at the Isu^er picture, 
tells you what kind of revenues you are looking at, what your ini- 
tiatives ought to be and begins to set some priorities. That is really 
what the budget does. It is not just a numbers game. It is the vehi- 
cle we use to set priorities for the country. I think it is extremely 
important for us to focus in on the macro picture, if you will, on 
that responsibility. If you simply do away with that and let the 
President present his budget and let it be absorbed throughout the 
appropriations process and budget process, I think we have not 
only faUed to address the big picture but we will not have any 
spending restraints. 

Chairman DERRICK. If we were to adopt your budget this after- 
noon and the House were to pass it, under your bill where would it 
put the deficit, close to $200 billion realistically? 

Mr. PANETTA. With social security off, they estimate $210 billion. 
Chairman DERRICK. We all know it is $210 billion. Do you think 

the House is going to pass it? 
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Mr. PANETTA. I think the issue will be not so much whether yod 
are increasing the deficit but whether or not you are tfiking the 
social security off the Gramm-Rudman calculation. Many of the 
Members I have talked to are convinced that we ought not to mask 
the real deficit anymore with the social security surplus but we 
ought to confront the nonsocial security budget and try to rediscuss 
that. Most economists think that is the right thing to do and so do 
most of the Members. 

Chairman DERRICK. I do, too. I introduced a bill to do that. We 
have had some bills before this subcommittee on it. I guess we will 
find out soon enough if we can do it. 

Mr. PANETTA. I think you will probably get a proposal to take 
social security off the Gramm-Rudman calculation without tying it 
to a budget process change. Then the question will be how do we 
then address the budget process consequences of an increased defi- 
cit. 

Chairman DERRICK. DO you think we grant too many wsdvers 
here in the Rules Committee? I know most of them are done on 
your recommendation. Pan together the budget committee and the 
Rules Committee; I guess we are equally troubled. 

Mr. PANETTA. I guess it is a question of how you can try to limit 
chaos. Unfortunately, as I pointed out, some of the scorekeeping 
provisions in Gramm-Rudmem and the budget process produce 
what are absurd results that, fremkly, if we didn't have the waiver 
available to us, would simply result in a consequence that nobody 
would want. So, having the ability to provide a waiver in those in- 
stances is extremely important. TTiat speaks to the reason why we 
have to clean up the process so we have more rational scorekeeping 
requirements that we can enforce so that we don't have to use the 
waiver all the time. 

Under the present circumstances, you have to have the waiver 
authority. I think you have used it responsibly. I realize there are 
some that would not want to grant any waiver, but you have to 
look at the legitimacy of the issues. If there is an emergency and 
we have to respond with that waiver, I think it is legitimate for the 
committee to grant those waivers. 

Chairman DERRICK. DO you think we should leave it to the ma- 
jority of the House, to grant the waivers, or in some way to make it 
tougher? 

Mr. PANETTA. If you had a legitimate process in place and legiti- 
mate scorekeeping, you can do it with a two-thirds vote or have the 
House make the recommendations. You can justify that. Under the 
present circumstances, I think it would be nuts. The result you 
would have would be a situation in which no longer could the 
Rules Committee guide the Congress in trying to evaluate whether 
or not a waiver is required. You just throw it out to the floor. Very 
frankly, I think it would produce chaos. 

Chairman DERRICK. DO you think you have covered 90 percent of 
the gimmicks people can think of? 

Mr. PANETTA. I think we have done a pretty good job. I think we 
limit the need for waivers by what we have done here in this pro- 
posal. 

Chairman DERRICK. Thank you very much. 
Mr. Wheat? 
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Mr. WHEAT. Institutionally, as I look at the changes you talk 
about, I think you do the Rules Committee a great favor because 
you target almost all of the ability to violate the new process you 
are outlining with the Rules Committee. Butler was pointing out 
that waivers are almost always granted as a result of the Budget 
Committee requesting them. I cannot remember through three 
Budget Committee chairmen granting all waivers that the Budget 
Conunittee hadn't requested. So I am not sure under the process 
you outline here why there would be any greater tendency toward 
enforcement of the process than there is under the current budget 
process. 

Mr. PANETTA. YOU are right in the sense that I try to be careful 
about the recommendations on weiivers, and 1 think the Rules Com- 
mittee obviously does the same thing. The problem we are having 
is we are having to face the waiver more and more. To some 
extent, I think that is the product of the rules we operate under 
now. I think those rules need to be simplified, and I think the 
scorekeeping needs to be simplified. Regardless of what we do on 
waivers or how we enforce them, I think we have a responsibility 
to simplify the rules. 

Mr. WHEAT. If we don't make any change in our budget process 
and go through the Gramm-Rudman process through 1993, where 
would we realistically be? 

Mr. PANETTA. If you just simply continued on the present path, 
what you would probably wind up doing is you would probably 
under the Gramm-Rudman calculations, I think, reach a balanced 
budget by 1994. But the real budget deficit if you added social secu- 
rity back into it would probably be somewhere around $100 billion. 
Even though we achieved a supposed balanced budget under 
Gr£unm-Rudman, the nonsocial security deficit, we would still face 
a deficit of about $100 billion. 

Gramm-Rudman would come off at that point and I assume the 
old budget process would go into effect, if we just continued on the 
present path we are on. 

Mr. WHEAT. Why would it be necessary beyond that point to get 
down to an absolute zero in terms of a budget deficit? We have 
almost always had a deficit of some size but why is it necessary to 
push to no deficit at all? 

Mr. PANETTA. It is really more of an economic argument. Our 
biggest problem now is trying to restore national savings. We have 
undercut it with borrowing from private savings, borrowing from 
trust funds, borrowing from foreign investors. That huge amount of 
borrowing has undercut any kind of national savings base for this 
nation that we really need for the future. I think by continuing to 
focus on deficit reduction in terms of the nonsocial security deficit, 
the bottom line is that you are adding to savings, you are adding to 
national savings, and I think that is important to do. 

Mr. WHEAT. I understand it is an economic argument but obvi- 
ously now you balance the need for deficit reduction against the 
need for spending for other obvious needs of the country also. I am 
not so sure you really want to be tied into an inflexible plan again 
that required deficit reduction and wouldn't allow us to make the 
kinds of decisions as to whether we wanted to do deficit reduction 
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or whether we wanted to increase spending for vited physical or 
social infrastructure needs. 

Mr. PANETTA. Understand that the flexibility you build in here is 
the budget resolution in the sense that the budget resolution would 
have to present the pay-as-you-go approach to the (ingress or revi- 
sions thereto. If the Budget Committee felt that in fact for some 
reason, for some emergency that we couldn't beat the pay-as-you-go 
requirement, then I think that would be incorporated in the budget 
resolution, and the House and Senate would have the opportunity 
to support or not support that approach. 

Mr. WHEAT. Let me ask you one technical question about how 
this would work. Increases would be not allowed at all unless they 
were offset either by new taxes or by a cut elsewhere except that 
would not apply to individual bills. Do you mean the new programs 
that you would have would not show where funds are coming from 
for new programs. 

Mr. HoRNEY [staff member of Budget Committee]. The restriction 
is only on the budget resolution. The total deficit resolution is the 
total reduction. Mr. Panetta's bill does not apply to particular pro- 
grams or particular pieces of legislation. It is just targeted for the 
budget resolution. 

Mr. WHEAT. In the long run, assuming this process worked as 
well as it possibly could and we actually achieved a balanced 
budget by 1998, wouldn't this amount to a deflator and not allow- 
ing to match inflation? 

Mr. PANETTA. You have to kind of make the decision if we want 
to engage in initiatives, do we feel strongly enough about those ini- 
tiatives to be willing to pay for them or to offset it in terms of 
other costs? That is the bottom-line decision. It seems to me if a 
President of the United States or a Congress wgmts to engage in 
new initiatives, they ought to damn well be prepared to pay for it. 

One of the problems I have with the President right now is he 
throws out a transportation proposal, for example, in the last few 
days, but nobody wants to pay for it. We had proposals last year for 
drug enforcement; nobody wants to pay for it. We have disasters; 
nobody wants to pay for it. Come on, if we want to face up to those 
kinds of responsibilities, then we have to face up to how we are 
going to pay for them. I don't think that is all wrong. 

Mr. WHEAT. Thank you, Mr. Chairman. 
Chairman DERRICK. Chairman Moakley, I did not see you come 

in. 
Chairman MOAKLEY. I commend you for holding these hearings. 

As the member who served longest on the Budget Committee, it is 
about time you tried to do something. 

Chairman DERRICK. Thank you, Mr. Chairman. 
Mr. Pashayan? 
Mr. PASHAYAN. I ask unanimous consent that Mrs. Martin's 

statement be put in the record immediately following your opening 
statement. 

Chairman DERRICK. Without objection, it is so ordered. [See p. 2.] 
Mr. PASHAYAN. Leon, I remember something that George Miller 

has been trsdng to market: a pay-as-you-go budget scheme here. 
Without going into detail, yours must be different in some princi- 
pal respects. Can you just enlighten us on that. 
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Mr. PANETTA. I am not familiar enough with his particular ap- 
proach. I think what we do here is basicieQly to establish that cur- 
rent services bfiseline as the basis on which we then build the 
budget resolution around it, and I think that is a little different 
from Mr. Miller's proposal. I think George's approach was build- 
specific and this is basically relating to the budget process as a 
whole. He is the cosponsor of my bill and supports this approach. 

Mr. PASHAYAN. I wanted to also ask you this. You take one base- 
line, do you not, and work from there, or does the succeeding year 
become the following year's baseline? 

Mr. PANETTA. The last vear spending level becomes the baseline. 
There are certain things built in such as interest pajmients on the 
debt which would be built into the baseline. Demographic changes 
would be built into the baseline. In other words, when social securi- 
ty recipients entitlements would automatically be built into the 
baseline. Instead of providing just across the board for inflation for 
everjrthing, you do it without inflation. You take that level suid if 
you want to provide inflation, you have to provide it with the re- 
sources that come in. We do gain additional revenues obviously 
each year as a result of what takes place in the economy. Those 
resources could obviously be used to pay for inflation growth as 
well as other initiatives. 

Mr. PASHAYAN. Referring here to your very colorful chart, and I 
hope, Mr. Chairman, your record will preserve not only the chart 
but the colors. 

Cheiirman DERRICK. One would want to know if there is a pot of 
gold there. 

Mr. PASHAYAN. The pot of gold seems to be in the middle. It 
shows the CBO baseline in the 1991 budget. In your scheme refer- 
ring to the 1993 budget, would the 1992 budget become the baseline 
for 1993? 

Mr. PANETTA. That is correct. 
Mr. PASHAYAN. It is progressive? 
Mr. PANETTA. That is correct. 
Mr. PASHAYAN. Obviously, without the intricate knowledge you 

have, that seems to be a better way than just fixing it in one year 
and trying to gauge everything for that one year, like the tradition- 
al cost of bread in 1914 which has too many problems with it. 

Mr. PANETTA. I think the advantage of doing it this way, you 
don't set an arbitrary deficit reduction target. The trouble with 
Gramm-Rudman, when you BS your way to the target, you try to 
figure out why you are setting that particularly target? For what 
reason do you set a target under Gramm-Rudman target? What is 
the reason? Here your target is to maintain the current level of 
spending. If you are going to go above it, pay for it. 

Mr. PASHAYAN. Looking at CJongress for a moment as a political 
institution responding to various pressures, do you feel that the 
mechanisms that you establish in your bill will put enough pres- 
sure on Congress? In other words, I heard you say, using different 
words, that you feel this will isolate Congress, that we shall be put- 
ting the pressure on ourselves and, therefore, held accountable. We 
cannot pass the buck to OMB. We cannot pass the buck to the 
President. Do you think there will be sufficient pressure on Con- 
gress for this bill? As you know, this is why I was never in favor of 

36-932  0-91  —  4 
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an amendment to the Constitution. I am sure with all the work you 
put in this, if we put our mind to it, we could probably find some 
legitimate loophole. Do you think your idea here has enough disci- 
pline built into it that will discourage Congress from finding a loop- 
hole? 

Mr. PANETTA. I look at process changes something like a corral. 
Right now the corral has a fence that is pretty well destroyed and 
you have all kinds of games being played, but I think if you devel- 
op a process that at least tightens up on the rules and makes it 
clear you have a tighter corral in which Members are obviously 
going to do the political thing in terms of how they respond to veiri- 
ous concerns and constituencies. I think this at least tightens the 
frsmiework within which we operate. Whether we make the right 
decision, I think, still depends on leadership. 

Mr. PASHAYAN. That was not quite what I was asking but time is 
running out, Mr. Chairman. 

Chairmem DERRICK. We have about 4 minutes. 
Mr. PASHAYAN. In other words, you were sajdng whether we 

make the right decisions within the corral is a question of leader- 
ship. 

Mr. PANETTA. Sure. 
Mr. PASHAYAN. Do you think the corral you are building has 

enough discipline to keep us in there will we still be able to get 
outside. 

Mr. PANETTA. That is the advantage of what I have proposed 
here. We have tightened up the corral, improving the scorekeeping 
and getting rid of all of the gimmicks and gameplajdng we see in 
the budget process. We have done it as tightly as we can. I am sure 
there are Members and staffers who are very imaginative and we 
will have to confront new issues but these are the concerns right 
now. 

Mr. PASHAYAN. This will put enough political pressure on us not 
to do that? 

Mr. PANETTA. I hope that is the case. 
Chairman DERRICK. We have about 3 minutes left on a 15-minute 

vote, and there are five 5-minute votes after that. I will suggest if 
you can come back, Leon it seems we have the last 5-minute roU- 
call and we will come back after that. 

Mr. GORDON. I would be interested, Leon, as you mentioned earli- 
er, you said something will happen this time on the budget. How 
grandiose, it does not matter. You might want to give some 
thought to where are the common denominators, the Senate, add 
the msmagers and where will there be those areas of contention? 

Chairman DERRICK. We stand in recess. 
[The subcommittee was recessed at 2:20 p.m., and reconvened at 

3:10 p.m.] 
Chairmsm DERRICK. Since Mr. Gordon is not here, we will go 

ahead. I think he made an observation for you to think about. 
Mr. Solomon? 
Mr. SOLOMON. Mr. Chairman, I want to theuik you for letting me 

sit in for this hearing; I am a member of the full committee but not 
of this subcommittee. I would like to say to my friend Leon Panet- 
ta, as I have said before, that he has my greatest admiration and 
respect. We all know how sincere he is and we all admire him for 
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that. We are all fallible; you are, I am and so is Butler Derrick and 
all the rest of us. 

A well-known rating organization rates me as being the seventh 
most frugal Member of Congress. Yet, I am the problem as well as 
everybody else. 

Your whole bill, pay-as-you-go, I think is a great concept. Lord, 
knows, I would like to help you with it, but I think the whole con- 
cept of your bill is really based on the premise that Congress will 
do the job. In other words, that we will be responsible. Yet, I am 
irresponsible at times. And when you look at me and all 435 mem- 
bers, Leon, it's clear that we just have not done the job. That is 
why Gramm-Rudman came in. That was the worst piece of legisla- 
tion this Congress ever adopted, but it was the only way to get us 
any discipline. 

Your bill, of course, repeals Gramm-Rudman, and it repeals se- 
questration; that is where I have the concern about it. I don't know 
how we are going to deal with it. I have eight or nine questions. I 
don't want to take up your time here, but perhaps I could offer the 
questions and get answers back for the record. 

Again, I want to tell you how much I respect you. I know what 
you are trying to do is sincere and I commend you for it. 

Chairman DERRICK. Did you vote for Gramm-Rudman? 
Mr. SOLOMON. NO, I didn't. 
Chairman DERRICK. I didn't either. 
Are there any other questions? 
Mr. PANETTA. I might mention for the record, Mr. Chairman, 

there are several proposals in the Senate. Chairman Sasser has in- 
troduced a proposal similar to what I have introduced in repealing 
sequestration and social security and some of the gimmicks and 
things like that. However, I think initially he would describe it as 
tying it to the payroll tax deduction in some way. The piece of leg- 
islation has not been introduced so we don't have something firmly 
to go on yet. 

Mr. Russo has introduced a kind of pay-£is-you-go, but there is se- 
questration for several years involved with it. There are obviously 
proposals to extend Gramm-Rudman out to 1997 or 1998 and chang- 
ing targets. Those are some of the proposals that I hope you will 
look at as you try to develop an approach. 

Chairman DERRICK. Thank you very much. You have been in all 
these budget meetings over the years just as I have, and we always 
thought for so many years we had this great ax over the adminis- 
tration with sequestration. But the ax didn't have a blade. 

Mr. PANETTA. Somebody put their finger in the barrel. 
Chairman DERRICK. Thank you very much for the excellent job 

that you do as Budget Committee Chairman. 
Our next witness will be the Honorable Bill Frenzel, ranking 

member of the House Budget Committee. We would have you testi- 
fy in any manner you choose. We would appreciate it if you would 
summarize. 
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STATEMENT OF HON. BILL FRENZEL, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MINNESOTA 

Mr. FRENZEL. Thank you Mr. Chairman. I prepared a statement 
for the committee which needs correction but I will describe that in 
my comments. 

I hope we will be able to in some legislation this year provide for 
some kind of reform of the budget process. 

I would say first of all that I appeared at the press conference 
announcing Chairman Panetta's bill. I am not a cosponsor and I 
have not endorsed it, but it had some interesting concepts that 
should be discussed and attempts like that should be encouraged. I 
find some things I like in it and some I do not. 

I think the idea of a pay-as-you-go budget is a good one. Some- 
how, that ought to be integrated into our budget law. I believe that 
we ought to use what Chairman Panetta describes as a spending 
base as the baseline. I think everyone in this room is very sophisti- 
cated and understands that. We now have a baseline which is 
whatever we spent last year plus the cost-of-living increase plus de- 
mographic increase, plus whatever program increases are around. 
It bears no relationship to what we did in the previous year. It 
would be nicer if we had some kind of spending base rather them a 
whimsical base which can be estimated very differently by differ- 
ent parties such as 0MB and CBO. 

I like the tightening of some of the definitions of the act and par- 
ticularly such things as timing shifts ought to be eliminated. I 
think there is a good section on credit reform which clearly belongs 
in the Budget Act. 

There is an item that is not stated correctly in my testimony and 
that is to provide the same mechanism for the Senate to heindle 
changes in the national debt ceiling as in the House. I do support 
that. I believe that the debt ceiling extensions are usually a great 
thing for the Senate because they can tack whatever they want 
onto it. We have much more difficulty in our House plajdng with 
that. 

One of the few items that I have ever supported that the majori- 
ty leader invented was our system of handling the debt extension, 
and I think it would be nice if the Senate would accept it as well. 

There are some very great deficiencies in the Panetta bill. I 
think the worst of them is that he immediately repeals Gramm- 
Rudman. That has several other ramifications. 

Having repealed Gramm-Rudman, he provides for no enforce- 
ment to make the act work. He provides for some budget points of 
order, but your question, Mr. Chsiirman, of Mr. Panetta and his re- 
sponse tells us the problem there. You waive points of order and 
we in the House, in accepting your resolutions, go along with those 
waiver of points of order. So that, in fact, there is no enforcement 
in the system whatsoever. 

There is another problem and that is that the targets are float- 
ing targets. They get constructed anew each year so you have no 
certainty as to whether you are going to work down the budget def- 
icit at all. In fact, the chairman criticized the hard targets of 
Gramm-Rudman, but if you have no basis, my guess is that you 
never will avoid a deficit. I think that is a real mistake. 
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I think, first of all, if we are getting into this bill, we should not 
provide that social security trust fund receipts are taken off 
Gramm-Rudman. They are now off-budget already. That would ne- 
cessitate changing of Gramm-Rudman targets. The last time we 
changed Gramm-Rudman targets was 1987 and we inflated the 
base lines by $12 billion which cost us more than a year's work in 
deficit reduction. I do not want to go through that problem again. I 
see no reason not to allow Grsimm-Rudman to keep going until its 
expiration and perhaps to extend it in some form thereafter until 
we get rid of the so-called operating deficit. 

Also, I do not believe there is any mask you can find in the 
President's budget. The description of what happens if you take 
social security out of the equation has been published for a number 
of years. It is no great secret. 

I really think without sequestration, without Gramm-Rudman, 
there is no discipline. I have been a very stem critic of the Con- 
gressional Budget and Impoundment Control Act. I think it was an 
effort to increase deficits. I think since 1981 it has occasionally 
been used to reduce the deficit. The only threat now is sequestra- 
tion—this years potential $18 billion domestic and $18 billion mili- 
tary cuts—certainly plenty of incentive for the Congress to negoti- 
ate with the President. And plenty of incentive for the President, 
with an $18 billion defense outlay reduction staring him in the 
face, to negotiate with Congress. 

If there is any genius in Gramm-Rudman, which most of us 
would describe as a blunt instrument, I think that is it. 

I have already said I like the pay-as-you-go proposition in the Pa- 
netta bill, but I can't find any way that he enforces it or makes it 
work. If somebody can show it to me, I would really be delighted. 

I have a little different idea of that concept. I introduced H.R. 
1613 which requires the Congress to work from the previous year's 
spending level. That gets rid of the concept of the baseline and 
takes you down to something everybody can understand—the 
number at which you ended the previous year. You will recall that 
Jimmy Carter used to talk about zero base budgeting, and I think 
this is about as close as you can come to that. 

I have some information here, Mr. Chairman, that says that 
during the first session of the lOlst Congress, the House waived 
various Budget Act points of orders on at least six major pieces of 
legislation including the dire emergency supplemental, FIRREA, 
the DOD authorization bill and a number of other appropriations 
measures. 

I don't think the budget points of order do any good because of 
our willingness to waive them. Just last week on the first impor- 
tant piece of legislation we passed this year, something called the 
Rural Development Act, we also wsdved a Budget Act point of 
order. 

It is true that normally, if the chairman of another committee 
asks the Rules Committee for a waiver, the Budget Committee will 
support such a waiver of the budget requirement. Since we are 
playing what I would consider to be the buddy-buddy game, that is 
not a very good defense against mischief, and I am worried about 
that. 
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The chairman indicated one of the reasons he wants to get rid of 
Gramm-Rudman is to get rid of the 1-year focus. I think he is dead 
right in his aim. I believe that we must have a multiyear reconcili- 
ation, and that we have to be concerned about more than one yeeir. 
I think 5 years is the very least. It is only when you are looking at, 
for instance, the child care bill which you may look at one day 
soon, where the first year means nothing. The second year doesn t 
meein very much. When you get out to the 5th year you are in the 
$7 billion to $9 billion annual cost, and we have to do the planning 
for that. 

We have had this game around here which if you stick a pro- 
gram in at a very low level at the end of the fiscal year, it is not 
foing to amount to much, and it is a nice worthwhile program, 
rittle do you know it is worth half a billion dollars when you get 

out a few years. 
There is one reform notably absent from the Panetta bill and 

that is the one that would prohibit extraneous matter in reconcilia- 
tion bills. Reconciliation bills are intended to reduce spending, and 
we find they are used to accelerate spending in many areas. If com- 
mittee chairmen were not £illowed to that, that is, if the Budget 
Committee were allowed to strip from the reconciliation bill, extra- 
neous matters that are not part of the reconciliation structure, I 
think it would be very helpful. Last year the Senate in an excess of 
zeal stripped the budget reconciliation bill clean. The House acted 
similarly. We didn't completely clean ours out. I don't think any- 
body died. A few of us missed putting things in the bill that other- 
wise would have been in there, but it is not bad business to have 
clean reconciliation bills. 

One final point is that we have a problem coming up very soon 
on working capital for REFCORP. I believe the proper suggestion is 
that it ought to be off Gramm-Rudman. You have a situation 
where if the expense for buying the assets and selling the assets 
occurred in the same year, you would be fine. You would have no 
net effect on the budget. However, it is more likely that we will 
acquire assets this year and sell them off next year, which means 
that we will be out of the ballpark in meeting the deficit target 
this year. Next year, we won't have to save anything because we 
will have the receipts from those sales and it will be a piece of cake 
to beat the targets or even tougher targets. I think eventually that 
will happen. At the moment, I think it is a little bit of a political 
football and anybody who thinks anybody else wants it will not be 
satisfied until the tribute is extracted. 

I think you fellows have a terrible job. I have served on many 
budget task forces and committees. I know you have had your sub- 
committee going for a long time, but I hope you will take the most 
important features or the ones that seem to require urgent action 
and have them ready for a reconciliation bill when one comes 
along. I think it would be very difficult to pass a separate budget 
reform measure and expect the other body to react to it because 
their rules are quite different from ours. It seems to me you are 
probably going to be restricted to a few important points and on a 
vehicle that would be important—that has to pass. 

Mr. Chairman, I thank you for holding the hearings and allow- 
ing me to testify. 
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[Mr. Frenzel's prepared statement follows:] 

PREPARED STATEMENT or HON. BILL FRENZEL, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF MINNESOTA 

I would like to thank the chairman and vice chairwoman of the Subcommittee on 
L^zislative Procedure for holding this hearing on Chairman Panetta's bill, H.R. 
3929, to provide budget reforms, to repeal Gramm-Rudman, and to establish a pay- 
as-you-go budget process. In addition to commenting on Chairman Panetta's bill, I 
will take the liberty of mentioning several reforms contained in H.R. 3573, which I 
introduced on November 1, 1989. I will also discuss taking the RTC working capital 
off Gramm-Rudman which I believe requires prompt action. 

I commend Chairman Panetta for presenting us with this comprehensive reform 
package. Proposals within this package which I find meritorious are: 1) the general 
idea of a pay-as-you-go budget, where each new program must be paid for; 2) th'e use 
of a "spending base" which does not have an inflation factor built in; 3) the tighten- 
ing of definitions in the Budget Act, as well as some new rules to prevent gimmicks 
such as timing shifts; 4) credit reform which reflects more accurately the true costs 
of Federal credit programs; and, 5) providing the same automatic mechanism to in- 
crease the public debt in the Senate, as exists in the House. 

I take issue with the following aspects of the package: 1) the immediate repeal of 
Gramm-Rudman; 2) the lack of real enforcement, because Budget Act points of 
order which are the claimed enforcement tool are often waived in the House; and, 3) 
floating, rather than fixed deficit reduction targets. 

I oppose, as does the administration, the immediate repeal of Gramm-Rudman. I 
believe that only because of Gramm-Rudman have we seen the dramatic fall in the 
deficit from a high of $221 billion in 1986 to the current 1991 OMB estimate of $100 
billion. Large reductions remain to be accomplished to meet the target of zero in 
1993. I believe it is imperative that Gramm-Rudman remain in force and run its 
course so that the zero taiiget can be met by 1993. If Congress finds it necessary to 
remove the Social Security Trust Fund receipts and disbursements from the 
Gramm-Rudman calculations, I then recommend that Gramm-Rudman be extended 
and that a new set of targets be established after 1993 to work off the nonsocial 
security deficit within a reasonable number of years. I strongly believe that con- 
gress needs the action forcing mechanism of sequestration in Greunm-Rudman to ac- 
complish the unpleasant task of bringing the Federal deficit to zero, under which- 
ever definition—with or without social security—is ultimately decided on. One ver- 
sion of extending Gramm-Rudman after taking social security out of the deficit cal- 
culations is contained in my bill H.R. 3573. 

The idea of a pay-as-you-go budget makes a great deal of sense. When a new pro- 
gram is created, it should be paid for. I also find the use of a spending base which 
does not include inflation increases a good idea. I have long been an advocate of the 
idea that we should look at the previous year's level to see if spending for a pro- 
gram has increased or decreased, rather than working off of a "baseline" a "cut" 
may actually be an increase over last year's level. No individual taxpayer has the 
luxury of planning his or her finances in this manner, and neither should the Fed- 
eral Government. I have also introduced a bill H.R. 1613—requiring Congress and 
the administration to work from the previous year's spending levels when producing 
a budget. 

The Panetta bill envisions moving deficit targets calculated newly each year. The 
required deficit reduction is the difference between the spending base and the esti- 
mated revenues with an additional $10 bUlion through 1993. Without fixed deficit 
targets there is the danger that economic and technical reestimates will substantial- 
ly erode the progress made in the previous year. Since a new target is calculated 
each year, it is possible that a non-social security deficit of zero may never be met. 

The enforcement in the Panetta bill relies solely on Budget Act points of order. 
Budget Act points of order can easily be waived by a majority vote in the House. 
During the first session of the 101st Congress, the House waived various Budget Act 
points of order for at least six major pieces of legislation, including the dire emer- 
gency supplemental, FIRREA, the DOD authorization bill and several appropria- 
tions measures. I am not convinced that Budget Act points of order alone will be 
sufficient to curb Congress' appetite for new spending. There always seems to be a 
disaster, or some important cause that needs immediate funding, and therefore is 
worthy of a Budget Act waiver. 

I do applaud the tightening of definitions of budget terms which ChairmEm Panet- 
ta recommends. Some loopholes have developed in current definitions which allows 
certain spending measures to avoid the constraints of the Budget Act—these must 
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be corrected. The provision disallowing timing shifts will close up a large loophole 
which developed last year—I strongly support disallowing timing shifts. 

I would not eliminate enforcement at the aggregate spending levels as Chairman 
Panetta suggests. I would go further and suggest an outlay point of order at the 
subcommittee level, as well as repeal of the so-called "Fazio" exception which allows 
committees to spend up to their committee allocation level even sifter the aggregate 
spending targets have been breached. 

One reform which is notably absent from the Panetta bill, which I strongly en- 
dorse is a rule Eigainst extraneous matter in reconciliation bills. In H.R. 3573, I rec- 
ommend that the House Budget Committee be given the authority to strip extrane- 
ous matter from a reconciliation bill before it is brought to the floor. Last year the 
Senate took the lead in stripping its reconciliation bill, with the House following 
suit during the conference. Never again should Congress be faced with enormous 
reconciliation bills, which are intended to be devoted solely to deficit reduction, but 
which are loaded up with extraneoxis provisions. 

The Panetta bill makes various changes to Senate rules, such as eliminating the 
requirement of a super majority vote to waive points of order, elimination of en- 
forcement at the aggregate spending levels, smd an automatic procedure to increase 
the public debt as exists now in the House. The Panetta reforms appear to weaken 
the present Senate enforcement rules. I will be interested to see how the other body 
responds to such changes in its own rules. 

One issue I feel will require ffdrly prompt action in Congress is the issue of taking 
the funds borrowed for RTC working capital off Gramm-Rudman. The working cap- 
ital poses a problem because sums must be borrowed now to purchase failed thrift 
assets, but those assets will probably not be sold until future years, recovering the 
borrowed funds. Leaving working capital on Gramm-Rudman could lead to budget 
mischief with large incresises in budget authority in one year and large receipts 
showing up in future years from sales of these assets. I urge Congress to act soon to 
take working capital off Gramm-Rudman. 

I appreciate the opportunity to testify before this distinguished subcommittee and 
look forward to working closely with you in the area of budget process reform. 

Chairman DERRICK. Thank you very much. 
If I understood your testimony correctly, you said you would not 

do anything about the social security situation. 
Mr. FRENZEL. I would not. I don't think it makes much difference 

if it is on budget or off Gramm-Rudman or on Gramm-Rudman. I 
don't have a strong feeling about that. My problem is you will have 
to move the deficit targets. The last time we moved the targets, we 
were nailed by everybody and we boosted our baseline. I don't want 
to go through that again. If you can find a way to change the tar- 
gets without changing the baseline, then I am not going to be terri- 
bly resistant, but I prefer not to. I think it is too much trouble. 

Chairman DERRICK. I understand one of the major problems that 
you have with the Panetta bill is the same problem you have with 
Gramm-Rudman-Hollings, which is the lack of prohibition of extra- 
neous matter on reconciliation. 

Mr. FRENZEL. That is one of them. Another is lack of enforce- 
ment in the Panetta bill. The Frenzel second law is taxes are for- 
ever and spending cuts are until the next supplemental appropria- 
tion. 

The way I see the Panetta bill operating, we will serve up a 
budget in some year, pat ourselves on the back, and then 6 months 
later with supplementals and a year later with restoration of 
spending cuts, we will be right back where we started from but the 
taxes will be up there. That is the problem. 

The other problem is the extraneous material you have men- 
tioned. That is a problem. It is a problem like waiving budget act 
points of order. There are some things that you want to get in rec- 
onciliation that all of us would want to get in there. 



Chairman DERRICK. DO you think we need a Budget Act or 
Gramm-Rudman? 

Mr. FRENZEL. I think at the moment we need Gramm-Rudman 
because we have no other discipline. The only other discipline we 
have is the competition between the branches, because Congress 
has no inclination to reduce spending. Its incentives are to increase 
them. The President has some incentive to decrease spending, but 
he has some things that he wants to do, too. But since the interests 
of the President and Congress are different, we can sometimes ne- 
gotiate a conclusion with the Gramm-Rudman sequestration threat 
in view. Without it, I think we will always do as we have always 
done before we had Gramm-Rudman, and that is if we had a choice 
of priorities, we would accept everybody's priority, and that is the 
w^ we would go. 

Chairman DERRICK. Thank you. 
Mr. Wheat. 
Mr. WHEAT. I don't want to belabor this. I find myself not favor- 

ing many budget cuts. I think they involve real legislative disci- 
pline. I would agree if you have an automatic process enforcement 
mechanism included, I don't think the Panetta enforcement mecha- 
nism is particularly strong. At the same time, I am not sure that 
the sequestration mechanism is particularly strong either as a 
threat that requires the budget process to work. In fact, obviously, 
if it go^ into effect, it is obvious it is not working in its intended 
manner. 

Is there any other suggestion you would make for an enforce- 
ment mechanism other than sequestration and something stronger 
than requiring waivers of the budget process? 

Mr. FRENZEL. The supermajority in the Senate on the waiver has 
been helpful. That has applied some discipline in the Senate; either 
minority or majority can use it. It takes 60 votes to get a waiver 
and often that has been used to apply some discipline. 

I don't know how else to do it other than, as you point out, it 
would be great if we had legislative courage and legislative leader- 
ship, but what is leadership to one is folly to another. We really 
have solved all of our problems by yielding to the demands of ev- 
eryone rather than selecting what seemed to be the most crucial 
demands and particularly cutting back old programs. 

Unless there is a threat, I don't know how we get Congress to 
come down on the deficit. I really don't. As the chairman feels, I 
feel it is very important. 

Mr. WHEAT. Thank you, Mr. Chairman. 
Chairman DERRICK. If I might interject a point, I have watched it 

not quite as long as you have but almost as long as you have. It 
isn't just true in this body. It is true with your State legislators. 
They are always looking for some mechanism that will prevent 
them from having to make a hard decision. I think that is what the 
Budget Act was about, to a large degree. I think that is what 
Gramm-Rudman-HoUings was about. I think the greatest hoax is 
the idea of this constitutional amendment about balancing the 
budget. This bill of Leon's is not perfect. He talked about a corral. 

Mr. FRENZEL. I think the fences are a little low. 
Chairman DERRICK. Mr. Pashayan? 
Mr. PASHAYAN. Thank you, Mr. Chairman. 
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Let me pick up with where the chairman left off. Let me express 
the opposite view. 

Several years ago, I spent some considerable time studying, scru- 
tinizing language on the constitutional amendment and personally 
could find no language that would prevent a loophole that C!on- 
gress, with a simple majority, could create although on the face of 
it, some of them call for a supermajority to go into a deficit. I think 
in each and everyone of them the traditional ones we are all aware 
of. With relatively simple legislative manipulation. Congress with a 
simple majority half plus one can very easily create loopholes to 
circumvent the entire constitutional amendment, so I do not put 
much faith in the constitutional amendment because I do not think 
it can block a simple majority from circumventing it. That exten- 
sively should be left to another day. 

BUI, I asked Leon whether that baseline floated from year to 
year or progressed from year to year and he said yes, it did. In lis- 
tening to your description, I got perhaps the other opinion. Do you 
agree with him that the baseline advances each year? You only 
refer back to the previous year for your baseline in the year of the 
budget, in the year you are considering. 

Mr. FRENZEL. It is what I would call a floating baseline. I think 
his intention is to go to this, whatever it is, zero base but it doesn't 
quite work that way. Therefore, you do have escalations of the 
baseline. It is better than what we have today. It is, I think, imper- 
fect and maybe it is something this committee could work out. It 
depends on how you want to work it out. 

Mr. PASHAYAN. I misunderstood your argument because I 
thought it was your proposition it was a single baseline and not a 
floating baseline. 

Mr. FRENZEL. My argument in favor of his bill is it comes closer 
to real spending than today's baseline. My objection to it is it is not 
fixed and so it is going to go up every year. So, your targets are 
going to change and your targets will always be moving targets, 
which gives you no fix. You have no north star to navigate by if 
you are trjdng to get to zero under the Panetta program. It would 
be easy for you to avoid never getting to zero, or avoid ever getting 
to zero. 

Mr. PASHAYAN. He offered the proposition that somehow this 
bill, if I understood what he said, separates C!ongress from 0MB. 
Let me restate that. He offered the proposition in effect that his 
bill puts the burden on Congress as an institution, not allowing 
Congress to pass the buck to 0MB or even to the President and he 
feels, I think, that is the foundation for what he called the corral, 
that, namely, the Congress by this bUl should isolate itself in such 
a way that all the focus including the political focus would be on 
Congress and that formulated a discipline. Do you agree that is his 
argument and disagree with the disciplinary effect? 

Mr. FRENZEL. First of all, I will let him make his own arguments. 
I am not sure. That is my understanding of what he said, but I 
think we probably both need to discuss it with him at greater 
length. My problem is that he seeks another problem which I did 
not raise nere. He seeks to use CBO as the arbiter of economic as- 
sumptions. Let me remind you that everybody has made mistakes 
in the assumption game, and CBO has no cleaner pinkies than the 



administration has. Usually, they both miss by a mile. We are 
stretching out pretty far. We have to strike a budget in January 
for a year that is going to start 9 months later and extend 12 
months after that. So you have a 21-month shot. It is pretty hard 
to do. 

Now, if you are a President, )rou sure as heU don't want to 
submit a budget where somebody else is controlling the assump- 
tions particularly when you think your prt^^rams are going to 
result in a nicer economy out there. Tlie President strikes a budget 
based both on the laws that exist and the ones that he is going to 
propose. I doubt any president would like to suggest that we are 
going to have a recession during his term and, therefore, he should 
use assumptions we are having a hell of a time in the economy. 

I think you sort of have to blend the CBO and 0MB into the 
process the best way you can. My guess is you should not take 
0MB out. 

Mr. Panetta said the problem is, once 0MB sets a rosy scenario. 
Congress cannot use a CBO scenario which is less rosey because 
then it has to stretch farther. It has to do more with the cutting of 
extensions or the raising of taxes to get to the same place. I don't 
deny that it is a disadvantage. But on the other hand, I think it 
woiild be wrong to go the other way as well. I think there is at the 
moment a reasonable balance between the two institutions. You 
may want to change them, but you have to worry about that bal- 
ance, and you have to worry about the administration's role in the 
process. 

I have always said Congress has a much heavier hand amd the 
President is a bit player in the budget appropriations process. Con- 
gress has the whole game in hand except for what the President 
submits. I sure don't want to reduce the President's abilities par- 
ticularly when Congress seems to me to be more culpable in having 
created the deficit. The President, whoever he is, has not been em 
innocent party but he has been a less powerful participant. 

Chairman DERRICK. Mr. Solomon? 
Mr. SOLOMON. Mr. Chairman, thank you. 
Bill, I have read through this 75-page bill, and I just got my 

hands on the section-by-section summary. I could not find any dis- 
cipline in this section-by-section summary. It does have some lan- 
guage on page 14 and page 15, but it really doesn't say anything. I 
would be interested, later on after you have read that section by 
section summary—did the minority have any hand in writing this 
section by section summary? 

Mr. FRENZEL. This bill came out of a Democrat task force which 
did a lot of the background work and then they were joined by Mr. 
Panetta and he became the chief sponsor because he encouraged 
them. I do not want to disparage their work. I think it is a good 
piece of work. I think it is a good starting point and I hope it can 
be improved. 

You are right. I could find no enforcement. For instance, the 
claim of the Ways and Means Committee says Panetta's bill will 
make me buy any increases in entitlements. Medicare and social 
security would be rather expensive if there was any enforcement in 
there. He said he would like to make you pay as you go, but he has 
no way to force you to do so. So all you have to do is sit there and 



104 

laugh at him. Maybe somebody can find more discipline in it than 
that, but I reach the same conclusion you do. 

Mr. SOLOMON. TO me, it is a real problem. 
Let me just say I have to share the chairman's position on the 

balanced budget. I think one way you can look at this is to remem- 
ber that the Senate rules have a requirement that requires 60 
votes, which is three-fifths of a hundred, to approve a budget 
waiver; it is really work. If we do away with sequestration, we are 
cancelling the only thing that has given us discipline. I don't like 
to go home and say that because it shows we don t have the will to 
do our job. 

If we had a balanced budget, and if there is an earthquake in 
California, hurricane in South Carolina or an incursion in Panama 
or even Cuba, this Congress would support legislation to going 
above the budget ceiling. That is why most of the proposed consti- 
tutional amendments call for a two-thirds or a three-fifths vote in 
violating budget ceilings. I think the Congress always has the will 
to spend more. It is a question of whether we are willing to spend 
less some time. 

When you get a chance to look at this summary, check pages 14 
and 15; we should really know what the enforcement procedures 
are. This just doesn't say what they are, if there are any at all. 

Mr. FRENZEL. I come to that conclusion, but when we are looking 
for ways to force ourselves to do something or make ourselves fit 
certain requirements, as I have looked at most of the constitutional 
amendments, they also have to provide some way to escape an 
emergency, a war, whatever, and all of them are subject to the 
point Mr. Panetta made; that is, if you get your growth assump- 
tions up high enough, you can conquer any deficit. I believe that no 
matter what straightjacket we buUd for ourselves, there will be a 
way to scoop the system. If it isn't pushing costs forward or back- 
ward, it will be something else. I think we build the best corral we 
can buUd, but if the horses wsmt to get out, they will find a way to 
jump it. 

Mr. SOLOMON. Thank you Mr. Chairman. 
Mr. PASHAYAN. Bill, in ceise this thing should reach the floor, is 

the minority preparing some elements? Are you translating your 
concerns into amendments? 

Mr. FRENZEL. I have talked to Mr. Panetta about it. At the 
moment, most of the Budget Committee's people power is turned 
toward trying to do a budget resolution and trying to grapple with 
other things. I assume eventually we get to summit and when we 
get to summit, we talk about some kind of procedural guarantees 
so that whatever we decide will actually take place. So, maybe at 
that time, we will work on it. 

Leon and I would like to work on it, but I do not have amend- 
ments. I have explained the ways I think it is deficient, and I hope 
that we will be working on it at some time. 

As I said in my testimony, I am not exactly sure a separate reso- 
lution is going to pass because there are too many problems. On 
the other hand, if this committee would work with Mr. Panetta 
and figure out a way to add something to the reconciliation where 
there would be some assurance that those provisions would stay 
with the bill if we could get senatorial acquiescence, it seems to me 
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work closely together here. 

Chairman DERRICK. I certainly agree with you on that point. I 
couldn't agree with you more. Thank you for your testimony. 

We are now pleased to have before us the Dean of the House and 
chairman of the House Appropriations Committee, Mr. Whitten, 
who has been a great advocate of the Budget Act over the years. 

STATEMENT OF HON. JAMIE L. WHITTEN. A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MISSISSIPPI 

Mr. WHITTEN. I think I have done fairly well under it. 
I have been listening to our friends here. What I learned when I 

used to practice law was that you lay an ambush. What I have 
done is to send copies of our committee's views to all members of 
the Budget Committee and the Rules Committee as to the situation 
as we see it. 

Since we have had the Budget Committees, the national debt has 
risen to $3 trillion. Japan is buying out our whole country. We 
have over 30,000 bridges that need repair or replacement and road 
maintenance is way down. Something is wrong. The one group that 
is not responsible for this situation is your Appropriations Commit- 
tee. We have reduced appropriations $173 billion below Presiden- 
tial recommendations since 1945. Everyone sees that the country is 
going down hill feist, but it is not the fault of our Committee on 
Appropriations. 

Actually Mr. Mahon came up with the Budget Committee idea. I 
talked Mr. Mahon into taking the lead on it because Wilbur Mills 
was going to take it. When Mr. Mills quit and Mr. Mahon quit, I 
had painted myself into a comer, and I was placed on the first 
study group. We reported that since many money bills were going 
around the appropriations process we should set up the Budget 
Committee with Ways and Means and Appropriations Committees 
in charge of it. This would get these two into balance. Instead, con- 
trol of the Budget Committee was given to the legislative commit- 
tees, and we had smaller representation. 

I hope you will take time to read what I gave you about the origi- 
nation of the Budget Committee because it is factual. I voted for 
creation of this committee. I was on the first Rules Committee 
group, the Boiling Committee, that developed the Budget Commit- 
tee proposal. 

They asked me to introduce the bill I had. This was at the re- 
quest of the Boiling Committee, out of consideration to Mr. Boiling. 

Here's what the Rules Committee and Mr. Boiling said about the 
bUl. 

The process must be workable, must • • • not become an instrument for prevent- 
ing Congress from expressing its will on spending policy • • • or * * ' take away its 
power to act • * * must not be used to concentrate the spending power in a few 
hands * * • While * • * necessary to establish new budget committees, they must 
not be given extraordinary power in the making of budget policies • • • must • * * 
not override the well-established appropriations process. Through its power of ap- 
propriations, Congress is able to maintain control over spending. That power has 
been exercised responsibly find effectively over the years and it should not be dilut- 
ed by the imposition of a new layer of procedures • • • must not load the congres- 
sional budget process with needless and questionable details. 
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We need to start off by admitting where we are, and by admit- 
ting where we are, its obvious something is wrong. It is not the 
fault of our committee. In setting up the Budget Committee we set 
out to control what was happening. Yet we have not seen any con- 
trol of the legislature which has bound us to pay entitlements. We 
have not exercised any control over raising money to pay what is 
owed. 

We talk about pay-as-you-go. I think we ought to go and pay. 
Nobody is for taxes, but you can't keep spending and not paying. If 
we keep going the way we are, we will get where our money is no 
good. 

I majored in business and commerce in college prior to law. 
Economists all work for salary, and they don't agree about any- 
thing. The biggest thing I learned is that you can't neglect to look 
where you are so you can figure out the next step. 

In 1981 we had supply side economics. It was wrong. If you for- 
give taxes, it was thought that everyone will spend wisely, and ev- 
erybody will get rich. Well, we tried it. If we hadn't passed the 
1981 tax act we would have collected $142 billion in 1988 and $195 
billion in 1990 of additional revenues. 

The Budget represents a small percentage of the GNP. During 
the period of tight nondefense budgets we need to review what has 
happened. We have had 800-some-odd savings and loans to go bank- 
rupt. We have had 300,000 farmers to go bankrupt. We have had 
600-some-odd banks to go under. So something needs to give. I will 
say again it is not the fault of our Committee on Appropriations. 

One of our biggest problems is we get money mixed up with 
wealth. When the economy slows down the Federal Reserve System 
issues more money and it takes care of the problem temporarily 
but it adds to the debt, and that is what we have been hiding as 
our real true situation. 

As I point out in my statement, if you take time to read it, I am 
still for what we set out to do back when we established the Budget 
Committee. But under the Budget Act we have not been doing it. 
Let me say I believe we need to balance the budget, but the real 
wealth is material things. We let the condition of our bridges go 
down. We let the condition of our highways go down. 

I say to you that we must do whatever is necessary, but we had 
better not hide the facts from ourselves. 

In 1974, when the Budget Act was passed, nondefense discretion- 
ary outlays were 24 percent of the budget. The amount of nonde- 
fense discretionary spending in the President's 1991 budget has 
been reduced to 15 percent of the total, a reduction of 37.5 percent 
since 1974. 

Mr. Chairman, the prime purpose of your hearing is the use or 
abuse of the budget process. I would like to point out that the 
budget process imposed by the Congress itself for fiscal year 1990 
through the budget resolution, the reconciliation bill and sequestra- 
tion, is a process that is itself contrary to the intent of the Congres- 
sional Budget Act and the Gramm-Rudman-HoUings law. 

During the 100th Congress, the Appropriations Committee, 
through its established subcommittee structure, held over 512 days 
of hearings, taking testimony from 9,570 witnesses that was record- 
ed in 182 volumes of hearing records, comprising some 180,942 
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printed pages. The 100th Congress was not unique, it was just tjrpi- 
cal. That is the work we do. What does it result in? A cut in $173 
billion below Presidential requests since 1945. 

So you had better look somewhere else and not at our committee. 
We have cooperated, but we have run out of elbow room to cooper- 
ate any further. It is just that simple. 

I could say more, but we are dealing with our colleagues and 
they are fine colleagues. The best I can say is they have themselves 
mixed up the money emd the wealth. It has mixed up paper and 
wealth. The only thing behind our paper is our country it^lf. 

It is important that we balance our budget but it is 10 times 
more important to look after your country because your country is 
what is behind your paper money. 

With respect to this pay-as-you-go, I say go suid pay. Look after- 
the country because that is important. I could go on and on and on, 
but it has reached the point where we can't handle it anymore by 
cutting down appropriations without neglecting our own country. 

Let me tell you there is only one way to handle a debt—produce 
more than you need and pay it off. We have all these foreign prod- 
ucts coming here to take our domestic markets. We are the only 
country in the world following our policy in world trade. Every 
deunn one of them, if you excuse the expression, keep us out, and 
we let them come in here take our domestic markets. It won't 
work. If you don't believe it, look at today's paper and see how 
much we owe and how things are going. 

I have no axes to grind except to take it as it is. I just want to 
remind everyone that there are all the differences in the world be- 
tween wealth and paper money. 

You know, there is no way to make Congress do a thing in the 
world. It will get around addressing the problem as it has for years. 
We are not kidding ourselves. We owe all this money, $3 trillion, 
more than any nation in the history of the world. We have accum- 
mulated it during a period when we tried to make ourselves do dif- 
ferent with the Gramm-Rudman-HoUings law. Therefore, if you 
have to try to make Congress do something, it must not be too 
right to start with. 

Now, on sequestration, we should not have had sequestration for 
Hscal year 1990. We should not have had these continuing resolu- 
tions. In the House, we took care of it. We did our work. 

We're in a serious situation. I think it is far more serious than 
most of our friends think, but again we need to balance the budget. 
We need to take care of our monetary system for stability so you 
can count on something, but it is peanuts against giving away your 
country. 

I appreciate the chance to come here. What I have tried to do is 
just lay it out. As I said earlier, you need to ambush, you need to 
get the jump on them. I laid it in front of them and I laid it before 
you. We can't take the load anjonore through appropriations with- 
out cutting important things. Now, we have to let the Budget Com- 
mittee get the credit for cutting these domestic programs. 

Mr. SOLOMON. He tells it like it is. 
Chairman. DERRICK. Have you concluded your testimony? 
Mr. WHITTEN. I hope you will find time to read what I sent you. 

It contains a little more in detail, but it is the facts. 
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[Mr. Whitten's prepared statement follows:] 

PREPARED STATEMENT OF HON. JAMIE L. WHITTEN, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF MISSISSIPPI 

Chairman Derrick and members of the subcommittee, I would first like to take 
this opportunity to thank you for inviting me to testify on the issue of budget proc- 
ess reform. The views and estimates report of the Committee on Appropriations has 
been provided to Members of the Rules Committee. Those views lay out the econom- 
ic problems we, as a nation, face. The policies we have followed the last 10 years 
have brought us to where we are. It is obvious we can't continue following those 
policies. We must regain our share of foreign markets and rebuild our productive 
capability, and believe me, we must regain our domestic markets. We must not let 
the budget process keep us from getting back on track. After all, we live in a com- 
petitive world, as our financial conditions show. 

LET'S RETURN TO THE BUDGET ACT 

I have always supported the Congressional Budget Act over the years, though we 
have had different views as to its operations. I was the senior co-chairman of the 
Joint Study Committee on Budget Control which was the study group that made the 
initial recommendations to the House Rules Committee which led to the drafting of 
the Congressional Budget Act. 

I was the ranking member on the first Budget Committee and I have supported 
the various budget resolutions down through the years. I do believe, however, for it 
to work, attention and action must be taken on entitlements and binding con- 
tracts—back door spending. 

For the past few years of its life, attention has been given to cutting back appro- 
priations bills, where we have cooperated, no special attention has been given to leg- 
islation providing for entitlements and back door spending or to providing adequate 
funds to meet our obligations. This situation was not contemplated by the Act. 

The msiin purpose of the Budget Act was well described by our former colleague 
Dick Boiling in December 1973 on the floor of the House, who, on behalf of the 
Rules Committee, laid out realistic guidelines for the budget process which are still 
VEdid today. He said: 

The process— 
1. Must be workable. 
2. * • • must not become an instrument for preventing Congress from expressing 

its wUl on spending policy • • •   or * * *   take away its power to act. • • • 
3. • * * must not be used to concentrate the spending power in few hands. • • • 

While * * • necessary to establish new budget committees, they must not be given 
extraordinary power in the making of budget policies. * • • 

4. * • * must • • • not override the well-established appropriations process. 
Through its power of appropriations. Congress is able to maintain control over 
spending. That power has been exercised responsibly and effectively over the years 
and it should not be diluted by the imposition of a new layer of procedures. 

5. * * * must not load the congressional budget process with needless and ques- 
tionable details. 

It is obvious these guidelines have been violated again and again and the Budget 
Act simply hasn't worked as it was intended. In fact, it has had the opposite effect. 
What it was created to check, entitlements and back door spending, have increased 
by 5 times since 1974. In addition, on many occasions, the delay in reaching agree- 
ment with the other body has led to continuing resolutions, which many oppose. 

In 1974 when the Budget Act was passed, nondefense discretionary outlays were 
24 percent of the budget. The amount of nondefense discretionary outlays in the 
present budget has been reduced to 15 percent, a reduction of 37.5 percent since 
1974. 

This trend was especially pronounced in the 1980's when budget resolutions re- 
peatedly required large reductions in domestic discretionary programs. Gramm- 
Rudman-Hollings sequestration added to this burden by requiring discretionary pro- 
grams to pay for feulures in the reconciliation process to meet nondiscretionary 
spending and revenue targets. 

Mr. Chairman, the prime purpose of your hearing is the use or abuse of the 
budget process. I would like to point out that the budget process that has been im- 
posed by the Congress itself for fiscal year 1990 through the budget resolution, the 
reconciliation bill and sequestration, is a process that is itself contrary to the intent 
of the Congressional Budget Act and the Gramm-Rudman-Hollings law. 
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Any change to the budget process should leave alone the part that works—the 
appropriations process—and focus on the part that doesn't work. It is clear that the 
part that hasn't worked is controlling the growth of mandatory and backdoor spend- 
ing. We at the Appropriations Committee know this first hand because it is our im- 
portant discretionary programs that must pay the price through sequestration. 

It is also important to return the Budget Committee's focus to the "big picture" 
economic issues. All too often we find the Budget Committee trying to "fence" ap- 
propriated funds for programs of interest to certain of their meml^rs. This is not 
their job, and any revision to the process must make this clear. 

CONGRKSS—THS PEOPLE'S BBANCH Or GOVERNMENT 

I am proud of the fact that the Congress is the People's Branch of Government. 
The recommendations made by the Appropriations Committee are based on exten- 
sive hearings and review. Markups are conducted on a line-item basis. During the 
100th Congress, the Appropriations Committee, through its established subcommit- 
tee structure, held over 512 days of hearings, taking testimony from 9,570 witnesses 
that was recorded in 182 volumes of hearing records comprising some 180,942 print- 
ed pages. Furthermore, the committee conducts hundreds of studies of various Fed- 
eral programs and activities. 

We have followed this same time-tested procedure again this year. Drafting appro- 
priations bills is not an exact science, but it is based on the sound underpinnings of 
hearings, studies, and other review. And we do the best we can to reach a consensus 
that is satisfactory to the mfyority on both sides of the aisle. 

APPROPRIATIONS NOT THE PROBLEM 

Appropriations bills were not where the problem was, nor are they the problem 
now. Since 1945, appropriations bills have been below budget requests by $173 bil- 
lion. During that same period, entitlements and binding contracts, which are not 
discretionary, have increased by five times (-(-$499.6 billion), a fact which contrib- 
utes greatly to the increase of the national debt. 

Our committee has cooperated in meeting budget targets until there is little, if 
any, room left to cooperate if we are to continue essential domestic programs. Non- 
defense discretionary domestic programs have been squeezed to the point where 
they will cease to be effective if further reductions are made. 

PROBLEMS WE FACE 

Currently, we have a national debt of over three trillion dollars 
($3,000,000,000,000), with a $2,000,000,000,000 increase in the last 10 years alone, the 
largest debt of any nation in history. 

Dealing with this debt, along with eliminating the trade deficit, winning the war 
on drugs, adjusting to the rapid changes in Extern Europe, and finding ways to 
boost productive investment spending present the Congress and the Nation with 
some of the most serious decisions we have had to make in our history. We must 
meet these challenges if we are to retain our leadership position. 

With today's debt, it is easy to see, like an individual, we must produce more than 
we consume and export more than we import in order to earn more than we spend. 
The way to do this is to increase production and to recover our domestic markets 
and our normal share of foreign markets. 

To do this, we must reverse our course. 
We must rehabilitate America's industry, improve our education£iI facilities and 

strengthen our educational programs, repair our roads and bridges, repair our wa- 
terways, and strengthen our research and development efforts—especially in educa- 
tion and in health. We must also gain control over the illegal drug problem and 
clean up our environment. 

In addition, we see more and more flnfmcial commitments being made by our 
leaders to various countries in almost every area of the world. 

In order to meet these and other needs and to keep our growing international 
commitments, we must provide for increased income to the treasury and take meas- 
ures to modify the requirements of Gramm-Rudman-Hollings and the limitations in 
the Budget Act. 

LOSS OF REVENUE BASE 

The President's budget best illustrates the effect on revenues on policy changes 
proposed by the administration and enacted into law in the Economic Recovery Tax 
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Act of 1981. That table shows that revenues would have been higher and conse- 
quently the deficit would have been lower by the following amounts: 
Fiscal year: Reuenue lots 

1988 $142,600,000,000 
1989     171,300,000,000 
1990     195,300,000,000 
1991    219,800,000,000 
1992    258,300,000,000 

The apparent prosperity is made possible by the borrowing of over $2 trillion and 
producing a $3 trillion debt, from the sale of billions of doUiu-s worth of assets in 
order to pay current operating expenses. 

We must look in directions other thtin appropriations bills in order to meet deficit 
reduction targets. 

INVESTMENT SPENDING 

We need to solve our economic problems and to protect our financial system—but 
not at the expense of education, health, roads and bridges, housing, water S3fstems, 
harbors, our dams—all of which are investment spending, the benefits of which will 
last for years. This type of productive spending is essential for the continued devel- 
opment and protection of our Nation. 

In the long run, it is apparent that a distinction must be made between invest- 
ment spending, where the benefits will exist for years, and other current spending. 

RECONCIUATION AND THE EFFECTS OF SEQUESTRATION 

A central feature of Gramm-Rudman-HoUings is sequestration. At the time of G- 
R-H enactment, the sequestration mechanism was devised as a mestns to require 
that budget deficit targets be met. Since then, all sorts of actions have been con- 
doned to give an appearance of meeting the target set out in the resolution. 

For fiscal year 1990, the Appropriations Committee essentially met its budget res- 
olution goals to avoid sequestration. However, a sequestration still was adopted as 
part of the reconciliation package due to the failure of others to meet their congres- 
sionally directed budget resolution targets. In the view of some interests, an across- 
the-board reduction in discretionary spending was more attractive than other op- 
tions, such as revenue increases or entitlement reductions. This was a case of recon- 
ciliation making bad matters worse. For years, it hasn't worked the way it was in- 
tended. And like the Budget Act itself, when it is used, it is at the expense of those 
areas that do work. 

EARLY AUTHORIZATION NEEDED 

The authorization problem is chronic and shows absolutely no sign of improving 
on its own. These provisions of the Budget Act have been ignored and they are not 
adequate. Legislative timeliness is essential to Congressional budget control. If a 
device is not found to secure authorizations in a more timely manner in such sensi- 
tive areas as national defense, international affairs, health, education, science, 
energy, and others, the legislative budget process will become inoperative and the 
Congress will have forfeited a rare opportunity to implement effectively its will in 
setting national priorities and achieving legislative budget control. 

Whatever solution that may be agreed to should also include a revision of the 
House Rules—perhaps Clause II of Rule XXI—which would disallow points of order 
£igainst funds in appropriations bills after May 15 if renewed authorization is not 
enacted by that date. In other words, points of order would not lie against items in 
appropriations bills after May 15 because authorizations had not been enacted. This 
waiver could be written so that it would not apply to new programs. 

I am very grateful for the opportunity to have presented my views on ways of 
improving the congressional budget process. This is a most important issue to the 
Congress and the Nation and our credibility as an institution hemgs in the balance. 

Thank you. 

Chairman DERRICK. YOU have had more experience in this than 
any Member of Congress. We will certainly read it and thank you 
very much for your testimony. Mr. Wheat? 

Mr. WHEAT. No questions. 
Chairman DERRICK. Mr. Pashayan. 
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Mr. PASHAYAN. I have no questions, but I should like to say the 
chairman made a consummate statement. 

I just want to ask one question. When you say you talked about 
Congress being able to get around or to find loopholes, did you in- 
clude a constitutional amendment? 

Mr. WHITTEN. Throughout history it has. 
Mr. PASHAYAN. Do you favor a constitutional amendment? 
Mr. WHITTEN. NO. YOU can't tie your hands. It would be the big- 

gest mistake in the world. You had better take care of your coun- 
try. 

Mr. PASHAYAN. Maybe you and I are at the same position. I do 
not think we should be tying its own hands because there is always 
a loophole. 

Mr. WHITTEN. We had better exercise our option, and I appreci- 
ate your statement. We had better leave it where it has to be be- 
cause who can tell us about the future, but we had better have the 
nerve to do as our Committee on Appropriations has done. It can 
be done. 

Chairman DERRICK. Mr. Solomon, any questions? 
Mr. SOLOMON. NO, I just want to thank the chairman for speak- 

ing from his heart. 
Chairman DERRICK. Thank you very much. 
Mr. WHITTEN. Thank you very much. We are all in this but keep 

in mind money is not wealth. 
Mr. PASHAYAN. I ask unanimous consent to put into the record 

the statement of Robert Michel. 
Chairman DERRICK. Without objection, Mr. Michel's statement 

will be placed in the record. 
[The statement of Representative Robert H. Michel, as though 

read, follows:] 

STATEMENT OF HON. ROBERT H. MICHEL, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ILLINOIS 

Mr. MICHEL. Mr. Chairman, thank you for this opportunity to 
discuss the budget process, and in particular the Panetta "pay-as- 
you-go" approach. 

I have testified many times and authored many budget proposals. 
Budget reform first demands examination of the many elements of 
legislative budgeting. 

For purposes of our current discussion the major elements of the 
Congressional Budget Process are: 

(1) the authorization and appropriation process; 
(2) the budget resolution; reconciliation; and the timetable 

for action; 
(3) budget procedures; points of order; and enforcement; and 
(4) economic assumptions and baselines. 

I would briefly like to discuss aspects of each of these. 
The authorization and appropriations process has been steadily 

deteriorating during the last decade. Our appropriations bills are 
now composed in large part of unauthorized appropriations. 

Authorization bills are not being considered in any logical time 
sequence and, in recent years, have often been added to the recon- 
ciliation bill at the end of the budget process. 
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Many of these elements overlap—this is particularly the case 
with our current budget timetable. 

The second element concerns a problem we are all too famUiar 
with: 

The initial budget resolution consumes much time and energy. 
Each committee, interest group, or faction of a party insists on its 
budgetary share. Instead of the broad questions of revenues and ex- 
penditures, budget proposals are sewn together from the smaller 
programmatic viewpoint of each of the participants in the process. 

Too much time is taken to get a separate budget resolution 
through both the House and Senate. After much time and effort to 
pass them, they then languish in conference as each House is reluc- 
tjmt to recede from its hard-fought positions. After the conference 
report is finedly agreed to, we find that the two appropriations 
committees of Congress have reallocated all the spending priorities 
of the budget resolution. 

Somehow, perhaps through a joint Budget Committee or some 
other means, we must shorten this timetable. 

The reconciliation bill currently provides too easy a target for ex- 
traneous measures to be added. We've all talked about the "only 
train out of the station" mentality of legislating. We see it year 
after year. We have also witnessed its debilitating effects on our 
legislative process. We've got to address this somehow. 

The third element is both controversial and effective. 
I refer to the area of procedure and enforcement. It is controver- 

sial because it is here that the Gramm-Rudman changes have been 
felt the most. 

The general procedures of the 1974 Act have greatly assisted the 
Senate by providing a process to expedite the consideration of the 
budget implementing bill, i.e., Reconciliation on the floor of the 
Senate. If it were not for the budget process, the Senate would 
have been subject to endless filibusters and delaying tactics aimed 
at derailing certain proposals. The Budget Act has allowed the 
Senate to consider reconciliation bills without delaying tactics or 
endless non-germane amendments. 

At the same time the super-majority requirement to override 
points of order have been controversial in that 60 votes are re- 
quired in the Senate to consider any proposal which would exceed 
our deficit targets. This has been used by both sides to deny the 
opportunity to vote on issues where a clear majority is in favor but 
lacks the necessary 60 votes. 

I would prefer having the point of order backstop over nothing at 
all. The other points of order have been less effective in the House 
of Representatives as the House Rules Committee routinely waives 
budget points of order and very few measures are stopped in the 
House for violating the Budget Act. This is another area which we 
need to address. 

The only real teeth in the budget process was the creation of a 
sequestration procedure in Gramm-Rudman which has the effect of 
cutting the budget across the board with a few exceptions if the 
Congress fails to meet the target on its own. This procedure has 
been effective in forcing the targets to be reached, but I recognize 
that it is at the same time the most controversial. But again with- 
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out this tjrpe of enforcement I fear the consequences of an unre- 
strained Congress. 

We do have to address the role of social security receipts and ex- 
penditures and not have them mask the true size of the deficit. We 
must do this without affecting the integrity of the social security 
trust fund. 

With respect to the budgetary treatment of social security, any 
change should have as its principal objective the protection of the 
integrity of the social security trust fund. The current social securi- 
ty surpluses and buildup of reserve balances in the trust fund, re- 
sulting from the bipartisan social security compromise of 1983, are 
needed to assure the benefits of the present "baby boom" genera- 
tion of working people. Nothing should be done to jeopardize those 
reserves. 

It is true that the annual social security surplus is now being 
used to finance a part of the deficit in the non-social-security 
budget. This should not be surprising. By law these surpluses must 
be invested in Treasury securities. The solution to this problem is 
to bfdance the non-social-security-budget. If that were done, the 
social security surplus would, in effect, be saved through reduction 
of the national debt held by the public. 

There are several ways that this objective can be obtained. One 
is to remove social security from the budget totals for purposes of 
calculating the deficit under Gramm-Rudman and requiring, after 
a phase-in period, a balance in the rest of the budget. The adminis- 
tration has proposed an alternative plan with similar effects. 
Whichever means is chosen, it is imperative that real safeguards be 
included to protect social security, with its huge prospective re- 
serve balances, from the future "raids" by Congress. 

The final element that is probably the hardest to both under- 
stand and deal with is the economic assumptions and baseline 
questions. Budgets are dynamic by their very nature, as programs 
response to increases in inflation, unemployment, even earth- 
quakes, and so forth. 

Our difficulty is trjring to forecast in advance what the economy 
is expected to be a year from now. Many times we have found half 
way through the fiscal year that our assumptions were incorrect 
and oftentimes further spending or additional offsets are required. 

This area too needs a lot of thinking and work as to how we can 
make it better. I don't have any perfect solution, but I think that 
we may want to look at ranges for certain elements of our initial 
budget resolutions based on differing economic assumptions. 

I understand that in the end—at the conference level at least— 
we must fix our economic assumptions. I would be happy to consid- 
er any ideas the committee might have as well. It has been in the 
area of economic assumptions that accusations have been traded 
over using "rosy scenarios" to mask real budget outlooks and has 
become a yearly ritual for Congress to question an administration's 
assumptions usually with the end result of Congress using the 
rosier assumptions themselves. 

The need for a Budget baseline is also a necessary evil as we 
need some benchmark against which to judge our actions. I do not 
agree with our baseline being last year's actual spending plus infla- 
tion as I perceive that this becomes a bias for more spending and 
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the cycle continues. Furthermore, when we don't provide full infla- 
tion increases, we claim a "reduction." This is not only confusing, 
but misleading as well. 

I want to again thank the Rules Committee for asking me for my 
thoughts on the Budget Process. As you have already noticed in- 
stead of just addressing Chairman Panetta's approach I tried to 
raise those major areas which true budget reform should address. 
Chairman Panetta and I obviously disagree on some aspects, such 
as the rule of Gramm-Rudman, but I am confident that we agree 
on the need for a meaningful budget process. Some of the other 
problems I have raised are not resolved in his approach, but I know 
the committee wUl want to look at every side of this issue. 

Thank you again for this opportunity. 
Chairman DERRICK. Next, the distinguished ranking minority 

member of the House Appropriations Committee, Mr. Silvio Conte. 
You can testify in any manner you wish. If you care to summarize, 
that would be fine. 

STATEMENT OF HON. SILVIO CONTE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MASSACHUSETTS 

Mr. CONTE. I will go ahead with my statement, if I may. 
Chairman DERRICK. We are delighted to have you. 
Mr. CONTE. I appreciate that. I thank you for letting me in the 

room today. I can't tell you what a delight it is I am not here 
trying to defend an appropriations bill. 

Mr. Chairman, any budget reform proposal is really an ambitious 
undertaking to say the least. Having tried to get one out of my 
staff now for many months, I appreciate how much work and 
thought go into a proposal like H.R. 3929. 

As I see it, there are two main thrusts in Representative Panet- 
ta's bill: First, to repeal the Gramm-Rudmsui-HoUings law euid re- 
place it with a new, pay-as-you-go approach; and, second, to refine 
the existing budget process. Let me take that step by step. 

I support the repeal of Gramm-Rudman-HoUings. I voted against 
it when it was first introduced. I agree with those who criticize it 
as leading largely to the use of gimmicks and subterfuge to beat 
the deficit targets. But even more strongly, I oppose Gramm-Rud- 
man's hit man—sequestration. 

Contrary to the popular perception, sequestration does not hit all 
programs equally. Two-thirds of the Federal budget is exempt from 
it; the burden of sequestration falls on the remaining one-third of 
the budget. That one-third consists of some of the most important 
programs in the Federal Government—student aid, biomedical re- 
search, job training, safety inspections, housing for the poor. 
Greimm-Rudman has its priorities, and they are wrong. 

Furthermore, as this past year proved, sequestration is not a de- 
terrent. If Merchant Marine and Fisheries and other committees 
do not meet their mandated deficit reduction targets in Reconcilia- 
tion legislation, they don't get penalized. They don't get peneilized 
at all. They don't have to go back to the drawing board and figure 
out how to make the painful cuts in the programs that they control 
under their jurisdiction. Instead, sequestration kicks in and takes it 
largely out of the hide of annually appropriated programs. In fact. 



115 

a committee that does not meet its Reconciliation targets is re- 
warded because, under sequestration, someone else takes the hit. 
The incentives of sequester are all wrong. So, I'd be happy to get 
rid of it. 

Having repealed Gramm-Rudman-Hollings, I am not overly opti- 
mistic that pay-as-you-go budgeting alone, that is, freezing the 
budget at last year's level and balancing any increase with budget 
savings, will be much more successful. 

Conceptually, I don't have any problem with pay-as-you-go. In 
fact, it ought to be a requirement for any authorization of any new 
programs. If you want a new program, tell us how you are going to 
pay for it. 

But to say that all items except social security start off at an ab- 
solute freeze, and any increase in spending over the previous year's 
level must be accompanied by a way to pay for it, is a pretty harsh 
standard. So tough, in fact, that I would be afraid it would lead to 
abuses, savings in name only, in much the same way Gramm- 
Rudman does now. 

Rather than put my destiny in the hands of a new automatic for- 
mula alone, if there was a chance of revising the budget process, I 
would put my money on leadership. The one bright light in the 
budget process was the budget summit we had in 1987. 

Incidently, everjrthing that Dan Rostenkowski proposed in his 
recent budget proposal was discussed in the budget summit in 1987, 
every single one—freeze across the board, freeze in social security, 
freeze in Federal pensions, gasoline taxes, sin taxes on cigarettes, 
every one of them. We looked at those proposals, and they were 
voted down. 

I remember that. The leadership of the Congress and the admin- 
istration got together and produced a viable and real 2-year budget, 
if you remember that, Mr. Chairman, and it worked. 

I would institutionalize that process. I would call that group the 
Budget Committee. Get everybody in the same room: the leader- 
ship, the Budget chairman and the ranking member; the Appro- 
priations Committee chairman and ranking member; Ways and 
Means chairman and ranking member—the committees that have 
to carry out the whole thing—and the administration in the same 
room. Make them come up with a plan, outline it in the broadest 
possible terms and then send everyone on their way to draft Recon- 
ciliation and appropriation bills to carry it out. 

I would m£ike one further proposal. I would have armored cars 
ready after that decision is made. The Members march down to the 
armored car, which goes directly to the White House, and with the 
President holding each others hands, they make the announce- 
ment, saying we are all in this together, and this is what we be- 
lieve can be done to reduce the deficit. Otherwise, it will all unrav- 
el like a ball of yam. 

I think a number of Members have proposed that type of summit 
process. Senator Domenici, for one. 

Regardless of whether we are talking major change in the budget 
process, as I would like to see, or refinements, as in Mr. Panetta's 
bill, one area of the processes is bleeding and needs attention, and 
that is enforcement of Reconciliation instructions. 
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The area of largest absolute growth in the budget over the past 
10 years has been in mandatory and entitlement spending from 
$277 billion in 1980 to $544 billion in 1989 100 percent growth. Un- 
controllable spending remains uncontrolled. 

Reconciliation does not work as an effective control because 
there is no enforcement mechanism. Authorizing committees are 
instructed to make savings as part of Reconciliation but, if they 
fail, nothing happens to them. Last year, we had a sequester be- 
cause other committees failed to meet their targets. Certain com- 
mittees repeatedly fail to make savings, and that must be changed. 

The Budget Committee must either force committees to meet 
their deficit reduction targets or independently include amend- 
ments in Reconciliation to meet them. Even if you had to pajNas- 
you-go, you still need to make the committees produce the pay-off. 

Section 303(dX3) on page 28 [See p. 31, line 18 of this hearing] of 
the bill merely repeats current law by stating that the Rules Com- 
mittee may, and I emphasize "may", make in order amendments to 
achieve Reconciliation directives. I would say make that "may" a 
"shall" and add a provision that Rules will not move a Reconcilia- 
tion bill until the full amount of the required savings are made. 

Second, keep extraneous spending provisions off of Reconcilia- 
tion. New spending programs with low first-year outlays but high 
outyear costs have been routinely included in the Reconciliation 
bills. I have a copy of the hearings held by this subcommittee way 
back in 1986 on this issue, when one of the witnesses was Congress- 
woman Martin, testif3dng on the basis of her Budget Committee ex- 
perience in favor of excluding extraneous provisions. The bill I in- 
troduced, H. Res. 264, pending before this committee, is very near 
the Trent Lott proposal pending at that time. We are currently 
working on a further revision of that proposal. Last year, the Grov- 
ernors asked us to stop adding new spending because they couldn't 
afford the match anymore. In the name of budget sanity, I think it 
is high time to close this loophole. 

In summary, Mr. Chairman, my advice would be to recommend 
that the Congress seize the opportunity for budget reform, should it 
present itself for three purposes: First, to repeal Gramm-Rudman- 
HoUings, I call Gramm-Rudman. 

Chairman DERRICK. I have to listen to Joe Moakley all the time 
so I will understand it. 

Mr. CoNTE. He picked it up from me. 
Second, to institutionalize the one mechanism that has shown 

itself to be constructive—budget summitry; and, third, to install ef- 
fective enforcement mechanisms to get a handle on the up-till-now 
uncontrolled and uncontrollable part of the budget entitlements. 

I want to compliment Chairman Panetta on his proposal. He is 
out to take the bull by the horns, and I hope the suggestions I have 
made here help the roundup in our quest to corral the budget defi- 
cit. 

Thank you for this opportunity, Mr. Chairman. I will be glad to 
answer any questions. 

Chairman DERRICK. Thank you, Mr. Conte, for your excellent tes- 
timony. 

As I understand from your testimony, you don't think sequestra- 
tion works, and I agree with you on that. I must have been in 340 
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meetings over the years and we thought every time we mentioned 
sequestration, the White House shook. We found out that was not 
the case, but I agree with you. 

I am not sure that I completely agree with you on reconciliation, 
but I understand that it had worked as it should. As we discussed 
before you got here, it is hard to do anything if the body does not 
have the will to do it. You really can't make them do it. You men- 
tioned in one part of your testimony, we need more enforcement 
procedures. Would you care to elaborate on what you have in 
mind? 

Mr. CoNTE. One thing would be to give the Rules Committee the 
power not to pass  

Chairman DERRICK. We have enough people around here who 
hate us already. 

Mr. CoNTE. They won't hate you any more than the Appropria- 
tions Committee. We feel like a skunk at a lawn party. Two-thirds 
of our budget is uncontrollable—the veterans pensions, social secu- 
rity, medicare. 

Chairman DERRICK. And the military budget. 
Mr. CoNTE. The military budget. It really puts a terrible squeeze 

on the discretionary piece of pie, which is awfully small to work on. 
I wish you could be sitting right now where I am sitting with Bill 
Natcher in hearings on the health field. What is happening? The 
National Institutes of Health—cancer, lung, diabetes, digestive dis- 
eases, eyes, ears, nose—on all of those, how they got beat on the 
head with sequestration and how they got beat on the head by get- 
ting just enough money to keep up with inflation, and how the 
number of grants is going down. It is sad. It really is sad. They are 
approving now about 17 to 20 percent of the grant applications. It 
used to be 50 percent. How will we ever find a cure for cancer or 
any other disease, like AIDS, unless we have the money for the 
grants for the young scientists? 

Chairman DERRICK. I agree. 
Mr. CoNTE. We have not been able to recruit a scientist for 10 

years. We have not been able to recruit a scientist for 10 years. We 
lost last year 17 of them to Georgetown Cancer Hospital. The Vince 
Lombardi Cancer Institute took them away from NIH, because we 
are not pajdng them enough. We don't have a director. President 
Bush has not appointed a director to NIH. One of the reasons is, 
who wants the job for about $80,000 a year, when a good scientist 
or doctor can be earning $350,000 a year. It is absolutely frighten- 
ing. That is what sequestration does. It hits the good with the bad. 

Chairman DERRICK. Mr. Pashayan. 
Mr. PASHAYAN. I have no questions except to comment on wheth- 

er the gentleman takes as accurate aim in this room as he does on 
the hunting field. 

Mr. SOLOMON. Silvio Conte does not have a Boston accent, Mr. 
Chairman. I don't know what you call it, but his district borders 
mine up there. 

Silvio, with the armored cars, do you want to lock him up and 
take them down? Let's put the money in the armored car and take 
it with them. 

Mr. CONTE. I mention that only because there is always some- 
body who is going to talk. I remember those 30 days we spent in 
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that summit. The news media was waiting outside in the hall. 
Somebody will go out there and blab and it only takes one person. 
You have to have complete unanimity in those summits. You have 
to have complete unanimity and, if you don't, the whole thing un- 
ravels. That is why you have to bring them all down to the White 
House and have everybody in lock step on the issue. 

Mr. SOLOMON. I appreciate it. 
Chairman DERRICK. Thsmk you very much. That was an excellent 

testimony. 
Thank you for taking the time. 
Now we will hear from the distinguished member of the Banking 

Committee, the Honorable Charles E. Schumer, Chairman of the 
House Budget Committee's Task Force on Urgent Fiscal Issues. 

We would be delighted to hear from you. We would be glad to 
listen to any testimony you want to give us. We would strongly en- 
courage that you summarize. 

STATEMENT OF HON. CHARLES E. SCHUMER, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NEW YORK 

Mr. SCHUMER. Mr. Chairman, I always accept your strong en- 
couragement. I would ask that my statement be placed in the 
record and I will not read it but rather just tell you the reason I 
am here. 

I have worked pretty hard on one portion of H.R. 3929, Mr. Pa- 
netta's bill, which is credit reform. I think if anything has become 
clear in the last few years, it is that the credit part of our budget is 
strongly out of whack, and quite frankly now we are going to have 
to pay the piper. 

With loan guarantees, there is no budget hit. Every committee 
whether they be authorizing or appropriating or anything in be- 
tween figures, if we can't find money for either direct funding or 
direct loans, we will put in a loan guarantee and there is no budget 
hit. The basic problem arises when the guarantee doesn't work. If 
it is free, everyone does it, and it takes a great deal of time before 
the costs accrue to the Federal Government, but they do. We have 
had two huge financial scandals in the last year. One is the savings 
and loan scandals. I submit if every time Uncle Sam gave insur- 
ance to the thrift or bank, there was a budget hit—my colleague 
says budget picky—there would be a lot less incentive to just give 
away the guarantees without any oversight, without looking at who 
gets them or who gets the money. 

Similarly, a huge scandal in the Federal Housing Administra- 
tion, costing us billions and billions of dollars. You can give out a 
guarantee in this government right now without anybody paying 
for it. We just don't look and see if the guarantee is the right way 
to go. We allow the guarantee to be used in all sorts of ways we 
would not want it used if we knew its true cost. 

In the Banking Committee alone, we are seeing huge problems 
because we don't do something with the guarantees. 

The other body has made more progress than we. The Senate 
passed a credit reform bill but the problem was there are basically 
five parties you need agreement for as to how it is to be worked 
out. You need the GAO, CBO, Senate Budget Committee, House 
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Budget Committee and, of course, 0MB to all agree. I have been 
working with all five parties. In fact, the Task Force on the Budget 
Committee I chair on Urgent Fiscal Issues is going to be having a 
hearing very, very shortly. We have come to a basic agreement on 
how this should work. The time is right for credit reform both be- 
cause there is this general agreement and also because we have 
seen the price of giving away guarantees unfettered without any 
budgetary costs recorded. 

I would urge this committee to strongly consider seeing that 
whenever we give away a loan guarantee or direct loem that we 
pay some small cost like any private entity would do, whether it be 
an insurance company or anything else. 

That is really my summ«u-y statement. My staff has written a far 
better statement but it is longer and in the interest of brevity, I 
will submit that for the record. I want to assure them it is their 
work that will follow you through the decade while my trifling 
words will be forgotten in a few minutes. 

[Mr. Schumer's prepared statement follows:] 

PREPARED STATEMENT OF HON. CHARLES E. SCHUMKR, A REPRESENTATIVE IN 
CONGRESS PROM THE STATE OP NEW YORK 

Thank you Mr. Chairman and members of the subcommittee for this opportunity 
to address the credit reform proposal contained in H.R. 3929. 

Over the last 25 years, outstanding Federal direct and guaranteed loans and Fed- 
eral insurance have grown faster than the budget as a whole. Not nearly enough 
attention has been paid to the serious finemcial risk poeed by this enormous growth 
and the skyrocketing losses in many of the government's credit and insurance pro- 
grams. Although we have treated them as such, government loan programs are by 
no means cost-free. We must recognize this truth before we have to pay the piper 
more taxpayer dollars than we already have. 

The need for credit reform became clear to me in my role as chairman of the 
Budget Committee's task force on Urgent Fisced Issues. During the Task Force's ex- 
amination of two recent fiscal crises, the insolvency of the Federal Savings and 
Loan Insurance Corporation (FSLIC) and the dramatic increases in losses in the 
Federal Housing Administration's (FHA) insurance funds, I became aware of how 
much our current accounting for Federal credit and insurtmce contributes to the ul- 
timate costs of these crises. 

I have no doubt that reforming the accounting of credit and deposit insurance will 
lead to better decisionmaking about these types of programs, reduce the cost of any 
future crisis, £ind eliminate incentives to play budget games with future crises. 

The cash-flow accounting now used in the Federsd budget veils the real cost of 
Federal credit and insurance programs. This problem was identified as far back as 
the 1967 President's Commission on Budget Concepts. The costs of direct loans and 
spending are greatly overstated in current year figures. An outlay is recorded when 
loans or other payments are made; but these payments are offset by future receipts 
in the form of loan repayments and/or sales of assets acquired from defaulted bor- 
rowers and financial institutions. In contrast, the costs of new loan guartmtees and 
deposit insurance are understated in the current year because no outlay is recorded 
until default or insurance payments are acquired, sometimes many years in the 
future. 

Indeed, because of guarantee fees and insurance premiums, now loan guarantees 
and expemded deposit insurance coverage can appear to reduce the deficit in the 
short run. For this reason, loan guarantees have grown faster than any other forms 
of assistance over recent years. Further, with cash-flow accounting, the time lags 
between the payment and receipt trauisactions in insurance and credit programs 
create an opportunity to use optimistic assumptions about the timing of future cash 
flows to project smaller future deficits than are realistic or likely. 

Section 202 of H.R. 3929 would require that Federal credit assistance to be reflect- 
ed in the budget on the basis of their estimated net cost to the Government rather 
than their cash flow from one fiscal year to the next. The net cost or net "subsidy" 
of these programs is defined as the net present value of the difference between the 
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estimated disbursements of these programs, and any receipts that flow to the Gov- 
ernment such as fees, repa}rments, and recoveries from acquired assets. 

The proposal further requires that, except for mandatory credit programs and de- 
posit insurance, the annual program "cost' must be appropriated before new direct 
loans or loan guarantees may be made by agencies. All of the non-subsidy transac- 
tions in these programs are defined as a ' means of financing" the budget and would 
be excluded from calculations of the deficit. H.R. 3929 also provides that Ck>ngres8 
will use CBO estimates of costs and the administration will use 0MB estimates. 

Although it differs in some details, the credit reform proposfil in H.R. 3929 is very 
similar to the credit reform proposal endorsed by the Bush administration, and to 
the credit reform plan included in the 1987 Senate-passed version of Gramm- 
Rudman n, which was dropped in conference. These differences reflect refinements 
which we believe will enhtmce the comparison of credit programs with grant pro- 
grams and will preserve the institutional prerogatives of the Appropriations Com- 
mittee and the Congress as a whole. 

It is time for Congress to pass credit reform legislation. Along with the adminis- 
tration, the Senate Budget Conunittee, the Congressional Budget Office and the 
Genersd Accounting Office Eilso support credit reform. It does represent a significant 
change in the way we treat credit programs and deposit insurance and therefore 
much educating wiU have to be done. From my own experience, I know that the 
more one leams about credit reform, the more one realizes how important and bene- 
ficial it is. 

In short, credit reform would significantly improve the accuracy of the Federal 
budget as a measure of the fiscal and economic impact of the Government; it will 
put loan programs and deposit insurance on a comparable basis to grants, pur- 
chases, and other Federal expenditures and will eliminate the current bias in favor 
of loan guarantees; it will eliminate the incentive to use optimistic assumptions 
about the timing of future payments and receipts to support imrealistic deficit pro- 
jections. 

Finally, credit reform will simplify the budget process and provide more flexibility 
to the Appropriations Committee by eliminating the existing separate targets for 
spending and credit programs levels. The single accounting concept under credit 
reform will allow the appropriations process to make tradeoffs Eunong grants, loans, 
and other purchases they cannot now make. 

Support for credit reform is growing as its benefits become more widely known 
and as improvements are made in its design. I am confident that it will be a key 
component of any revision to the budget process Congress might make this year. 
Thank you. 

Chairman DERRICK. Nothing you ever say will be trifling. I could 
not agree with you more. Back in the early days with the Budget 
Committee you worked on that and tried to do something about it 
and there has been a swat over the years. I was not aware of the 
hickey, the little premium or something. You have to do something 
to make it hurt just a little. That is a good idea. 

Do you have any other comments on the Panetta bill? 
Mr. ScHUMER. This is one of those instances where I am just 

sticking to this portion of the bill and hopefully it will pass. This is 
going to create some controversy, I feel, with some of my colleagues 
on the Appropriations Committee. Some would rather not see that 
hickey taken. I think it is the right thing to do. The Senate is very 
enthusiastic about this. I would hope one way or the other, this 
kind of proposal passes. I feel if we don't do it this year, two things 
will happen. We won't do it next year. We have now realized, be- 
cause of the enormity of the S&L crisis we will be paying more and 
more. 

Chairman DERRICK. DO you have any idea of our totfd obliga- 
tions? 

Mr. ScHUMER. The loan guarantees'are the fastest growing part 
of the Federal Government. 

Guaremtees in insurance is about $5 trillion. 
Chairman DERRICK. Mr. Solomon. 
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Mr. SOLOMON. I just want to thank you, Chuck. You really hit 
the najl on the head. The Senate seems to be going in the right 
direction; we are not and we should be. We should really work to- 
gether, liberals and conservatives alike. We could do something 
and we should do it; I will read your testimony. 

Mr. ScHUMER. Thank you. OMB is onboard on there and so are 
the various budget committees so I think we have a real chance to 
do it. 

Chairman DERRICK. Thank you very much. 
Our last witness is the Honorable Grerald Solomon. That means 

you get to talk to me. 
Mr. Sou)MON. Mr. Chairman, let me spare you the agony. 
Chairman DERRICK. Give me your testimony and I will read it. 
Mr. SOLOMON. You were good enough to allow me to participate 

£is a member of the full committee in this subcommittee hesu-ing, 
during which time I had the opportunity to say most of what I 
wanted to say. So let me submit my written testimony for the 
record and just say that my concerns in this piece of legislation are 
the repeal of Gramm-Rudman and the repeal of sequestration. In 
my opinion, we should at least try to reform the budget process. 
Mr. Panetta's bill does this, but, at the same time, we ought to 
minimize the opportunities for dodging our obligations that exist in 
the present system. Really, those obligations are there, and I think 
everybody here has testified that there is a way of getting around 
them. There shouldn't be; we should hold ourselves responsible. 
With that, let me submit my written statement. 

Chairman DERRICK. Without objection, it is so ordered. 
[Mr. Solomon's statement, as though read, follows:] 

STATEMENT OF HON. GERALD B.H. SOLOMON, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NEW YORK 

Mr. SOLOMON. I appreciate this opportunity to appear before you 
and to express my concerns about H.R. 3929. It is my hope that 
this hearing will represent the beginning of a comprehensive exam- 
ination of the congressional budget process. There is certainly no 
shortage of bills dealing with that subject. 

Be that as it may, and with all due respect for Chairman Pen- 
etta, I must speak in opposition to his bill. I do so because H.R. 
3929 fails to address the major flaw in the congressional budget 
process, which is Congress itself. 

To paraphrase Shakespeare, the fault is not in the system or in 
the process—but in ourselves. And if a sudden transformation of 
human nature is too much to ask for, I believe we should at least 
try to reform the budget process so as to minimize the opportuni- 
ties for dodging our obligations that exist in the present system. 

To its credit, H.R. 3929 eliminates much of the bookkeeping gim- 
mickry that masks the true size of the deficits. But this positive 
contribution is negated by the flexibility that would be introduced 
with respect to setting an annual deficit target. 

The current Gramm/Rudman/HoUings law presents Congress 
with a definitive deficit target every year—a deficit target that gets 
smaller each succeeding year. But H.R. 3929, as I understand it, 
proposes to replace the scale of diminishing deficit targets in 
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Gramm/Rudman/HoUings with a flexible approach that virtually 
guarantees the establishment of higher deficit targets than would 
presently be allowed. 

The new flexibility proposed by H.R. 3929 looks to be even more 
elastic when one notices that the enforcement mechanism for meet- 
ing deficit targets is reliance on points of order. In my maiden 
speech as a member of the Rules Committee, I noted that the com- 
mittee "now spends most of its time writing exemptions to House 
Rules and issuing budget waivers." 

1 would expect the committee to do an awful lot more of that if 
H.R. 3929 ever becomes law. Waivers against points of order on the 
Budget Act are a way of life now; H.R. 3929 is not going to make it 
any different. 

The issue of enforcement is central to the whole budget process. 
And it gets to the heart of my opposition to H.R. 3929: this bill does 
away with sequestration, the one element of real discipline the 
present system imposes on us. 

I cannot emphasize this point strongly enough. However many 
loopholes in Gramm/Rudman/HoUings may have been opened by 
Congress over the past 4 years, the deficit would not have been 
lowered at all if not for sequestration. This is the one threat—the 
one discipline—that we have. 

I know it will be argued that even sequestration has not proven 
to be a sufficient instrument in forcing Congress to rationalize the 
budget process. But that is my point. If sequestration with all of its 
pain and unfairness cannot force us to fulfill our public obligations 
responsibly, what will? 

Congress is an organism with a seemingly unlimited capacity for 
mutation. It can adjust to virtually anything that threatens its 
comfortable routine of "business-as-usual." If that is even the case 
with something so menacing as sequestration, what can be expect- 
ed with something as flexible as H.R. 3929? 

As our good colleague, Lynn Martin, has noted, this bill is not so 
much "pay-as-you-go" as it is "pray-as-you-go." And I would also 
note that the administration has declared its intention to veto any 
bill that repeals sequestration. 

Mr. Chairman, I have a couple of other objections to this bill. 
There is no need to belabor the points, but I would like to touch 
each one at least briefly. 

First, H.R. 3929, if enacted, is very likely to complicate the recon- 
ciliation phase of the budget process by intensifying the conflict 
that already exists between the different committees of Congress. 
And does anyone really believe the timetable outlined in H.R. 3929 
can be met? What kind of heretofore unknown discipline is this 
House going to muster in order to have all appropriate bills com- 
pleted by June 30? And to complete reconciliation by August 5? 

Assuming we could meet those deadlines, what about the Senate? 
H.R. 3929, it seems to me, is predicated on some large assumptions 
about congressional behavior, assumptions that are by no means 
justified on the basis of recent history. 

Second, I am very concerned about a shift in emphasis that is 
proposed by H.R. 3929. At present, Gramm/Rudman/HoUings 
stresses reductions in spending as being the route toward a bal- 
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anced budget. H.R. 3929, on the other hand, would add the prospect 
of tax increases into the mix. 

The idea of using tax increases to reduce the deficit is a sadly 
mistaken notion. All experience has shown that the psychology 
governing the budget process, such as it is, changes dramatically 
when new revenues are in sight. 

The indispensable element in any deficit reduction strategy must 
be restraints of spending. But this is precisely what tax increases 
do not encourage. In fact, the record for the entire post-World War 
period shows that every dollar in new Federal taxation has been 
matched by $1.60 in new Federal spending. 

In summary, Mr. Chairman, I believe H.R. 3929 is not the vehicle 
on which to base a deficit reduction strategy in the 1990's. This bill 
is fraught with ambiguities, loopholes, and mistaken assumptions. 
If CJongress is ever to get the deficits under control, we must disci- 
pline ourselves most of all—and the rest will follow as a matter of 
course. 

Chairman DERRICK. Thank you. 
We will be here at 9:30 in the morning. We would encourage you 

to join us. We are going to have some distinguished outside civilian 
witnesses outside the Congress. 

The committee is adjourned until 9:30 tomorrow morning. Thank 
you all for coming. 

[The subcommittee was accounted at 4:25 p.m. to reconvene at 
9.30 a.m., Wednesday, March 21, 1990.]. 





H.R. 3929, THE BUDGET PROCESS REFORM ACT 
OF 1990 

WEDNESDAY, MARCH 21. 1990 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON THE LEGISLATIVE PROCESS, 

COMMITTEE ON RULES, 
Washington, DC. 

The committee met, pursuant to notice, at 9:40 a.m., in room VL- 
313, the Capitol, Hon. Butler Derrick (chairman of the subcommit- 
tee) presiding. 

Present: Representatives Derrick, Wheat, Gordon, and Martin. 

OPENING STATEMENT OF HON. BUTLER DERRICK, CHAIRMAN OF 
THE SUBCOMMITTEE ON THE LEGISLATIVE PROCESS 

Chairman DERRICK. We will get started this morning. We had a 
very interesting hearing yesterday afternoon and had about four or 
five Members of the Congress testify before us. I think they will be 
readily recognizable as some of the brighter Members of the Con- 
gress, certainly those that are concerned with these matters. 

We are going to hear from three distinguished experts here this 
morning. I normally say an expert is someone who is 50 miles from 
home. 

We will first hear from Dr. Louis Fisher, senior specialist in 
American National Government, Congressional Research Service, 
Library of Congress. 

We thank you very much for taking your time to come over and 
be with us. 

Dr. Fisher. 

STATEMENT OF LOUIS FISHER, SENIOR SPECIALIST IN AMERI- 
CAN NATIONAL GOVERNMENT, CONGRESSIONAL RESEARCH 
SERVICE, LIBRARY OF CONGRESS 
Dr. FISHER. Thank you. 
My paper is a little different and I will summarize. It will only 

take me a few minutes to hit the main points. 
I do not get into budget details and technicalities. Instead, I look 

at the process in terms of what Congress, in terms of its institu- 
tioned strengths, can do well and the same with the President. 

We often say when you adopt a Constitution, it is supposed to fit 
your culture. I think the same is true of a budget process. It should 
fit the strengths of each institution. 

I think the process we have had for a number of years does not 
do that well. Instead of putting on new layers of technicalities, we 
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ought to go back and see what Congress can do well, what the 
President can do well, and how they can cooperate in an effective 
manner. 

My testimony first goes back and looks at the Budget and Ac- 
counting Act of 1921; not to go back into history, but I think at 
that time a great deal of attention was placed on the constitutional 
and institutional frsmiework. When they looked at budget reform 
at that time, they wanted to pick a process that would be workable, 
one that would call from the President his special strengths and 
then look to Congress for its special strengths. I think the bargain 
was a good one. What did they expect of the President? I would 
like to read the sentences from the House report at that time that 
looked into budget reform. 

When they saw the disarray in budget reform, they felt that 
there was a need to place responsibility. When they looked at the 
institutions of government, the place for responsibility in submit- 
ting a budget, proposing a budget, making the recommendation, 
they thought should be placed on the President. 

This is the langu£ige from the House report, 1919. 
In the National Government there can be no question but that the officer upon 

whom should be placed this responsibility is the President of the United States. He 
is the only officer who is superior to the heads of departments and independent es- 
tablishments. He is the only officer of the administrative branch who is interested 
in the Government as a whole rather than in one particular part. He is the only 
administrative officer who is elected by the people and thus can be held politically 
responsible for his actions. Furthermore, as head of the administration it is to him 
that Congress and the people should look for a clear and definite statement of what 
provision in his opinion should be made for the revenue and expenditure needs of 
the Government. 

In the Budget and Accounting Act of 1921, there is language that 
when the President meikes recommendations to Congress, it is the 
recommendation "in his judgment." So the expectation at that 
time was that the President would take personal responsibility for 
presenting to Congress a budget in his judgment that he thought 
met the needs of the country. 

The argument in my testimony is that, perhaps unwittingly, the 
Budget Act of 1974 undermines that sense of Presidential responsi- 
bility and leadership; Gramm-Rudman has made the situation 
worse. 

Part of the problem is that in 1921, you had one budget and it 
was easy to measure what Congress did, whether you were above 
the President's budget or below the President's budget. After 1974, 
we had multiple budgets. We had a President's budget, a House 
budget, a Senate budget; we used to have the first budget resolu- 
tion, the second, the second revised. So the public and the press 
and the Members are very confused as to who makes the budget, 
who is responsible, who is accountable. 

You even had the point reached in 1983 where the majority 
leader at that time for the House, Jim Wright, was asked on the 
floor whether a particular appropriations bill was above budget or 
below budget. He said it was below budget. He explained it was 
below the budget resolution, although it was above the President's 
budget. 

Then he said: "Now they may be in excess of certain amounts 
requested by the President in his budget request of last January. 
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But that, of course, is not the budget. Congress makes the budget; 
the President does not." 

When there is that conception, I think there is a green light or 
an invitation to a President, not a requirement, but a green light, 
to step back and tell Congress: "Go ahead, you figure it out. You 
say you make the budget. I don't have any personal responsibility 
that was expected of me from 1921 on." 

That shifts the formulation of the budget to Congress. I would 
argue that Congress can do very well and has always done very 
well at the bill-passing stage; that is, taking a responsible budget, 
altering the priorities, shifting from one program to another. Con- 
gress does that well. 

I don't think, institutionally, Congress is in a position to pass ap- 
propriations bills and tax measures and authorization bills and also 
formulate a budget. Certainly, it is not in the position to be held 
institutionally accountable by the public. 

There is no center in Congress, even though some of the reforms 
of 1974 meant to centralize the Congress. That leads me to another 
section of my paper where I argue that although the 1974 Act has 
generally weakened Presidential responsibility for the budget, 
under very special conditions, and we had them in 1981, it can 
strengthen the hand of the President by giving him a central vehi- 
cle, the budget resolution. If a President can gain control of the 
budget resolution, as President Reagan did in 1981, he then can set 
priorities for defense buildup, tax cuts, and some domestic re- 
trenchment. 

Once a President gains control of the budget resolution, that 
sends out the signals for what you do during the rest of the legisla- 
tive process. 

I think a strong case can be made that we probably would not 
have made the fiscal mistake in 1981 with the decentralized proce- 
dure that existed before 1974, and I quote from some people like 
Allen Schick and Rudy Penner, that it probably is the case that the 
mistake made in 1981 was partly a result of Cbngress, for the first 
time, having a centralized process that a President could gain con- 
trol of and dictate a very radical supply-side economics that led to 
the deficits we have today. 

Gramm-Rudman has further undermined Presidential responsi- 
bility in the sense that, by statute, the President is required to put 
certain numbers in his budget. When I testified in 1985 on Gramm- 
Rudman, I raised that as a constitutional problem. Up until then 
there had been the expectation that a President is supposed to 
present a budget in his judgment. Now it is not a budget in his 
judgment. It is a budget dictated in part by a statute that tells him 
from year to year what deficit number to put in. I think there are 
not only serious constitutional questions to that, but institutional 
objections as well. 

Gramm-Rudman has the additional deficiency of giving the 
public the impression that something is being done about deficit re- 
duction, although most observers know that very little is being 
done about deficit reduction. The situation would be better, I think, 
if Gramm-Rudman were repealed because you would put the full 
political pressure on both of the branches to confront the situation 
as it is and do whatever is necessary. 



128 

I do have a problem with the bill before us on "pay-as-you-go." It 
seems to me if you repeeil Gramm-Rudman—take out some fixed 
statutory procedure and, therefore, put pressure on the two politi- 
cal branches to address reality—that in a way you are reintroduc- 
ing the same problem: the pay-as-you-go formula. I can understand 
the political needs to have a formula, but I would feel more com- 
fortable if we just left it to the two branches to operate through the 
political process and their political leaders. 

I end with a controversial suggestion. If you really wsmt to put 
pressure on the President to take responsibility, so that there is 
only one budget, I think the only way you can do that is to repeal 
the budget resolution and make it clear to the Nation and to the 
public and to the press that there is responsibility in the country, 
as there was in 1921, for one person to present a budget and take 
responsibility for it, and that is the President. Then, of course. Con- 
gress has full freedom once the budget comes to Capitol Hill, to 
change it any way Congress wants. 

Would this open the door to more spending? I don't think you 
could support that from our history. Whatever the dynamics are, 
the history suggests that the aggregate you end up with in terms of 
total outlays and total deficit, other numbers like that, basically 
are what the President presents. Congress over the decades gener- 
ally lives within those aggregates and then makes all the priority 
adjustments Congress wauits to. 

So that is where I come out. I would like to place more relismce 
and confidence on the political process than we have and not 
hamper it and interfere with that process and those political deci- 
sions through rigid statutory formulas. 

[Dr. Fisher's prepared statement, with attachment, follow:] 
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TESTIMONY OP LOUIS FISHEB, 
CONGBESSIONAL RESEABCH SERVICE, 
HEARINOS ON THE BUDGET PROCESS, 

BOUSE COMMnTEE ON RULES. 
MARCH SI, 1«M 

Mr. ChAinum, I appnciato UM opportunity to tMtiiy OD UM Budgtt Prnr—t 
B«forai Act QiJL 3929). which would rtpMl GrBmm-Rudmuk-HoUin^ sod rtpUn it 
with a PI7-A»>YOIHOO formul*. I think your h—rinp an vary aifniAcaot bacauaa tbay 
addraia quaatiooa that fo bayood oarrow proeadural and **>**"t*«i HSOM. You haw 
axprtaaad an intaraat in broad inatilutiooaJ and oooatitutioiial quaatiooa, aapadally tha 
ralationahip batwaan Congraai and tha Praaidant and tha dutiaa that ahould ba 
diacharfad by thoaa branebaa.   My taatimoiiy buUdi on tha roUowing pointa: 

1. Tha political proeaaa raliai on tha Praaidant to phj a eantral nila fai 
taking penonal raaponaibility for nibmitting a budfvt; that waa tha baaie 
parpoaa of tha Budfvt and Accounting Act of 1921; 

2. If Congraaa rccaivat from tha Praaklant a budgat which praaanta 
naponaibla totala for aggregmtM <aapacially total apanding and tha lavat of tha 
dafidt), tha hiatorical racord danMoatrataa that Cooyaat will ganarally lira 
within thoaa aggragatat whila raarranging tbt prioritiaa; 

8. Praaidantial accountability baa baan arodad by tha Budgat Act of 1974 
and tha Oramm-Rudman-HoUinp Act* of 1966 and 1967; if th« Praaidant 
foila to aupply Uadarahip, Congraai ta inatitutionally and politically unlikaly 
to fill tha vacuum; 

4. Changaa in tha budgat proeaat ahould taka adrantaga of tha 
institutional Btrmgtha of Congraat uid tbt PfMidant; tha prnriaa tinea 1974 
feada on inatitutional wialmmM 

6. Tha proeaaa ainca 1974 bai ancouragad tha pbaooisanal budgat dafidta 
of tha paat dacada and diacouragat afforta to daal with tham; in fact, tha 
procaai providaa incantivat for ragular and dalibarate dacaption by both 
branebaa. 

6. IT wa eonatruct a budgat fvocaw that axploita inatitutional < 
inherent in tha Preaident and Congreta, wc would not need itatutory 
mandatae (aa with GRH) or the extraordinary procedural innovation! propoaed 
in recent years (eequestration, capital budgeting, biennial budgeting, balanced 
budget amendmenta, line-itain veto, etc.). 

The Concept of Preaidential R«aponaibility 

Throughout the nineteenth century there wai little need of an elaborate 
budget proeeaa or explicit responiibilify fW;m the Preeident. Cuatome revenuee uaually 
covered the modett federal expenditure!, lliere ware even perioda of budget aurplua 
when exceaa funda were used firat to liquidate the national debt and later to diatribute 
funds to the states. 

Under the pressure of mounting deflcita at the end of the nineteenth century 
and the early twentieth century, Congress established committees and commiasions to 
recommend more efTicient practices fay executive agencies. President Tafl established 
one of these commiaaions, and it recommended that the President be made responsible 
for  reviewing departmental  eatimatae  and  organixing them  to  form  a  coherent 
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document to be preaentad to CongreM.   Nothing came of this nromi during Tift*« 
administration, but it aet the atage for tha Budgat and Aooounting Act of 1921.' 

Tb» heavy eoata of World War I procipitatad the move to a modem budget 
ayatem by the national govemmeDt. Federal spending climbed frcnn about 9700 million 
before the war to $12.7 billion by 1918 and to $18Ji bUlion hy 1919. HW national 
debt, which stood at about one billion dollars in 1916, leaped to over $25 billion by 
1919. To manage debts of this magnitude, members of Congrees realised that new 
powers would have to be delegatad to the President. 

It ia interesting to review the attitudes within Congress at that time. The 
House Select Committee on the Budget explained that its purpose was to determine 
'not what was theoretieally desirable, but rather to detenniDe i^iat was practically 
feasible, keeping in mind at all timea that to it had baen eommitted the problem of 
recommending a ayatem that would be in complete harmoi^ with our constitutitmal 
form of government.'^ 

To accompliah that taak, the Committee had to carefully esjimine the 
institutional strengths of both branches and how they could coordinate their efforts 
most effectively.  It condemned the lack of accountahUity in the executive branch: 

Practically everyone familiar with its working agrees that its failure liee 
in the fact that no one is made responsible for the extravagance. HM 
estimates are a patchwork and not a structure. As a result, a great deal of 
the time of the eoiomittees of Congress is taken up in exploding the visionary 
schemes of bureau chiefs for which no administration would be willing to 
stand responsible.' 

The Committee concluded that responsibility would have to be concentrated 
in the President. The only way to secure economy and efficient in the expenditure 
of Ainds would be l^ placing 'definite responsibility upon some oflker of the 
Government to receive the requests for fbnds as ori^iully formulated by bureau and 
departmental chiefs and subjecting them to that ecrutii^, revision, and correlation that 
has been deecribed.** And here the Committee raaches a judgment that was soundly 
based on constitutional and institutional considerations: 

In the National Government there can be xko question but that the ofQeer 
upon whom should be placed this responsibility is the President of the United 
States. He is the only officer who is superior to the beads of departments snd 
independent establishments. He is ^ only officer of the administrative 
branch who is interested in the Government as a whole rather than in one 
particular part. He is the only administrative officer who is elected by the 
people and thus can be held politically reeponsible for his actions. 
Furthermore, as head of the administration it is to him that Congress and the 
people should look for a clear snd deOnite statement of what provision in his 
opinion should be made for the revenue and expenditure needs of the 
Government. The requirement that the President shall prepare and submit 
to Congress aimually upon its convening in regular eeasion a budget will thus 
definitely locate upon him responsibility for the formulation and 
recommendation of a financial and work program for the year to ensue.' 

'    For further details on Taft's initiatives and the record of the nineteenth 
century, see Louis Fisher, Presidential Spending Power 9-31 (1976). 

> H. Kept. No. 362, 66th Cong., 1st Sees. 1 (1919). 

' Id. at 4. 

' Id.«t6. 

• Id. at 54. 
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In nzing rMpoDiibility on the PrMident, UM Committot did Bot inteod to 
0ubordiD«U CoDgntu to tbs tiecutive braocb. Sornt of UM budget refonwrra of that 
time wuit*d to copy the Britiab parlismeDtATy model by coDcentrsting power io tht 
executive Kod probibiting legielmton fW}m Adding ftjnda to the PrMident'i budget For 
cumple, it wu euggMt«d tb«t membere of CongreM eouid add to the Preeident'e 
budget only by ••curing a two-thirde m^ority in ucb HOUM or by obtaining the 
permiuion of tbe Secretary of the Treaeury.' 

Thia model of govenunent waa decieivaly rejected by the House Select 
Committae on tbe Budget Tbe budget waa to be axacutive only in the eenac that the 
Preaident wae reeponeible for tbe eetimataa eubmittad. It was legialative from that 
point on; Congreee retained full power to tocreaae or raduce the Preeidant'e eetimatei.^ 
Tbe propoeed reform was not meant to 'impair either tbe authority or the 
raeponaibility of Congreea."* 

Wtfa regard to the concept of presidential reaponsibility for submitting a 
budget, notice the language of the Budget and Accounting Act of 1921. Tbe President 
was directed to transmit to Congress a budget which shall set forth, in summary and 
in detail, estimates of expenditures and appropriations necessary 'in his judgment' for 
tbe support of government.* This notion of personal judgment is integral to an 
executive budget I will argue later that it has been undermined significantly by 
congressional statutes, particularly Gramm-Rudman-Hotlings, but also indirectly by tha 
Budget Act of 1974. 

Tbe Decline of Preaideiitial Reqwnatblllty After IVJ4 

I think it is accurate to say that the institutional assignments to Congress 
and the President under the 1921 statute worked fairly well. Even during the Nixon 
administration, when executive officials accxised Congress of being 'spendthrift' and 
operating on a national credit card,'* tbe record does not support this charge of 
legislative irresponsibility. From Tiscal 1969 through fiscal 1973, appropriations bills 
passed by Congress were S30.9 billion below Nixon's requests. Over that same five- 
year period, backdoor spending and mandatory entitlementa exceeded hie budgeta by 
$30.4 billion." In terms of budget aggregates, the figures were pretty much even. 
Throu^ its own informal and decentralized system, including the 'scorekeeping 
reports* prepared by legislative staff, Congress stayed within the totals proposed by 
Nuon. Congress was able to adhere to the President's totals while significantly 
altering his priorities.^ 

If the system worked that well, you may ask why Congress bothered to pass 
the Budget Act of 1974. Of course many parts of the budgetary process were not 
working well. As indicated in the paragraph above, there were serious concerns about 
the growth of backdoor spending (contract authority and borrowing authority) and the 
growth in mandatory entitlements. The unprecedented use of impoundment authority 

* Louis Fisher, Constitutional Conflicts between Congress and the President 232- 
233 (1985). 

'  Id. at 7, 9-10. 

* S. Rapt No. 624, 66th Cong.. 2d Seas. 4 (1920). 

"   42 SUt. 20, ( 201(a) (1921). 

'*   Louis Fisher, The Politics of Shared Power 58-59 (1987). 

"  H. Rapt No. 147, 93d Cong., 1st Sees. 39 (1973). 

'^  See also Paul E. Peterson, The New Politics of Deficits,* in John E. Chubb 
and Paul £. Peterson, eds.. The New Direction in American Politics 375 (1985). 
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by the Nixon administration triggered a monumental confrontation between the two 
brancbei.** Deficits were growing, although they seem insignificant when compared 
with current levels, and the appearance of inflation (supposedly caused by those 
deHcits) convinced policymakers that the budget process needed fundamental reform. 

I understand the reasons that created the demand for budget reform in 1974. 
As a staff member of CRS, I gave considerable assistance to different titles of tbs 
Budget Act of 1974. The issue that interasU me now is whether the sUtute of 1974 
reconciled the institutional and constitutional responsibilities of Congress and the 
President as well as the Budget and Accounting Act of 1921. If it failed in that 
respect, the fault is of crucial importance, no matter bow sophisticated, fascinating, 
and impressive the technical details of the 1974 statute mi^t be. Recall that in 1919 
the House Select Committee on the Budget wanted to propose a budgetary qrstem "tn 
complete harmony with our constitutional form of government' In many respects I 
think the 1974 statuU fails that test. 

First, I don't think anyone in the 1973-74 period thought throu^ the full 
dynamics of budget reform. If Congress strengthened its role in the budget process, 
would that weaken the input from the executive branch, particularly the leadership 
required of the President? There is no necessary cause and effect. Nothing in the 
1974 statute prevents the President from vigorously discharging his responsibilities for 
submitting a budget. But I think the 1974 legislation had the effect of obscuring 
presidential responsibility. 

For one thing, the nation now had not one budget but two: a presidential 
budget and a congressional budget. And the congressional budget was not one but 
several: the first budget resolution, followed by a second budget resolution, followed 
fay a second budget resolution revised. Budgets constantly shifted to reflect *-hypging 
baselines, reestimates, and updates. The phrases "below budget' and 'above budget' 
no longer had meaning. The country lost a visible benchmark - the President's 
budget - which would be the reference point to measure congressional actions. 
Individual Members, congressional groups, and outside interests also prepared their 
own national budgets to add to the fiscal cacophony. 

The result was that the public, and the press, had a more difTicuIt time 
keeping the two branches accountable. Consider the debate in the House of 
Representatives in 1983, when members asked whether the pending bill was below 
budget or above budget. Congressman Jim Wri^t, as House Kf^jority Leader, gave 
this response: 

. . . This bill is not over the budget; the amounts proposed in this 
amendment are well within the budgeted figures. The amounts that we have 
agreed to and have discussed are not in excess of the congressional budget 
resolution.   That, of course, is the budget. 

Now they may be in excess of certain amounts requested by the President 
in his budget request of last January. But that, of course, is not the budget 
Congress makes the budget; the President does not'^ 

This interpretation of the 1974 statute obviously parts company with the 
principles of the Budget and Accounting Act. The framers of the 19:21 statute 
jealously guarded congressional prerogatives, in the sense of giving Congress full 
freedom to increase or decrease the President's estimates, but at the same time they 
wanted to fix personal responsibility on the President to submit a national budget 
They believed that presidential leadership - and accountability - was essential to the 
effective performance of Congress in discharging its assigned tasks. 

" Supra note 1, at 147-20X. 

"   129 Cong. Rec. 25417 (19&3). 
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Tb* eonfuaion of muItipU budfttj produoM nilwUDtia] eoctj to damocratic 
gDvtmnMDt. N«itb«- tb* PrMidcot DOT CoofrMt can ba bald publicly aocounUblc for 
tba national budfBt. Botb brancbaa and botb partiaa practica tba "politiea of 
blanMRDsnabip' to attack aacb otbar'a ftaeal irraaponaibili^. Obaarring tbii eroaafin, 
Totara canDOt Ax ravponaibility. Inataad of ataying within the Praaident't a^gragitaa, 
m«mb«n of Congreaa can raise the cetUngi in a bud^t raaolution and than annoime* 
to their eonatituentj that tbay bara "atayad within tha budgat* Thia convantioQ haa 
baao adoptad aran by Praaidanta. In 1966, Praaidant Raagan •nrw^iwi^^H that ba 
"would accapt appropriationa bOla, aran if abora my budget, that were within tba 
limita aat by Congr—' o*^ budget raaolution.*" 

'nwre ia a hi^ price to ba paid whan a la^slatire procaaa becomea 
eomplieatad and eonfuaing. Public accountability aufTere. Congraaaman John Dingall 
noted in 1984: "What wa ham done over tha paat decade ia to craata a budget procaaa 
that ia ao complex aa to be inoomprebenaible to almoat everyone. Moat of the Mambera 
do not undaratand it beyond a auparficial level. The preaa doea not underetand it 
The buaineaa community doea not understand it. Tht financial communi^ doea not 
undaratand it  And moat important of all. the public doea not undaratand it"* 

Members of both brancbea have ooncludad that not only ia the budget procaaa 
eonfuaing but that the confusion ia meant to deceive the public. Congraaaman David 
Obey, a member of the House Appropriations Committee, ofTerad thii aasesament in 
1982: "under the existing conditions the only kind of budget r«aolutioD you can pan 
todqr ia one that liea. We did it under Carter, we have done it under Reagan, and w* 
are going to do it under every Preaident for as long aa aqy of ua are bare, unlaaa wa 
change the ayvtam, becauaa you cannot get Members under the existing aystem to Gua 
up to what'the real numbers do. You alwajrs end up having pbtmy eeooomic 
aaaumptions and all kinds of phony numbers on aetimating.*'^ After 1974, budgets 
aubmittad by Praaidents and budget reaolutiona passed by CongrMs were chronically 
unreliable, regularly underestimating outl^m and orareatimating ravenuaa. Tbm reeutt, 
year after yaar, were deficits far beyond praaidantial and eongraaaional prt^actiona.** 

The dacline in preaidential reaponaibility for submitting budget aatimataa baa 
been dramatic. After forcing m^jor cbangea in tax rataa, defense spending, and 
domestic programa in 1961 (to be discussed in the next section), Preaident Reagan's 
aubaequent budgeta were largely ignored by both Houses. He remained a pla3rer, fay 
oppoaing tax increases and any defense cutbacks, but he did not appear willing to 
preaent a budget and defend it personally. He seemed to shift the responsibility for 
budget preparation and deficit reduction to the legislative branch. Congress (including 
the Republican Senate) accepted this assignment and did what it could, but voters 
cannot hold accountable an inherently decentralized legislative body in the same way 
it can fix reaponsibility on a aingle Ihvsident. 

The decline in presidential leadership for the national budget appears to 
continue in the Bush administration. Instead of President Bush taking personal 
responsibility for the budget, matters were delegated to 0MB Director Richard Darman 
in 1969 to negotiate a bipartisan strategy with Congress. When that fell throu^ the 
blame seemed to rest on the 0MB Director, not the President Such tactics spare the 
President, of course, but the purpose of the 1921 statute was not to spare the 
President It was to make him, not the budget director, legally and personally 
raaponaible for dealing with the budget   The President's budget this year seems to 

"  Public Papers of the Presidents, 1965 (E), at 1401. 

'* "Congressional Budget Process' (Part 3), hearin^i before the Houae Committee 
on Rulea, 98th Cong., 2d Seas. 161 (1964). 

" 'Congressional Budget Process,' heahEigi before the House Committee on Rules, 
97th Cong^ 2d Sess. 239 (1962). 

"   Louis Fisher, Ten Years of the Budget Act: Still Searching for Controls,' 6 
Public Budgeting & Finance 3, 4-9 (1965). 
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undmcon the Director** role eren mm*. Preeident Bu«h receiTM one pag6 for hU 
ueieage to Congreee. The 0MB Director takee 16 page* to ofler fau riewi. The OMB 
Director ibould be operating under the Preeident'e shadow, not rice versa. Of all the 
twentieth century dutiee opected of the Proaident, who it elected by all the people 
and accountable to them, the budget ii one of hie most fundamental responsibilities. 

Budget Action in 1981 and Rcsolting DeOdta 

What I say now will seem to contradict part of what I said earlier. Althou^^ 
I think that the 1974 statute has had the gener^ effect of weakening the President's 
budget, under special conditions it can strengthen it. And those special conditions 
appeared in 1981. 

The budget resolution required under the 1974 statute was praised because 
it is a vehicle for centralized, systematic, and coherent legislative action. It was a 
premise of the 1974 statute that Members of Congress would behave more responsibly 
if ihey had to vote explicitly on budget aggregates and face up to totals, rather than 
voting piecemeal on separate appropriations and legislative bills. In 1974, as now, it 
was difUcult to defend fragmentation, splintering, and decentralization when reformers 
pressed eagerly for 'coordination' and a 'unified budget process." 

The model of the executive budget looked appealing. The Budget and 
Accounting Act assumed that presidential control and responsibility would be enhanced 
by centralizing the budget process in the executive branch. Does it follow that those 
advantages can be transferred to Congress? Is Congress strengthened by having its 
own budget? 

There are substantial risks when Congress, possessing different institutional 
qualities, tries to emulate the executive branch. The President heads the executive 
branch, fortined by a central budget officer. There is no bead in Congress, which is 
inherently decentralized between two Houses, two political parties, and a variety of 
committees and subcommittees. Congress could create a Congressional Budget Office, 
but it could never have the same institutional role as the Office of Management and 
Budget. The executive branch is largely hierarchical. No such quality applies to 
Congress, which is essentially collegial in its operations. 

Given the rig^t President and the rig^t time, the budget resolution could be 
used to advance not congressional goals but rather a President's agenda. That is what 
happened in 1981. President Reagan had the votes to gain control over the budget 
resolution in both Houses. The budget resolution became the blueprint for enforcing 
the President's priorities for a tax cut, defense buildup, and retrenchment of domestic 
programs. Once the White House gained control of the budget resolution, which 
announced the general budget policy, subsequent action on the tax bill, appropriations 
bills, and the reconcilation bill became the necessary stepe to implement the White 
House policy. When the general theory of supply*side economies failed to generate 
predicted revenues, the nation faced budget deficits of $150 billion to $200 billion a 
year. When President Reagan entered office the national debt was approximately one 
trillion dollars.  It is now about three trillion dollars. 

Would the actions in 1981 have happened without the availability of a budget 
resolution? Possibly so. I think it is more likely that President Reagan could not 
have enacted his radical, supply*side economics with the pre-1974 budgetary process. 
His program would have most likely been chopped to bits by luccessive committee and 
subcommittee action.   The budget resolution gave him the centralizing vehicle he 

Rudolph Penner, as the Director of CBO in 1985, asked: "Would the dramatic 
actions of 1981 have been possible without the process? It is a question that no one 
will ever be able to answer with certainty. I believe, however, that it would have been 
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diffieult to achi«v« UMM raaulu uung tfa* old, muddUd wmj of fonDuUtixi( budfvto."" 
Pmiwr ooDclud*d that Rugan's objaetawm wisuk) bav* hma much hudn to acbivTa 
had ha b«en forcad to iwfotiata with tha daeantnlisad powar atnietura that axiatad io 
Congrati bafon 1974.  Allan Schick makaa a aimilar point: 

Hiatorically, tha praaidant hai baan at a diaadvantaca via-a-Tia CoofraM 
in thair pariodic budgtt ecmflieta. Coograai azoab aa an inatitution that 
fracmanti iaauaa and avoida daciaiooi on ovarall otvaetivw. Bafora inatallation 
of tha congraHlonaJ budgat procaaa, thia fragmantad bahavior eharactariiad 
lagialatiTa eonaidaratioD of th« preaidant'i budgat AppropriatioDa war* 
tpUntarad into mora than a dosan bill*, tai lagialation waa wallad off from 
apanding daciaiooa, and Congraaa did not havt to vota on tha totala. Mambara 
war* abla to proftat aupport for tha praaidant** otyactina whila 'nickal and 
diming* tha budgat in thair action on appropriatioo* and othar apanding 

Tha radical changa in budgatary policy in 19S1 brou^t about an axploaion 
in budgat dafldta. It ii highly unlikaly that an arror of that magnjtuda could hava 
occurrad with tha dacantralizad pro MM that isiatad bafora 1974. Tha incramantaliam 
of that procaaa oparatad aa a braka on radical thifta. 

Tba Budgat Act of 1974 atrangthanad Raagan'i hand by forcing Congraa* to 
Tota on an ovarall budgat atratagy. David Stocksum. Reagan't budgat diractor from 
1961 to 1986, axplainad how tha oantralixad congraational procaaa bacama a oonvaniant 
handla to puraua tha adminiatration'a goala. Ilia eonatitutional prarogativaa of 
Congraaa "would hava to ba, in affaet, auapandad. Enacting the Reagan 
Adminiatration'a aconomic program maant rubbar atamp apfvoral, nothing laaa. Tha 
world'a ao-callad graataat delibarativa body would have to ba raduead to tha atatua of 
a miniaterial arm of tha Whita Houaa.^' 

Tba dangar of parmitting a Praaidant, or tha axaeutiTa branch, thia much 
control orar Congraaa ia raflaetad in Stockman'i own aaaaaamant of tha aocpartiae 
oparating within the White House and 0MB. After leaving ofTica be admitted: 'a plan 
for radical and abrupt changee required deep eomprehenaion — and wa had none of 
if* 

Tba resulta of 1981 azpoaed aerious waakneaaea within Congraaa. Inataad of 
following CBO'a projactiona or aubatituting an economic forecaat of ita own, Congraaa 
accepted the adminiatrationa'i aaaumptiona. Although the Budget Act of 1974 gave 
Congraaa an independent technical capability with the creation of CBO, in 1981 
Congraaa adopted tha adminiatration'a flawed and Calae pramiaaa. 

The growth of budget deHcita after 1981, combined with Praaidant Reagan'a 
rafUaal to offer eonatructiva aolutiona, pavad tha way for the Gramm-Rudman>HoIlinp 
Act of 1985. HW atatuta aymbolixaa many things: an admission that the congraaaional 
budget procaaa created in 1974 could not deal with deficits of that aize; a recognition 
that the political stalemate between President Reagan and Congraaa required a 
statutory framework with effective aanctions; and an unwillingnaas to delegate any 
additional authoritiaa or powera to the executive branch. 

**   Rudolph G. Pennar, 'An Appraisal of the Congraaaional Budget Procaaa,* in 
Allan Schick, ad., Criais in the Budget Procaaa 69 (1985). 

* Allen Schick, "How the Budget Waa Won and Loat,' in Norman J. Omstein. ed^ 
President and Con^aas: Assessing Reagan's First Year 25 (1982). 

*^  David A. Stockman, The Triumph of Politics 59 (1986). 

*>  Id. at 91. 
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Of coune the MquMtntion prooedurt in the 1985 «Utut« wu dedarad 
uncoDititutional by the Supreme Court in Boumher T. Synar (1986). When I teitifwd 
before the HOUM Government Opemtioni CommittM m October 1986, I nisad « 
number of conctitutionaJ queetionf about the bill. I wae partieulariy conoerood about 
the decuion of Congreee to dictate cartain numban (antidpatad deficit) in the 
Preaident'i budget. It wai my poeition that the vaiy nature of an executive budget 
ia that it reflect the numben cboaen fay the Preeident, «4io, in hie judgment, 
recommendf tham to the nation. To the extent that Congreee determinaa ahead of 
time the numbera that go into the Praaident'a budget, ai with GRH, it undarminea Ota 
intagri^ and reaponaibility of the Preaident'a atibmiaaion. I aaid at that time: "While 
it IB true that the U.S. Code eontaina numaroua directiTea regarding the Preaident'a 
budget with regard to format, daadlinei, and other matter, I do not believe that 
Congraaa can tell the Praudant what deficit to include. An executive budget expraaaaa 
«4iat the Praaidant wanta, not what Congraaa wanta.^ 

Preaidenta have act raiaed a conatitutional olgection to the atatutory deficit 
targeta required by GRH. From a conatitutional atandpoint, I would aay that thia 
axecutive comirfianee ta a poUtieal accommodation but ia not legally binding. Tbm 
budget ia a propoaal and I do not believe that Congreee can dictate the content of a 
Preaident'a propoaal. Under Article II, Section 3 of the Constitution, the Preeident is 
empowered to pve Congreaa Information of the State of the Union, and recommend 
to their Consideration such Meaauraa aa he ahall judge necaaaaiy and expedient." I do 
not aaa how Congraaa can interfere with the Praeident'a conatitutional duty to preaent 
le^lative propoaala that he 'shall judge necaaaaiy and expedient," 

Nor am I favorably impressed that the axecutive branch did not ol^aet on 
conatitutional grounda to the GRH deficit targeta. If the White Houae finda it in ita 
interest to raliava the President of the peraonal reaponaibility for aubmitting a national 
budget, given the magnitude of current dafidta, ORH is a oonvaniant way of ducking 
aoma of that raaponsibility. I was also concamad about the proviaion in GRH that 
allowed the ComproUer General to draft a preaidantial aequaatration order that the 
Preeident himaelf could not alter. Under the tarma of GRH, the Preeident would have 
had to iaaue an order under hia own name but without the ali^taat ability to control 
the content. I thou^t that procedure waa repugnant both to aeparation of powera 
and to the principle of presidential responsibility. Again, executive branch 
"accommodation' in this case may be little more than an effort to aideatep 
reaponaibility for the budget eriaia. 

There are many objections to GRH. Ita one*year focus encourages both 
branches to make short-run decisions that complicate long-run problema. I think the 
deficit targets also fairly well ensure that appropriations bills will be held to the laat 
minute, awaiting the moat recent projectiona, and thua provide an incentive for delays 
in the annual appropriations bills with subsequent reliance on continuing reaolutiona. 
These delays also make it more likely that crucial decisions will be left to budget 
"summits,* which 'exclude moat members [of Congreaa] and prevent the normal give 
and take of congreaaional deliberationa.*** Moat obaervers conclude that both branchea 
regularly adopt a variety of practices and innovations that dtiacure the reality of 
budget deficita. Moreover, GRH relies only on outlay reductions to meet the deficit 
targeta; it does not address the revenue side of the budget 

Equally important is the effect that GRH has on the political responsibilities 
of the President and Congress. With a autute operating like a 'crutch,' they can 
avoid difficult decisions needed to remedy budgetary problems.  By claiming to comply 

'^ The Balanced Budget and Emergency Deficit Control Act of 1986,' hearings 
before the Houae Committee on Government Operationa, 99th Cong., tat Sees. 206 
(1965). 

^ Raphael Tbelwell, 'Gramm-Rudman-HolUnp Four Yean Later. A Dangeroui 
niuaion,' 50 Pub. Adm. Rev. 190, 197 (1990). 
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with dcfleH tmrgtU in • fUtuU, which may be out-oTdaU or braltvaDt for a particular 
yaar, tbay can fail to oonfroDt rvality aa it axiatj. Bacauat the public belitvai that tba 
budgat problam ia baing daalt with by GRH, tbara if laaa publk praaaura oo tha 
politiettl branchaa to taika maaningftil atapa. 

Bacauaa of tba inability of both branchaa to comply with GRH 1, Cnngraaa haa 
•baady found it naeaaaary to anact GRH n. It would appaar that riiiniaaa, unaUa 
to comply with GRH II. nu^t havt to paaa GRH m. Tba drawbacka of GRH ar« ao 
•mra that it appaan that both branchaa would ba atraofthaoad, rathar than 
waakanad. fay havinf tha crutch ramovad. Tbay would than hava to raly on tha 
dynamiea of tha political prnraaa, with political aceountabili^, which ia what our 
•yatam normally eontamplataa. 

If wa rapaal GRH to foroa tha political branchaa to daal affactivaly with tha 
daf^t problam, I do not undaratand tha valua of raplaonc it with anothar formula, 
auch aa Pay-Aa-You-Go. Parhapa auch formulaa ara intandad to raaaaura tha public 
that Congraaa ia not turning itj back on tha daficit iaaua, but auch formulaa 
raintroduca hgiditiaa to tha political procaaa. I am eonoamad that Titla IV mi^t 
intarfara with tha raaponaibilitiaa of both brmndiaa to diacharga thair obli^tiona and 
hammar out tha naeaaaary acmmmodationa. 

TIM NMd to Boatora Pwwidmittol AooountabtUty 

Rapaaling GRH would ba ooa w^r to jUaoa graatar raaponaibili^ on both 
branchaa. I alao think thart ia a naad to raviva tha Praaidant'i paraonaJ raapooaibility 
for eooft^TDting budget problama and ofTariDg hia aolutiona. Our aystam work* baat 
whan tha Praaidant ^inridaa laadanhip, including frank talk* with tha nation to 
aducata votan on tha problama that axaat and tha atapa to ba takan. 

Our racord atrongly auggaata that whan Praaidaota taka raaponaibility for 
budgat aggrcgatea (total outlay*, total racaipta, and the leTcl of tha defiat or aurptua), 
Congraaa generally Urea within tboae aggrcgataa while impoaing ita own tyatem of 
budget prioritiaa. Congraaa can aJwayi altar thoac aggragataa, and haa frequently dona 
ao, but the inatitutional itrengtha aeem to be theaa: the Praaidant takai raapouibilily 
for tha agpvgataa, and Congraaa change* hia prioritiaa by ahifting fimd* from one 
program to another.   E^acb branch can diacharge thoae dutia* vary wall. 

How elae can we revive preaidential raaponaibility for the budgtt? Hera I 
coma to a auggeation that may upaet aome partidpanta in the budget procaaa: rapaal 
the requirement for a budget reaolution. I don't aae how we can make the Pre*idant 
pervooally reaponaible for the budget ao long a* we have two budgata: one for tha 
Preaident, and one for Congraaa. With one budget, which we had before 1974, w* can 
fix a apotli^t on the President and reatorc aome aecountabili^ and personal 
raaponaibility. With multiple budgets, we obacure the rotea and contributions of the 
two branchaa. 

Uwh of the Budget Act of 1974 has served us well. 1^ Budget Conmiittaaa 
are in a poaition to monitor the actions of the appropriations, authorization, and tax 
committaea. The Budget Committees can direct the efforts of tboae eomnuttaea in 
paasing reconciliation bills. Thay can alao play a central role in conducting 
Bcorekeeping operationa (comparing the Praaident's budget with congreasional aetiona), 
monitoring the credit budget, reviewing the need for aome permanent appropriatiooa 
in order to increase the controllability of the budget, etc. C30 has demoDStrstad its 
profesaional competence in assisting Congrcas in thaae endaavor*. 

But why paaa budget reaolutiona? Do tfaatr banafita, however one mi^t 
measure them, offset the substantial and inevitable weakening of the Preaidant'i 
budget? Do the benefits outweigh the lubatantial and inevitable confusion that erodaa 
public understanding and accountabili^? I raiae theae questions as part of an effort 
to push both branchaa in the direction of bettar fiilfUling their conititutional and 
ixiatitutional responsibilities.   The abaanee of a budget resolution should reatora tha 
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fanparUno of the PrMidtnt'i budgst, which I think would go • long way in helping 
Congrau to do iU job and in permitting both branchM to work together. 

For the laet decade we eeem to have appealed to inatitutioiial weakneaaea 
lather than inatitutioDal atrengtha. By looking to Congreea for comprehenaiv* action* 
we unwittingly weakened the unity and leaderahip that muat come from the Praaidant. 
^ creating multiple budgeta, we opened the door to eeeapiam, conluaion, and a loaa 
of political accountability. Proeeaa ia important How can we change the proceea to 
encourage the two branchea to diacharge their unique inatitutional reeponaibilitiee to 
the public? Shall we continue to rely on complex etatutoiy formulaa and proceduraa 
that tall the political branchea how to do their job, or ahall we rely on the political 
proceea and our political leadeia to confront the budget problem and deal effeetiTetjr 
with it?    How much faith do we have in our political lyatam? 
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Commentary 

Federal Budget Doldrums: The 
^^^^-   Vacuum In Presidential 
^pt||H   Leadership 

Lxxjts Fisher, Congressional 
Research Service, The Library 
of Congress 

The current budget process followed by Congress and 
the President is embarrassing both in operation and results. 
The Budget Act of 1974, which was supposed to correct 
procedural deficiencies, performed so poorly that 
Congress passed the Gramm-Rudman-Hollings Act in 
1985 as the next-stage remedy. Ttiat statute, however, has 
been far more effective in sowing confusion and deception 
than in controlling budget deficits. The Bush 
Administration operates much like the Reagan 
Administration: the President offers little leadership for 
the budget crisis. For its part. Congress is reluctant to fill 
the vacuum for fear that it will be labeled "big spender." 

Although it is fashionable to say that "the process is not 
the problem, the problem is the problem.** the existing pro- 
cess is fundamentally defective because it fails to take 
advantage of the institutional strengths of Congress and 
the Presidetit.  Instead, it feeds on institutional weakness- 

es. Make no mistake: process matters. A good pnxeu 
may not guarantee success, but it is a prerequisite for 
acceptable results. A bad process, which is what the 
United Stales government has, provides the wrong incen- 
tives for political institutions and virtually guarantees fail- 
ure. 

This analysis builds on the following premises and 
judgments: (I) the political process requires the President 
tt> play a central role in taking personal responsibility for 
submitting a budget; (2) presidential accounubility has 
been eroded by the Budget Act of 1974 and the Gramm- 
Rudnuin-HoUings Acts of 1985 und 1987; (3) the process 
since 1974 has encouraged the phenomenal budget deficits 
of the past decade and discourages efTorts to deal with 
them; (4) the political process works best when Congress 
receives from the President a budget which presents 
responsible totals for aggregates (especially total spending 
and the level of the deficit), with the understanding that 
Congress will generally live within those aggregates while 
rearranging the priorities; (5) the current process is at war 
with those objectives. 

No doubt there are other factors that drive federal 
deficits: a public that wants more services than it is willing 
to pay for, the growth of entitlement programs that add to 
uncontrollable sperxling, and perhaps the rise of "divided 
government," with one political party controlling the 
PresidetKy and the other controlling Congress. However, 
little can be done about those factors, while something 

Unlike the Budget and Accounting Act of 192 J, which required the President lo play a central role in the budget 
process, recent reforms in the Budget Act of 1974 and the Gramm-Rudman-Hollings Acts of 1985 and 1987 take 
the spotlight off the President's personal role. Instead, responsibility for budget preparation and control of budget 
aggregates is ru>w diffused and confused, with the public unable to hold either Congress or the President responsi- 
ble. This article argues that the basic principle of the 1921 statute was correct: the political system of the United 
States requires the President to take personal and visible responsibility for submitting a ruitional budget. The pro- 
cess since 1974 has encouraged the phenomenal budget deficits of the past decade and discourages efforts to deal 
with them. As part of an effort to restore presidential responsibility. Congress should repeal the Gramm-Rudman- 
Hollings Act arul also eliminate the adoption of budget resolutions, shifting the full burden of budget preparation to 
the President. 

NOVEMBER/DECEMBER 1990 
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can be done to make the budget process work with, rather 
than against, the institutional capacities of Congress and 
the PresidenL 

The Lost World of Presidential Responsibility 

Throughout the nineteenth century there was little need 
for an elaborate budget process or explicit responsibility 
from the President. Customs revenues usually covered 
modest federal expenditures. Decades of budget surpluses 
allowed the federal govenunent to liquidate the national 
debt inherited from the states and, af^ that burden was 
discharged, to distribute surplus funds to the states. 

Under the pressure of mounting deficits at the end of 
the nineteenth century and the early twentieth century. 
Congress established committees and commissions to rec- 
ommend more efficient practices by executive agencies. 
A commission established by President Taft rccommeiKjed 
that the President be made responsible for reviewing 
departmental estimates and organizing them to form a 
coherent document to be presented to Congress. Nothing 
came of this reform during Taft's administration, but it set 
the stage for the Budget and Accounting Act of 1921.1 H 

The heavy costs of financing Worid War One precipi- 
tated the move to a modem budget system by the national 
government. Federal spending climbed from about $700 
million before the war to $12.7 billion in 1918 and to 
$18.5 billion the next year. The national debt, which stood 
at about $1 billion in 1916, le^^ed to over $25 billion by 
1919. To manage debts of that magnitude, members of 
Congress realized that new powers would have to be dele- 
gated to the President 

It is impressive to recall the attitudes within Congress 
at that time. The clear objective was to create a budget 
process to fit institutional and constitutional needs. The 
House Select Committee on the Budget explained its 
assignment: to determine "not what was theoretically 
desirable, but rather to determine what was practically fea- 
sible, keeping in mind at all times that to it had been com- 
mitted the problem of recommending a system that would 
be in complete harmony with our constitutional form of 
government. "2 

To accomplish that task, the Committee examined the 
institutional strengths of both branches and carefully 
thought about the methods that might make the branches 
coordinate their efforts more effectively. It condemned the 
lack of accountability in the executive branch: 

Practically everyone familiar with its workings 
agrees that its failure lies in the fact that no 
one is made responsible for the extravagance. 
The estimates are a patchwork and not a struc- 
ture. As a result, a great deal of the time of 
the committees of Congress is taken up in 
exploding the visionary schemes of bureau 
chiefs for which no administration would be 
willing to stand responsible.^ 

The Committee concluded that responsibility would 
have to be concentrated in the President. The only way to 
secure economy and efficiency in the expenditure of funds 

PUBUC ADMINIStltAnON REVIEW • SOib YEAH 

would be by placing "definite responsibility upon some 
ofHcer of the Goveirmient to receive the requests for funds 
as originally formulated by bureau and departmental 
chiefs and subjecting them to that scrutiny, revision, and 
correlation that has been described."^ Here the Committee 
reached a judgment that was soundly based on constitu- 
tional and institutional considerations: 

In the National Government there can be no 
question but that the officer upon whom 
should be placed this responsibility is the 
President of the United Stales. He is the only 
officer who is superior to the heads of depart- 
ments and itHlependent establishments. He is 
the only officer of the administrative branch 
who is interested in the Government as a 
whole rather than in one particular part. He is 
the only administrative officer who is elected 
by the people and thus can be held politically 
responsible for his actions. Furthermore, as 
head of the administration it is to him that 
Congress and the people should look for a 
clear and definite staten>ent of what (>rovision 
in his c^inion should be made fen* the revenue 
and expenditure needs of the Government. 
The requirement that the President shall pre- 
pare and submit to Congress annually upon its 
convening in regular session a budget will 
thus definitely locale upon him responsibility 
for the formulation aiKl recommendation of a 
financial and work program for the year to 
ensue.^ 

In fixing responsibility on the President, the Committee 
did not intend to subordinate Congress to the executive 
branch. Some of the budget reformers of that time wanted 
to copy the British parliamentary model in two ways: by 
concentrating power in the executive, and by prohibiting 
legislators from adding funds to the President's budget. It 
was proposed that members of Congress could add to the 
President's budget only by securing a two-thirds majority 
in each House or by obtaining the permission of the 
Secretary of the TVeasury.* 

This model of parliamentary govenunent was decisive- 
ly rejected by the House Select Cottunittec on the Budget. 
The budget was to be executive only in the sense that the 
President was responsible for the estimates submitted. 
From that point on it was legislative, with Congress retain- 
ing full power to increase or reduce the President's esti- 
mates.^ The Budget and Accounting Act was not meant to 
"impair either the authority or the responsibility of 
Congress. "8 

The principle of presidential responsibility for submit- 
ting a budget is reflected in the statutory language. The 
Budget and Accounting Act directs the President to trans- 
mit to Congress a budget which shall set forth, in summa- 
ry and in detail, estimates of expenditures and apfBD^gia- 
tions necessary "in his judgment" for the support of 
government.^ This notion of personal judgment is integral 
to an executive budget. Later 1 shall argue that it has been 
undermined significantly by congressional statutes, partic- 
ularly Granun-Rudman-Hollings, but also indirectly by the 
Budget Act of 1974. 

NOVEMBBMJeceMBER 1990 
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FEDERAL BUDGET DOLDftUHS 

The Decline of Presidential 
Responsibility After 1974 

The inititutional assignments to Congress and the 
President under the 1921 statuie worked fairly well. Even 
during the Nixon Administralion, when executive offtcisls 
accused Congress of being "spendthrift" and operating on 
a national credit caidjo the record does not support the 
charge of legislative irresponsibility. Front Tiscal 1969 
through fiscal 1973. appropriations 
bills passed by Congress were $30.9 
billion below Nixon's requests. Over 
that same five-year period, backdoor 
spending and mandatory entitlements 
exceeded his budgets by $30.4 
billion.ii In terms of budget aggre- 
gates, the figures were pretty much 
even. 

Through its own informal and 
decentralized system, including the 
"scorekeeping reports" prepared by legislative staff. 
Congress stayed within the totals proposed by Nixon. 
Congress was able to adhere to the President's totals while 
significantly altering his priorities.'^ Recent years, such as 
from fiscal year 1981 to fiscal year 1989, illustrate the 
same pattern. Congress rarely l^7propriaIes more than 
what the President rcquesu. It usually appropriates leas, 
while reserving for itself the right to shift progrsm priori- 
ties.'^ Rudolph G. Penner, former Director of the 
Congressional Budget Office, recently commented on the 
special capacity of Congress to do better under a decen- 
tralized, informal system than under a system that appears 
to be more coherent and responsible: 

I have always been struck by the fact in look- 
ing at the history of the [budget] process that it 
appeared chaotic in the late I9th century and 
early 20th century, but the results were very 
good in terms of budget discipline, yielding 
balanced budgets or surpluses most of the 
time, unless there was really a good reason to 
run a deficiL 

Now we have a fnocess that looks very elegant 
on paper, but it is leading to very dishonest 
and disordcriy results.'^ 

Penner identifies a crucial fact: the capacity of the 
President and Congress to decide budget issues reasonably 
well through the regular political process, disorderly as it 
is. Hie two braiKhes perform less well when encumbered 
by the statutory disincentives found in the Budget Act of 
1974 and the Granim-Rudinan Acts. 

If the regular political system works so well, why did 
Congress bother to pass the Budget Act of 19747 
Obviously some parts of the budgetary process did not 
function satisfactorily. There were serious concerns about 
the growth of backdoor spending (contract authority and 
borrowing authority) and the growth in mandatory entitle- 
ments. The unprecedented use of impoundment authority 
by the Nixon Administration triggered a monumental con- 
frontation between the two branches.i^   Deficits were 
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Nothing in the 1974 Budget Act 
prevents the President from 

discharging his duties, and yet 
the legislation has had the 

general effect of obscuring and 
weakening presidential 

responsibility. 

growing, although their levels at thu time (about $20 bil- 
lion a year) seem insignificant when compared with con- 
temporary magnitudes. The appearance of inflation (sup- 
posedly caused in pan by those deficits) also convinced 
policy makers that the budget process needed fundamental 
reform. 

I understand the reasons that provoked the demand for 
budget reform in 1974. As a staff member of the 

Congressional Research Service 
(CRS), I gave considerable assis- 
tance to various titles of the Budget 
Act of 1974. The issue thai should 
be of interest now is quite different: 
did the statute of 1974 do as good a 
job as the Budget and Accounting 
Act of 1921 in reconciling the insti- 
tutional and constitutional responsi- 
bilities of Congress and the 
President? If it fails that test, the 
fault is of overwhelming importance, 

no matter how sophisticated, fascinating, and impressive 
the technical operarion of the 1974 statute might be. 
Recall that in 1919 the House Select Committee on the 
Budget wanted to propose a budgetary system "in com- 
plete harmony with our constitutional form of govern- 
ment." The 1974 statute and its amendments fail that 
basic test. 

Probably no one in the 1973-1974 period anticipated 
the complex dynamics of budget reform. If Congress 
strengthened its role in the budget process, would that 
weaken the performance of the executive branch, particu- 
larly the leadership required of the President? There is no 
necessary cause and effect. Nothing in the 1974 statute 
prevents the President from discharging his duties, and yet 
the legislation has had the general effect of obscuring »id 
weakening presidential responsibility. 

The principal reason behind the undermining of execu- 
tive responsibility is that the nation now has not one bud- 
get (executive) but two: a presidential budget and a con- 
gressional budget. Furthemore, the congressional budget 
is not OIK but many: the first budget resolution, the second 
budget resolution (now repeided), and various House and 
Senate versions. Under these conditions the phrases 
"below budget" and "above budget" no longer have mean- 
ing. The country lost a visible benchmark (the President's 
budget) to provide a definite reference point and political 
check for measuring executive leadership and congres- 
sional actions. 

As a result, the puUic and Uie press now have a more 
difficult time keeping the two branches accountable. 
Consider the debate in the House of Representatives in 
1983, when members asked whether a pending bill was 
below budget or above budget. Congressman Jim Wright, 
as House Majority Leader, gave this response: 

This bill is not over the budget; the amounts 
proposed in this amendment are well within 
the budgeted figures. The amounts that we 
have agreed to and have discussed are not in 
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excess of the congressional budget resolution. 
That, of course, is the budget 

Now they may be in excess of certain amounts 
requested by the President in his budget 
request of last January. But that, of course, is 
not the budget. Congress makes the budget; 
the President does not.i* 

Wright's interpretation of the 1974 sutute obviously 
parts company with the principles embodied in the Budget 
and Accounting Act. Although the framers of the 1921 
statute jealously guarded congressional prerogatives, in 
the sense of giving Congress full freedom to increase or 
decrease presidential estimates, they wanted to fix person- 
a) responsibility on the President They believed that pres- 
idential leadership and accountability were prerequites for 
effective action by Congress. 

Tlie confusion of multiple budgets creates substantial 
costs for democratic government. Neither the President 
nor Congress can be held publicly accountable for the 
national budget. Both braiKhes and both parties practice 
the "politics of blamesmanship" by attacking each other's 
fiscal record. Witnessing this crossfire, voters cannot fix 
responsibility. Instead of staying within the President's 
aggregates, members of Congress can raise the ceilings in 
a budget resolution and tell their constituents that they 
have "stayed within the budget." Even Presidents find this 
convention attractive. In 19S5, President Reagan 
announced that he "would accept appropriations bills. 
even if above my budget, that were within the limits set by 
Congress' own budget resolution."''' 

A stiff price is paid when a legislative process becomes 
overly complicate and confusing. Public accountability 
suffers. Congressman John Dingell voiced this objection 
in 1984: "What we have done over the past decade is to 
create a budget process that is so complex as to be incom- 
prehensible to almost everyone. Most of the Members do 
not understand it beyond a superficial level. The press 
does not understand it The business community does not 
understand it. The financial community does not under- 
stand it. And most important of all, the public does not 
understand it"'* 

Members of both branches understand that not only is 
the budget process confusing but that confiision has a pur- 
pose: it deceives the public. Congressman David Obey, a 
member of the House Appropriations Cortunittee, offered 
this assessment in 1982: "under the existing conditions the 
only kind of budget resolution you can pass today is one 
that lies. We did it under Carter, we have done it under 
Reagan, and we are going to do it uixler every President 
for as long as any of us are here, unless we change the sys- 
tem, because you cannot get Members under the existing 
system to face up to what the real numbers do. You 
always end up having phony economic assumptions and 
all kinds of phony numbers on estimating."'^ After 1974, 
budgets submitted by Presidents and budget resolutions 
passed by Congress were chronically unreliable, regularly 
underestimating oudays and overestimating revenues. The 
result, year after year, are deficits far in excess of presi- 
dential and congressional projectimis.^ 
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The decline in presidential responsibility for submitting 
budget estimates has been dramatic. After forcing major 
{flanges in tax rates, defense spending, and domestic pro- 
grams in 1981, President Reagan's subsequent budgets 
were largely ignored by both Houses. He remained a 
player by opposing tax increases and defense cutbacks, but 
he was unwilling to present a budget and defend it persoiv- 
ally. Instead, he shifted the responsibility for budget 
preparation and deficit control to the legislative branch. 
Congress (including the Republican Senate) accepted this 
assigiunent and did what it could to bring deficits under 
control, but voters cannot hold accountable an inherently 
decentralized legislative body in the same way it can fix 
responsibility on a single President. Although Congress 
reasserted its control sorriewhat it could never rectify the 
massive fiscal mistakes of 1981. 

The absence of presidential leadership for the natiorud 
budget continues in the Bush Administration. Instead of 
President Bush taking personal responsibility for the bud- 
get. U.S. Office of Management and Budget (OMB) 
Director Richard Darman tried to negotiate a bipartisan 
strategy with Congress in 1989. When that strategy failed, 
the blame fell on Darman, not Bush. No doubt such tac- 
tics spare the President, but that was not the purpose of the 
1921 statute. Quite the contrary. It was to make the 
President not the budget director, legally and personally 
responsible for dealing with the budget. The President's 
budget for fiscal 1991 magnifies the director's role even 
more. President Bush receives one page for his message 
to Congress. Darman uses 15 pages to promote his views. 
The framers of the 1921 legislation would be amazed. 
They expected the budget director to operate under the 
President's shadow, not vice versa. Of all the twentieth 
century duties expected of the Resident, elected by all the 
people and accountable to them, the budget is one of his 
most fundamental responsibilides. 

Budget Action in 1981 and Resulting DeRcits 

The budget resolution required by the 1974 statute was 
praised because it represented a vehicle for centralized, 
systematic, and coherent legislative action. The authors of 
the 1974 statute assumed that Members of Congress 
would behave more responsibly if they had to vote explic- 
itly on budget aggregates and face up to totals, rather than 
vote piecemeal on a series of appropriations and legisla- 
tive bills. In 1974, as now. ii was difficult to defend fi^g- 
mentation, splintering, and decentralization, especially 
when reformers pressed eagerly for "coordination" and a 
"unified budget process." 

The model of the executive budget looked appealing. 
The Budget and Accounting Act correctly assumed that 
presidential control and responsibility are enhanced by 
centralizing the budget process in the executive branch. 
Does it follow that the same benefits will fiow to Congress 
when it centralizes its budget process? 

There are substantial risks when Congress, possessing 
different institutional qualities, tries to emulate the execu- 
tive branch.   The President heads the executive branch. 
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Would the actiofu in 1981 have bappeaed without a 
budget resolution? Possibly, but President Reagan would 
bave faced almost insurmountable hurdles in trying to 
enact his radical, supply-side economics with the pre-1974 
budgetary process. Nfost likely his program would have 
been chopped to bits by successive committee and sub- 
committee action. The budget resolution gave him the 
cmtralizing vehicle he needed. 

Budget analysts have agreed with that assessment. 
Rudolph Peoner, as Director of CBO in 1983, asked: 
"Would the dramatic actions of 1981 have been possible 
without the process? It is a question that no one will ever 
be able to answer with certainty. I bebeve, however, that 
it would have been difficult to achieve these results using 
the old, muddled way of formulating budgets.*^' Penner 
concluded that Reagan's objectives would have been much 
harder to achieve had he been fenced to negotiate with Ifoe 
decentralized power structure that existed in Congress 
before 1974. Allen Schick makes a similar point: 

Historically, the president has been at a disad- 
vantage vis-a-vis Congress in their periodic 
budget conflicts. Congress excels as an insti- 
tution that fragments issues and avoids deci- 
sions cm overall objectives. Before installation 
of the congressional budget process, this frag- 
mented behavior characterized legislative con- 
sideration of the president's budget. 
AppTX)prialions were splinierod into more than 
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0MB Director from 19S1 to 19(5. 
expUined how the centrmlued coo- 
gres»ional pnxeu became a ctxive- 
OMnt oistnxncni f» unptemennng tbe 

AdmaasnKKw's foats. Tbe consatuboaal praoganves of 
Congress "would have to be. in effect, suspended. 
Enacting tbe Reagan A^hTunittntion's economic progrvn 
meant rubber stvnp appnwaJ. nothing teas. The worlds 
so-called greatest deliberative body would have to be 
reduced to the staiiu of a miniiserial arm of the White 
House. "iJ 

Tbe danger of perauiting a President, or tbe executive 
branch, this much control over Congress is tvflecied in 
Stockman's own assessment of the expertise available in 
the White House and OMB. After leaving office he 
admitted: "i plan for radical and abrupt changes required 
deep comprehension—and we had none of it.**^ 

The record of 1981 exposed serious weakncaaca within 
Congress. Instead of ft^owing CBO's projoctioiu or sub- 
stituting an economic forecast of its own. Congress 
accepted tbe Administnuioo's assumptions. Although the 
Budget Act of 1974 offered Congress an independent tech- 
nical capability by creating CBO. in 19K1 Congicss 
embraced the Administrmtion's Hawed and false premises. 
After passage of tbe Gramm-Rudman-Hollings Act in 
1985. dial congressional practice became habitual. 

Gnunm-Rudmui-HollliigB 
The growth of budget deficits after 19SI, combined 

with President Reagan's refusal to offer constructive MJIU- 
tioRS, paved the way for the Gramm-Rudman-Hollingi 
(GRH) Act of 1983. The slatuic symbolizes many things: 
an admission that the congressional budget process created 
in 1974 could not deal with deficits of that size; i conclu- 
sion that the political stalemate between President Reagan 
and Congress required a statutory framework to force 
action: and an unwillingness in Congreu to delegate any 
additional authorities or powers to the executive branch. 

When I testified before the House Oovcrnmeni 
Operations Committee in October 1983,1 raised a number 
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of constitutional questioiu about GRH. I was pafticulariy 
concerned about the congressional decision to dictate cer- 
tain numbers (anticipated deficit) in the President's bud- 
get. It was my position that an executive budget, by its 
very nature, must reflect the numbers chosen by the 
President. To the extent that Congress determines ahead 
of time the numbers that go into the President's budget, as 
with GRH, it undermines the integrity and responsibility 
of the President's submission. I said at that time: "While 
it is true that the U.S. Code contains numerous directives 
regarding the President's budget with     
regard to format, deadlines, and other 
matter, I do not believe that Congress 
can tell the President what deficit to 
include. An executive budget 
expresses what the President wants, 
not what Congress wants."" The 
statute was held unconstitutional a 
year later, but the U.S. Supreme 
Court focused on the power of 
Congress by joint resolution to 
remove the Comptroller General, 
who was made responsible for the 
sequestration procedure.^ 

Presidents have not raised a constitutional objection to 
the statutory deficit targets required by GRR Executive 
compliance (or acquiescence) with the statute represents a 
political decision and does not settle the constitutional 
issue. The executive budget is a proposal and Congress 
cannot tell the President what numbers to propose. Under 
Article n. Section 3 of the U.S. Constimticxi, the President 
is empowered to give Congress "Information of the State 
of the Union, and recommend to their Consideration such 
Measures as he shall judge necessary and expedient" I do 
not see how Congress can interfere with the President's 
constitutional duty to presoit legislative pn^sals that he 
"shall judge necessary and expedient." 

Nor am I favorably impressed that the executive branch 
raises no constitutiorial objections to the GRH deficit tar- 
gets. The White House evidently finds it in its interest to 
relieve the President of the perscmal responsibility far sub- 
mitting a national budget, given the magnitude of current 
deficits. ORH is a convenient way for the President to 
duck responsibility. 

My testimony in 1985 also expressed concern about the 
provision in GRH that allowed the Comproller General to 
draft a presidential sequestration order that the President 
himself could not alter. Under the terms of the original 
GRH, the President had to issue an order under his own 
name but without the slightest ability to control the con- 
tent. I thought ttax procedure was repugnant both to sepa- 
ration of powers and to the principle of presidential 
responsibility. Again, executive branch accommodation in 
this case may be little more than an effort to sidestep 
responsibility for tfK budget crisis. 

There are many objections to GRH. Its one-year focus 
etKourages both branches to make sbort-nin decisions that 
complicate long-run problems. The one-year preoccupa- 
tion encourages both branches to play tricks, such as shift- 

The institutional strengtiis 
seem to be these: the President 
takes responsibility for budget 

aggregates, and Congress 
changes his priorities by shifting 

funds from one program to 
another. Each branch can 

discharge those duties very well. 

ing costs from the current year to a previous year, or rais- 
ing revenue in the current year at tlw cost of losing much 
larger amounts of revenue in fimire years.^ 

The deficit taigas also foitly well ensure that appropri- 
ations bills will be held to the last minute, awaiting the 
most recent projections. GRH thus provides an incentive 
for delays in the annual appropriations bills with subse- 
quent reliance on continuing resolutions. Hiese delays 
make it more likely that cmcial decisions wilt be left to 
budget "summits," which "exclude most members [of 

Congress] and prevent the normal 
give and take of congressicmal delib- 
erations.'^ Most observers conclude 
that both branches regularly practice 
deceit in order to hide the size of bud- 
get deficits. Moreover. GRH relies 
only on outlay reductions to meet the 
deficit targets; it does not address the 
revenue side of the budget 

Equally important is the effect that 
GRH has on the poUtical responsibili- 
ties of the President and Congress. 
With a statute operating like a 

"crutch," they can avoid difficult decisions needed to rem- 
edy budgetary problems. By claiming to comply with 
deficit targets in a statute, which may be out-of-date <» 
irrelevant for a particular year, they f^ to address reahty 
as it exists. B^use the public believes that the budget 
problem is being dealt with by GRH, there is less public 
pressure on the political branches to take meaningful 
steps. Senator Jim Sasser, chairman of the Senate 
Committee on the Budget, has explained: 

we have ended up with two sets of books.... 
First, we keep a set for the Granun-Rudman 
game—and this is a useful fiction manipulated 
to give the illusion of progress—and second, 
we keep a set of books that are the real books. 
This is the real deficit. And we neglect getting 
around to doing something about the real 
deficit because of the Gramm-Rudman set of 
books we keep.^ 

Congressman Marty Russo. chainnan of the l^k Fwce 
on Budget Process of the House Committee on Budget, 
made a similar point during hearings in 1990: "The 
President submits a budget that relies on very optimistic 
economic and technical assumptions and questionable sav- 
ings proposals to meet the Gramm-Rudman deficit target 
CcKigress attacks the assumptions and proposals as phony, 
but uses them in the budget resolution anyway."^ 
Congress uses the President's phony figures because hon- 
est figures (which are available) would increase the size of 
the projected deficit and make it appear that Congress is 
the "big spender." Once the President ducks responsibility 
by submitting a dishonest budget Congress is politically 
lx»md to ad(^ the same mistaken assumptions. 

Because of the inability of both branches to comply 
with GRH I, Congress has already found it necessary to 
enact GRH n. Unable to coii^jly with GRH H, Congress 
might have to pass GRH III, pushing the problem of 
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deficiu further into the future. The drawbacks of GRH are 
BO severe thai both branches would be itrengthened, not 
weakened, by removing the crutch. They would then have 
to rely on the dynamics of the political process, including 
political accountability, which is what die constitutional 
system expects. 

The NMd to Restore Presidential Leaderaliip 

Repealing GRH would be one way to place greater 
responsibility on both branches. There is idso a need lo 
revive the President's personal responsibility for con- 
fronting budget problems and offering solutions. The sys- 
tem works best when the President provides leadership, 
including frank ulks with the nation to educate voters on 
die problems that exist and the steps to be taken. Thai has 
not been done for many years. 

The rccorti strongly suggests that when Presidents take 
respotuibility for budget aggregates (total outlays, total 
receipts, and the level of the deficit or surplus). Congress 
geiKrally lives within those aggregates while imposing its 
own system of budget priorities. Congress can always 
alter those aggregates, and has frequently done so, but the 
institutional strengths seem lo be these: the President takes 
responsibility for the aggregates, and Congress changes 
his priorities by shifting funds from ooe program to anoth- 
er. Each braiKh can discharge those duties very welL 

How else can presidential responsibility for the budget 
be revived? Here I come to a suggestion thai may disturb 
some participants in the budget process: repeal the 
requirement for a budget resoluti<»i. 1 do not sec how the 
President can be made peisonalJy responsible for the bud- 
get so long as two budgets are proposed: one by the 
President, one by Congress. With one budget, the nation 
can fix a spotlight on the President and restore some 
accountability and personal responsibility. With multiple 
budgets, the roles and contributions of the two branches 
are obscured. 

Much of the Budget Act of 1974 has served the govern- 
ment well. The Budget Cfflnmittees are in a position to 
monitffl' the actions of the appropriations, authorization, 
and tax committees. The Budget Committees can direct 
the efforts of those committees in passing recoiKiliation 
bills. They can also play a central role in conducting 
scordceeping operations (comparing the President's bud- 
get with c(Higiessional actitms), monitoring the credit bud- 

get, eliminating some permanent appropriations to 
increase die controllability of the budget, arid addrcMing 
other needs that require cross-cutting efforts. CBO has 
demonstrated its professional competence in assisting 
Congress in these endeavors. 

But why pass budget resolutions? I>o their benefiit. 
however one might measure them, offset the substantial 
aivJ inevitable weakening of the President's budget? Do 
the benefits outweigh the substantial aiKl inevitable confu- 
sion that erodes public understanding and accountability? 
These questions are intended to push both branches in the 
direction of better fulfilling their constitutional and institu- 
tional rc:qxmsibilities. The absence of a budget resolution 
should restore the importance of the President's budget, 
which would go a long way in helping Congress do its job 
and in permitting both branches to work together more 
effectively. If a budget process were constructed to 
exploit institutional asseu inherent in the President and 
Congress, no need would exist for statutory mandates (as 
with GRH) or the extraordinary procedural innovations 
pfoposed in recent years (sequestration, capital budgeting, 
biennial budgeting, balanced budget amendments, line- 
item veto, and other proposals). 

For the last decade, reforms have appealed to institu- 
titmal weaknesses rather than to institutional strmgths. By 
looking to Congress for comprehensive action, the urtity 
and leadership that must come from the President have 
been unwittingly weakened. Creation of multiple budgets 
opened the door to escapism, confusion, and a loss of 
political accountability. Process is important. Changes in 
the process can encourage better discharge by both 
branches of their unique institutional resp(Misibilities to the 
public. It is counterproductive to rely on complex statuto- 
ry formulas and procedures that anempt to tell the political 
branches how to do their jobs. Instead, the political pro- 
cess and political leaders should be depended upon lo con- 
front the budget problem and deal effectively with it. It is 
a question of how much faith people have in the political 
system. Why not give it a chance? 

Louis Fisher is Senior Specialist in Separation of 
Powers at the Congressional Research Service of the 
Library of Congress. This article is developed from his 
testimony before the House Committee on Rules on 21 
March 1990. His bo(^ include Presidential Spending 
Power (1975) and American Constitutional Law (1990). 

1. Fbr fimher details on TUt's initistives snd die record (rf the nine- 
teentb century, tee Louis Flslier. Presidential Spending Power 
(Princeton, NJ: Princeton Univerrity Press, 1975), i^. 9-31. 

2. aRepLNo.362.66thCong.. lnSesi.(1919),p. 1. 
3. Ibid., V. A. 
4. /&u:.p.3. 
5. Ibid^v?-^- 
6. Louli Hsher. Constiaaional Cotffikts between Congress and the 

President (Princeton, NJ.: Princeton Umvenity Press. 19S5). pp. 
232-233. 

7. /Wd.. pp. 7.9-10. 

8. S. Rqn. No. 324.66d) Cong.. 2d Sest. (1920). p. 4. 
9. 42SUL20. 201(8) (1921). 
10. Louis Fisher. The Politics of Shared Power (Wuhington: 

Congresiiond Qaanaly Press. 1987). pp. 58-59. 
11. H. RepL No. 147,93d Cong.. 1st Sess. (1973), p. 39. 
12. See tlso Paul E. Peienon. "Tlte New Politics of Deficiu," in Jotm 

E. Chubb and Paul E. Peterson, eds., The New Direction In 
American Politics (Washington: American Enterprise Institute. 
1985), p. 375. 

13. 136 Cong. Rec. H1758 (daily ed. 25 April 1990), Statement by 
Congressman Byno L Docgao. 



146 

PUBLIC ADMDdSTRATKW REVIEW • Mdi YEAR 

"Budget Prooeu Refonn," hearing belbn the Hoiue Commioee on 
OK Budget, lOtil Cong.. 2d Sen. (1990). pp. 20-2t. 
R»her, Pnsideniial Spending Power, supra, pp. 147-201. 
129 Cong. Rec. 25417 (1983). 
Pubtic Papers of the Presidents, 198S (U), p. 1401. 
"CongreuiooAl Budget Proccu" (Pan 3), hearing! befoTC the 
House Commitiee on Rnlea. 98th Cong.. 2d Sess. (I9S4), p. 161. 
"Congreisionat Budget Procesi," hearings before the House 
Commitiee on Rules. 97th Cong., 2d Sess. (1982), p. 239. 
Louis Hsher. "Itn Yean of the Budget Act: Still Searching for 
Controts," Public Budgeting A Finance, vol. 5 (Autnnui 1985). pp. 
3.4-9. 
Rudolph G. Penner. "An Afqmisal of the Congressional Budget 
Process." in Allen Schick, ed.. Crisis in the Budget Process 
(Washington: American Enierpme Instiimc. 1985). p. <S9. ~ 
Allen Schick. "How the Budget Was Won and Lost," in Norman J. 
Onsiein, ed.. President and Congress: Assessing Reagan's First 
Year (WasMogton: American Enteiprise fauifiaie. 1982). p. 25. 

David A. Stockman, The Triumph ofPcditics (New York: Harper &. 
Row, 1986). p. 59. 
/bid:, p. 91. 
"Tlx Balanced Budget and Emergency Deficit Control Act of 
1985," hearings before the House Committee on Government 
Operalioas, 99di Cong., Isl Seas. (1985). p. 206. 
Bow^ier V. Synar. 478 U.S. 714 (1986). 
"Budget Refonn Proposals," joint hearings before the Senate 
Committee oo Govemmcnial Afiaiis and the Senate Commitiee on 
the Budget. lOlsi Cong., bt Sess. (1989). p. 3. 
Raphael Thelwdl, "Gramin-Rudman-Holiings Four Year? Later A 
Dangerous Illusion," Pubtic Administration Review, vol. SO 
(March/April 1990), p. 197. 
"Budget Reform Proposals," joint hearings before the Senate 
Committee on Oovcmmental AfEairs and the Senate Commitiee on 
the Budget. lOlsiCong.. liiSess. (1989),p. 2. 
"Budget Process Reform." hearing before the House CommitlBe oo 
IlK Budget. lOlit Co«. 2d Sen. (1990). p. 1. 

NOVEMBER/DECEMBER 1990 



147 

Chairman DERRICK. Thank you. Dr. Fisher. 
You took my first question when you said you would do away 

with the Budget Act. 
Dr. FISHER. Not the Budget Act. Just the budget resolution. I 

think there are many parts of the Budget Act that are very 
healthy. 

Chairman DERRICK. In any event, the budget resolution. 
I have read some of the testimony back in 1974 and thereabouts 

when we were formulating the Bucket Act. The whole idea was it 
was going to put the pressure that was necessary on the Congress 
to do what they theretofore had not been willing to do. 

You know, there were all these great expectations of balanced 
budgets, so forth and so on. So what you are telling me is you don't 
think that that has worked? 

Dr. FISHER. I think you described it very accurately, what the as- 
sumption was at the time. 

Chairman DERRICK. Obviously it has not worked. Let me say 
that. 

Dr. FISHER. It has not worked. Also, I think it was a mistake to 
say Congress had not done its job previously. There were problems 
at that time. I think you could have done some fine-tuning. 

But I don't think it was correct that Congress had been derelict 
or irresponsible. It is not necessary to adopt some extremely com- 
plicated new procedures. 

Chairman DERRICK. DO you think this bill before us, H.R. 3929, 
Mr. Panetta's bill, is going to put more pressure on the Congress to 
do what we want them to do? 

You know, we had a long discussion in here about corrals yester- 
day, about whether it was going to corral Congress into doing what 
they should do anyway. My opinion frankly was it might corral a 
little bit, but they would find out how to break the fences down 
soon enough. 

Dr. FISHER. That would be my position as well. I think you 
cannot, by statute, force the two branches to go in any particular 
direction. I think new accommodations come along. Whatever the 
intention was by that statute, eventusdly it was undermined. 

Chairmsm DERRICK. I started out on the Budget Committee back 
in 1975. I served on it for a good while. I started out with a great 
deal of enthusiasm about the budget process. I have lost a large 
part of it, unfortunately. 

I tend to agree with you. I have been in probably 340 meetings 
over the years of Democratic leadership. Every time the word "se- 
questration" or "sequester" was mentioned, we pictured the White 
House trembling down there. We found out that it was the opposite 
this last time. 

We lived under the false assumption, I think, that that was the 
big club that we could hold over the administration's head to get 
them to do what we thought they ought to do with the budget. 
That has not been proven to be the case. I fail to see where it be- 
comes anything but just an accounting procedure, the whole Act. 

Dr. FISHER. As you know, it has gotten more and more complicat- 
ed, almost every year. It is hard to believe how complex the process 
gets. Part of a good process is one that you can understand. 



148 

Chairman DERRICK. Did I understand you to say you would also 
repeal Gramm-Rudman-HoUings? 

Dr. FISHER. Yes. I would take out whatever props there are that 
prevent the two branches from meeting their political responsibil- 
ities. That is a leap of faith, isn't it? 

Chairman DERRICK. Weil, I voted against it, believe it or not. I 
trembled, as I recall, when I did so, but I don't want to imply I had 
all that much wisdom. It seemed to me that since I have been in 
Congress, there have been any number of attempts to try to make 
the Congress do what they should do anyway, which is make hard 
decisions. 

We had the Budget Impoundment Act; we had Gramm-Rudman- 
HoUings; we revised that once or twice. We have the threat of 
these constitutional amendments and so forth. We all know none of 
this stuff will work unless the Members are willing to say either 
yea or nay on these things. 

Dr. FISHER. It is not a nice subject to bring up. Even on congres- 
sional pay raises, from 1789 up to the 1960's, that was done 
through the political process. In the 1960's, Members asked: "Isn't 
there a way to take that decision off the two branches? Couldn't we 
get a pay raise automatically without voting and taking responsi- 
bility?" lliere isn't a way. 

Mr. DERRICK. Sure isn't. 
Mr. Wheat? 
Mr. WHEAT. Dr. Fisher, I got the feeling that your feeling of the 

budget process as it exists is something like a Rube Goldberg con- 
traption of some kind. I understand your opposition to the artificial 
kind of process that has been established. 

But if you were to compare these artificial mechanisms and the 
automatic mechanisms for tr)dng to put some kind of enforcement 
into the budget process, that has not been or is not being done or 
some people perceive it has not been done through legislative will, 
could you compare the enforcement process in the current Grsunm- 
Rudman budget process as opposed to the Panetta process? 

Dr. FISHER. NO. The Panetta process is a proposal that will prob- 
ably change in practice. So to anticipate that, I wouldn't be able to 
do that. 

Chairman DERRICK. Would you yield for a minute? 
I think that is an excellent question. As the bill is written now, 

do you see more of an enforcement mechanism in the Panetta bill 
or less than the current budget? 

Dr. FISHER. The purpose is certainly to have more enforcement. 
Chairman DERRICK. Is it there? Were the levels there? Are the 

tensions there? 
Dr. FISHER. I really do not feel qualified to make a judgment like 

that. I can't anticipate enough how it would work in practice. 
Mr. WHEAT. Well, you describe your view that the budget—that 

the Congress shouldn't do a budget, that it should be a Presidential 
document and we should react to it as a leap of faith that the 
system is going to work and we are going to have the political disci- 
pline to do our job. 

You say it is a mistake to suggest the Congress didn't do its job 
before. That is obviously the view not only of a majority of the Con- 
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gress, but from the opinion polls I have read, the view of the Amer- 
ican people also. 

What is there now that would indicate the situation would be 
any different, any lessening of political pressure to have some kind 
of automatic mechanism that would be thrust upon the Congress? 

Dr. FISHER. Well, public opinion polls have always been against 
Congress, probably always will be. If you look at the statistics, even 
the 5 years under President Nixon, where the Congress was par- 
ticularly criticized for its record on spending decisions, it was a 
washout. That is. Congress over those 5 years cut appropriations 
$30 billion; over those 5 years they added $30 billion to the back 
doors and entitlements. 

On the aggregate, the record has been uniform over the decades 
that Congress does live within the aggregates set by the President. 
That is why it is so important to make the President responsible 
for those aggregates. 

If Congress was criticized before 1974, of course they have been 
criticized after 1974 with the process. Members are criticized either 
way. 

Mr. WHEAT. Let me ask about another important aspect of the 
budget document. As you point out, it is not only an economic 
statement, but it is a political statement also with the framework 
for the programs and policies of the administration when they pro- 
pose a budget. 

Do you suggest some kind of limiting role to the Congress in the 
sense of not being—that we ought not propose some kind of alter- 
native program to the President, that we tinker with his budget 
and live within the numbers that he has set? 

Dr. FISHER. When the President's budget comes up, it is no more 
than a proposal, and has no binding effect. Congress can change his 
priorities. It can change the aggregates, if it wants to. If you 
thought the President's budget wasn't stimulative enough or too 
stimulative, you could change the aggregates. 

Congress has always been totally free to make any changes it 
wants in the President's proposal. But over time, as a generaliza- 
tion, what we get in aggregates is basically what comes up in the 
President's budget. If he sends up a budget that calls for a $200 bU- 
lion deficit. Congress isn't likely to do much about that, either in- 
stitutionally or politically. 

Mr. WHEAT. I am not sure if I understand how the elimination of 
the congressional budget resolutions or the elimination of the vari- 
ous budget resolutions are really going to cause the process to work 
any better in terms of a reduced deficit. 

While I would tend to—I don't like these automatic mechanisms 
either, but it is also obvious even to me that we have had signifi- 
cant budget deficits over the years that the American people are 
not happy with. I am not sure how a return to a system without an 
automatic mechanism is an improvement or will result in lower 
budget deficits when it did not prior to the establishment of these 
mechanisms. 

Dr. FISHER. Well, the deficits in the early 1970's before we had 
budget reform were in the $20-billion-a-ye£U" level. That seemed 
frightening at that time. 



It is true, as you say, that repealing Gramm-Rudman or doing 
away with budget resolutions doesn't offer us any guarantee at all 
or better results. It is a question of faith and of confidence. 

But to go along as we have over these years always resting on 
one automatic feature, another automatic feature, hnding those 
don't work either, brings up the question of deception. People who 
watch the process feel that it does call for deliberate deception by 
both branches over the years. That undercuts the kind of confi- 
dence you want from the public. 

To me, your question is a good one. It is like pushing on a string. 
Just by taking out these artificial props doesn't mean that the 
President is going to step in and be responsible. But I think it puts 
pressure on the President to do that. "There is very little pressure 
on the President today to do that. 

Mr. WHEAT. Thank you, Doctor. 
Chairman. DERRICK. Mrs. Martin. 
Mrs. MARTIN. I am sorry. I am sure it was superb. As smart as I 

try to be without listening, it is hard to ask questions. I will pass. It 
doesn't stop some of us, I know. 

Chairman DERRICK. We congratulate Mrs. Martin on winning the 
primary yesterday. She just told me it was the greatest race she 
has ever had. She didn't have any opposition. 

Nice to have you back, Ljmn. 
Thank you. Dr. Fisher. 
Dr. FISHER. Thank you. 
Chairman DERRICK. Our next witness is Dr. Henry Aaron, senior 

fellow of the Brookings Institution, professor of economics at the 
University of Maryland. 

Thank you for coming and giving us some of your time this 
morning. 

STATEMENT OF HENRY AARON, SENIOR FELLOW, THE 
BROOKINGS INSTITUTION 

Dr. AARON. I would like to highlight a few aspects of my re- 
marks, but I will spare you the full torture of listening to it all. 

This committee and all of Congress is now participating in what 
has become an annual ritual surrounding the budget procedures 
and Gramm-Rudman. 

Every year, since the early 1980's, Congress has convened under 
the shadow of huge deficits that promise to damage the economy. 
The President has submitted a budget shortly after Congress con- 
venes, usually based on economic assumptions that are rather over- 
optimistic and calling for spending cuts that in most cases have 
been repeatedly rejected by bipartisan majorities of both Houses of 
Congress. 

I think every member of this committee understands that this 
ritual has done very little if anything to reduce the Federal budget 
deficit. The deficit has narrowed somewhat, to be sure, since 
Gramm-Rudman procedures have been in effect, but the reasons 
for that narrowing lie almost completely outside the requirements 
of those procedures. 

The first reason the deficits have fallen is that both Congress 
and the President agreed that the U.S. defense buildup had gone 
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f£ir enough and that we could scale back plans for increased de- 
fense outlays. 

The second reason is that in 1983, well before enactment of the 
Gramm-Rudman procedures, a bipartisan majority of both Houses 
of Congress, supported by the President, approved a reform of the 
social security system and its financing that have led to the accu- 
mulation of very sizable reserves. 

I think the Gramm-Rudman procedures have been highly effec- 
tive, however, in an unintended direction. They have debased con- 
gressional behavior and public debate by encouraging laws to be 
designed to help meet the next target and later effects be damned. 

They have cost the U.S. taxpayer billions of dollars by causing 
borrowing for the savings and loan bailout to be placed off-budget, 
and thereby boosted the interest rates the American public has to 
pay. And they have made virtually impossible the intelligent dis- 
cussion of any initiative to deal with recognized national problems 
that might conceivably cost money. 

They have abetted a national psychosis of public poverty in a 
nation that remains the world's richest and is enjoying a sustained 
economic expansion, low unemplojrment, and rising incomes. 

It seems to me that the lesson of the Gramm-Rudman targets 
and the sequestration procedures is quite clear, and that is, as you 
stated, procedural rules cannot force bodies who created those rules 
to do things they simply do not want to do. 

The Gramm-Rudman targets or modifications of them will do no 
more in the future than they have done in the past to speed deficit 
reduction. I think they may even hinder progress. By focusing at- 
tention on procedural mechanisms, they may divert attention from 
the need of the President and the Congress to agree on chemges in 
real policy to meet real budget goals. 

For that reason, although it is outside the framework of these 
hearings, I cannot resist putting in a good word for the very coura- 
geous proposal advanced by the chairman of the Ways and Means 
Committee, Dan Rostenkowski. While we may be able to disagree 
about the details of that proposal, it does contain all the essential 
elements that will be needed if we are going to move to deal effec- 
tively with the deficit. 

Chairmem DERRICK. If I may interrupt, I couldn't agree with you 
more about that. I think that is one of the boldest moves I have 
seen around here almost since I have been here. It was something 
needed. 

Dr. AARON. NOW I hope we can get both the White House and 
the Democratic leadership to stop sniping at elements of this pro- 
posal and get into discussions so that we can move the process for- 
ward. 

My testimony also contains some remarks on what I think the 
goals for deficit reduction should be. Specifically, based on some 
work that my colleague Charles Schultze, who I am sure is well 
known to all of you, has done, the goal for deficit reduction, I sug- 
gest in my testimony, should be not just to eliminate the unified 
deficit action, but to achieve an overall surplus equal to about 1 
percent of nationed product. 

One can score that in different ways. One can score it as we do 
now. One could score it by taking social security off-budget, aiming 
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essentially for balance on the remaining budget recognizing we will 
fall short when emplojrment is less than full. Or we could score it 
through a mechanism similar to the one suggested by the President 
in his budget this year. 

But the key point is the substance of budget policy. It is impor- 
tant for the Federal Grovemment to stop draining private savings 
to finance current expenditures of government and instead add to 
national savings through its Hscal policies. 

I have argued in my statement and here that the Gramm- 
Rudman procedures have been of little or no value in cutting the 
deficit. I think that retention of these targets promises no better 
results in the future. 

In descending order of preferability, I would suggest that Con- 
gress has several choices. The first one would be simply to repeal 
the Gramm-Rudman procedures. They have failed to achieve their 
anticipated goals. They have produced unfortunate side effects; and 
if the President and Congress lack the will to deal with the deficit, 
such procedures are useless or worse. 

With the will, they are unnecessary and diversionary. Touted as 
devices to steel congressional will, they have failed, emd until the 
President and Congress come to believe deficit reduction is impor- 
tant enough for the country to cause them to put aside short-term 
political gains and to sit down and fashion a deficit reduction com- 
promise, no procedural device will do any good. 

The effort to pretty up the targets is a diversion from making 
that commitment. If putting the booze behind the sugar canister 
has not stopped a friend from drinking, one does the friend no serv- 
ice by helping him to find a better hiding place. 

The only possible constructive value of the deficit in the Gramm- 
Rudman procedures, it seems to me, is in the deficit reduction tar- 
gets rather than in sequestration. The targets may help in remind- 
ing the public that deficits persist and strenuous efforts to reduce 
them are necessary. 

Sequestration does not advance that objective. Instead, it has 
been, as I suggested, a source of gimmickry and shortsighted legis- 
lation. 

For this reason, I think that H.R. 3929 would represent a major 
improvement over current procedures. It would require announce- 
ment of deficit reduction targets for 5 years rather than just 1, ex- 
clude some gimmicks such as asset sales that have been used in the 
past and that the President would use again this year. And it 
would replace the sequestration procedures. 

No set of procedures will cause deficit reduction if Members of 
Congress and the President do not agree to it; but H.R. 3929, I 
think, might help improve the environment in which real deficit 
reduction can occur by diverting attention away from these gim- 
micks and the sequestration procedures, and forcing Congress to 
focus on real policy. 

I would like to conclude my comments—there is additional mate- 
rial in my testimony—by going back to some of the discussion you 
had with Mr. Fisher. 

You asked in particular whether the levers are stronger under 
the Panetta bill than under Gramm-Rudman. I think the answer is 
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no, they are not stronger; and that that is a virtue and will help 
deficit reduction rather than hinder it. 

My reason for saying that is that strong procedural rules can be 
circumvented by clever members of the Office of Management and 
Budget and senior Members of Congress as they have been in 
recent years. Such rules are diversionaiy and encourage the discus- 
sion of false fixes that can be predicted to help but end up, when 
the scoring actually comes out, as having done httle or nothing. 

I also think I would like to place a somewhat different cast on 
recent budgetary history from what Mr. Fisher suggested. The 
events of 1981 did not reveal the weakness of the budget process. I 
say this as a Democrat who thought policy adopted at that time 
was not on balance in the national interest; but I think what we 
had at that time was a demonstration that the budget process 
worked. 

We had overwhelmingly elected a President whose party con- 
trolled the Senate and had effective control of the House. The 
President enacted his program. Whatever I or somebody else may 
think of the components individually, the problem was that the 
arithmetic did not add up, that the combination of tax cuts and de- 
fense increases were vastly larger than domestic spending cuts for 
which there was congressional agreement or indeed that the Presi- 
dent proposed. As a result the deficit that we now have was bom at 
that time. 

In 1982, the President lost effective control of the House that he 
enjoyed in 1981 and 1982. As a result, there emerged a disjunction 
between what Congress would accept and what the President would 
accept, an impasse out of which there was only one way, and that 
was compromise. Neither the White House nor Congress was pre- 
pared to make the compromises at that time; and the result was 
and would have been, I would submit, under any budget procedure, 
something very much like what we have today. 

I don't think it is correct to say that the pre-1974 period was the 
good old days. It is important to remember that before then Con- 
gress lacked any procedure effectively forcing them to make trade- 
offs against different categories of expenditures or indeed to link 
up the expenditure and revenue sides of the budget. 

The former president of the Brookings Institution quipped that 
he thought some members of his own party should be characterized 
as those who didn't know there was any connection between the 
expenditure and the revenue side of the budget. That was a serious 
problem  

Chairman DERRICK. Which party is he a member of? 
Dr. AARON. He was a Democrat. 
Chairman DERRICK. I was afraid of that. 
Dr. AARON. That was back in the good old days when Democrats 

were confident enough to poke fun at one another. 
Chairman DERRICK. I really thought he was a Republican. 
That violates the number-one rule of any lawyer. Never ask a 

question when you don't know what the answer will be. 
Dr. AARON. In £my event, I think it was not a problem unique to 

one political party or the other. There was nothing in the congres- 
sional procedures at the time to force Members on either side of 
the aisle in a systematic way each year to rack up the total of 
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spending against the totsd of revenues and try to reconcile those 
two categories of decisions. 

I think that introducing the new budget procedures in 1974 was 
desirable and that the budget resolution serves a potentially con- 
structive function. It cannot however, paper over very deep and 
fundamental disagreements between the two coequal bodies of the 
U.S. Grovernment that must agree if action is to be taken. 

So it seems to me, coming back again to my fundamental argu- 
ment: I think proposals such as that of Mr. Rostenkowski illustrate 
what needs to be done if we are to deal with the deficit; and if we 
are not prepared to engage in a discussion to transform that kind 
of a framework into actual legislation, none of these procedures is 
going to serve as anything but a diversion. 

[Dr. Aaron's prepared statement follows:] 
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Sutement of Bcnry Aanm^ 

before 

The Subcommittee on the LeguUtive Process 
Committee on Rula 

U. S. House of Representatives 

March 21, 1000 

on 
H.R. 3030 and Proposab to Reform Deficit Reduction Targets 

Mr. Chairman: 

Thank you for inviting me to testify before this subcommittee on H.R. 3020. 
I shall presume upon your courtesy to comment more broadly on procedures 
designed to promote deficit reduction. 

We are here to celebrate what is becoming an annual Wuhington ritual. 
Each January since the early lOSOs, Congress hss convened under the shadow of 
large and economically damaging deficits. Late in the month the president 
transmits a budget to Congress, It is usually based on economic assumptions that 
strain credulity, if not the lawi of nature. It calls for spending cuts most of 
which bipartisan majorities of both parties oppose and that Congress has 
repeatedly r^ected.    It calls for a few tax increases, usually called something else. 

The administration uses and re-uses devices such as asset sales that entail no 
true deficit reduction, but are convenient ways to avoid real spending cuts or tax 
increases. And each year since enactment of official deficit reduction targets, the 
Administration claims that its budget will reduce the federal deficit to legally 
mandated levels. 

Shortly after the administration submits its budget, the Congressional Budget 
Office informs Congress and the public what it already knew—that the 
Administration's projected budget will fall much less than the Administration 
claims, even in the extraordinarily improbable event that its program is enacted. 
In the months that follow, members of Congress fmd that they cannot enact 
honest expenditure cuts or tax increases that will meet these targets. And so, 
they fashion, alone and with the aid of the adminutration, a congeries of quaint 
and curious budgetary devices to "comply" with deflcit reduction targets. Along 
the way, this committee and others undergo the exquisite torture of listening to 
witnesses scold them for not taking steps, the necessity of which they fully 
understand, but that they cannot take without presidential leadership. In the end, 
they adjourn, having certified that they have complied with the deficit reduction 
targets. 

Almost every member of this committee understands that this annual ritual 
does virtually nothing to reduce the federal budget deficit. To be sure, the deficit 
has narrowed somewhat, but not because of anything related to budget procedures. 
The budget has narrowed because Congress and the administration came to agree 
that U.S. national defense was adequate and that further increases in the defense 
budget were not necessary. They also planned wisely in 1083, well before 
enactment of Gramm-Rudman procedures, for the accumulation of social security 
reserves.    The deficit on the rest of government operations, however, remains above 
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1200   billion   for   1990,   and   the   Congressional   Budget   Office   projects   that it   will 
reach   $246   billion   by   1995,   despite   the   assumption   of   declines   in   real defense 
outlays.       This   dismal   performance   annually   recertifies   the   ineffectuality of   the 
Gramm-Rudman targets  in achieving their slated objectives. 

The Gramm-Rudman targets and procedures have been highly effective in an 
unintended direction. They have debased Congressional behavior and public debate 
by encouraging laws to be designed to help meet the next target and later effects 
be damned. They have cost the U.S. taxpayer billions of dollars by causing 
borrowing for the S&L bail-out to be placed "off-budget" and thereby boosting the 
interest rates that have to be paid. The have made impossible the mtelligent 
discussion of any initiative to deal with recognized national problems that might 
cost money. They have abetted a national psychosis of public poverty in a nation 
that remains the world's richest and is enjoying sustained economic expansion, low 
unemployment, and rising incomes. 

The most important lesson from life under the Gramm-Rudman deficit 
reduction targets is that procedural rules cannot force the bodies who created those 
rules to do things they want not to do. The Gramm-Rudman targets or 
modifications of them will do no more in the future than they have done in the 
past to speed deficit reduction. They may even hinder progress; by focussing 
attention on procedural mechanisms, they may divert attention to the need of the 
president and  Congress  to agree on changes in real policy to meet budget goab. 

The only way to achieve sensible budget targets is for sensible officials to sit 
down and negotiate an honest compromise. Ways and Means Committee 
Chairman Dan Rostenkowski put together such a proposal. The political 
catastrophe Walter Mondale experienced when he called for t&x increases and the 
near catastrophe Ronald Reagan experienced when he proposed to cut social 
security have led leaders of both parties to put short - run political imperatives 
ahead of this budgetary fact: the deficit cannot be reduced sufficiently unless taxes 
are raised, social security entitlements, and defense is cut. I think some aspects of 
the Rostenkowski plan could be improved. 

Taxation of social security benefits is preferable to an across-the-board cut in 
benefits (that is the plain £tigttsh translation for withholding a cost*of-living 
ac^ustment). It would be fairer to increase income taxes proportionately with a 
surtax than to raise taxes by higher percentages for low- and middle-income than 
for upper-income families, which is the consequence of skipping indexing for one 
year. And defense spending can be cut safely and prudently by more than either 
the administration or Mr. Rostenkowski proposes. 

We can all argue about the details of the Rostenkowski plan. But that ts 
what we should be doing—arguing about the details—not about the soundness of 
the approach, and especially not about procedural fixes that divert discussion from 
the  real  issues. 

What Should Budget Goals Be? 

Awareness is spreading, I think, that the federal government should be adding 
to, not subtracting from, private saving. U.S. households and businesses are not 
saving enough to meet U.S. requirements without' borrowing abroad. These 
domestic requirements include U.S.-based investment and the creation of reserves to 
help meet future costs for pension and health benefits for the large increase in the 
numbers of retirees  in the first ^thlrd of the next century. 

My colleague Charles Schultze has estimated that these requirements come to 
just under 8 percent of net national product during the 1990s. This estimate is 
conservative, as he did not make full allowance for the added costs of retiree 
health benefits next century. U.S. private saving is currently running at about 7 
percent of net national product. These two numbers imply that the federal 
government should run a surplus of about 1 percent of net national product on 
the average during the 1990s.    This goal would be approximated if the budget for 
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operations of goveniment other thui social security was balanced at high 
employment and if the accumntation of reserves scheduled under current law is 
retained. 

It is obvious that the substance of budget policy is what matters for national 
saving, not how the budget b reported. If current accounting procedures are 
retained, the goal for fiscal policy should be a surplus on the overall budget a bit 
less than the social security surplus. If social security ij removed from the 
budget, the target should be balance at high employment in what remains, which 
would mean a small average deficit over the business cycle. If the administration 
proposal to keep social security within the budget, but create a special debt 
reduction expenditure account is adopted, the same goal would be appropriate as if 
social security were off-budget. 

While accounting procedures do not directly affect economic significance, how 
the budget is reported can affect public debate about what budget policy should 
be. My own view is that the chances of developing and sustaining public support 
for the desired fiscal policy is marginally greater if the "goal" is "balance at high 
employment" than it is if the goal is a targe and varying "surplus," as it would 
be if social security is kept on budget without the administration's special debt 
reduction account. But it is far too easy to allow an ultimately unresolvable 
debate about which method of accounting is beat to divert attention horn the 
central fact that all of the accounting reform in the world will not directly cat the 
deficit by one cent. 

Procedures 

I have argued that the Gramm-Rudman procedures up until now have been 
of little or no value in cutting the deHcit and have done serious harm to rational 
debate about budget and fiscal policy. Retention of the targets promises future 
results no better, and perhaps worse, than those to date. 

The possibility that the situation will deteriorate rests on two facts. The 
required cut for 1901 is larger than those of previous years, intensifying incentives 
for wasting time in developing new gimmicks and for adopting any policy, however 
flimsy its justirication, that promises any relief in 1001. In addition, the threat of 
sequestration now looms as a more serious threat for those particularly anxious to 
protect domestic spending than for those particularly anxious to protect defense 
spending. As a result, the political equilibrium that made agreement on some 
package better than sequestration has been upset (although sequestration in 1091 
along the militarily irrational lines required by Granmi-Rudman might threaten so 
much chaos that it restores balance). 

In deciding what to do about the deficit reduction targets, I think that 
Congress has several choices in descending order of economic desirability. 

Repeal the Gramm-Rudman Procedures 

The Gramm-Rudman procedures have failed to achieve their stated goal. 
They have produced unfortunate side-effects. If the president and Congress lack 
the will to deal with the deficit, such procedures are useless or worse; with the 
will, they are unnecessary and diversionary. Touted as devices to steel the 
Congressional will, they have failed. Until the president and Congress come to 
believe that deficit reduction is important enough for the country to cause them to 
put aside short-term political games and to sit down and fashion a deficit 
reduction compromise, no procedural device will do any good. The effort to pretty 
up the targets is a diversion from making that commitment. If putting the booze 
behind the sugar canister has not stopped a friend from drinking, one does the 
friend no service by helping him to find a better hiding place. 

Replacing Sequestration with Other  "Sticks" 

The only possible constructive value of the deficit reduction targets, in my 
view, derives from their help  in  reminding  the public that deficits persist and that 
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Strenuous efforts to reduce them are necessary. This value is served by the 
targete. It is not advanced by sequestration, which has been the source only of 
the gimmickry and short-sighted legislation I mentioned earlier. 

For this reason, I thinJi that H.R. 3029 would represent a major improvement 
over current procedures. It would require the announcement of deficit reduction 
targets for flve years rather than just one, it would exclude some of the gimmicks 
(asset sales, for example) that have been used in the past, and it would replace 
the sequestration procedures. Violation of these targets would subject proposals to 
points of order, rather than sequestration. In all these respects, it is clearly 
preferable to the Gramm-Rudman procedures. 

Because no set of procedures will cause deficit reduction if members oi 
Congress and the president are not agreed to do it, H.R. 3920 may help to 
establish the environment in which real deficit reduction can occur. It prohibits 
scoring as success some of the more absurd gimmicks allowed under the Gramm- 
Rudman procedures. Perhaps most notably, by extending the scoring period to 
five years, it would discourage legislation that cuts the deficit for one or two years 
but raises it ever after (the capital gains exclusion comes to mind). This 
modification does not completely eliminate incentives for concealing deficit-increasing 
effects beyond the five year planning period (the Family Savings Account proposal, 
whose deficit increasing effect detonates fully only after seven yean, comes to 
mind).    But Its procedures would be major improvements over current ones. 

The fundamental advantage of H.R. 3020 is that it places responsibility for 
reducing the deHcit where it belongs—on officials elected to make decisions, not on 
a formula to which those same officials can abdicate their duty. 

New Sequestration Formulas 

I believe that sequestration in any form is pernicious, because it allows 
elected officials to escape responsibility by hiding behind a formula. It reduces 
chances for negotiation as all sequestration formulas are mindless and mechanical 
and none can fit well the particular conditions that the country will encounter 
even a year or two ahead. Those who thought otherwise should have changed 
their minds last year in the face of the utter transformation, within a few months, 
of U.S. defense requirements for the lOOOs. 

Nevertheless, if sequestration is retained, some formulas are worse than others. 
Events in Eastern Europe demolished whatever rationale underlay the 50-50 formula 
contained     in    Gramm-Rudman    procedures. Continuation    of    a    formula    for 
sequestration should recognize that any honest baseline for military expenditures 
entails sizeable cuts in real spending. 

In thinking about a plausible alternative formula, experience under Gramm- 
Rudman has taught several lessons that could be used to fashion an alternative 
that would not be quite as bad as the 50-50 formula (although it would still have 
all of the other undesirable effects sketched above). 

• First, as already mentioned, defense spending in the baseline is coming 
down. This fact is important not only for the obvious reason that defense 
should be expected to account for more than half of spending cuts, but 
also because the cuts in baseline defense spending promise significant 
savings in reduced interest outlays. The national debt will be smaller, and 
a reduced deficit will permit interest rates below those that would otherwise 
have materialized. One should recognize, however, that little of these 
savings will accrue in  1001 or  1092. 

• Second, no matter what individual members of Congress may want, 
majorities do not exist in Congress to cut domestic spending enough to 
meet reasonable budget goals. The successive projections of increasing 
deficits on operations of government other than social security testifies to 
the absence of such a consensus. To be sure, some additional cuts in 
domestic  spending are possible and  probably desirable,  but they  are small 
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relative to what a 50-50 iplit between domestic and defense spending would 
require. Furthermore, a strong case can be made for some increases in 
federal spending in such areas as education, the environment, and research 
that would ofbet part or all of the cuta. 

• Third, there is no chance of reaching the budgetary goals I sketched earlier 
— a swing of roughlyt200 billion — without some increase in taxes. The 
prospects of large cuts in defense spending and associated interest savings 
mean that the tax increase necessary to reach those targets is much more 
modest than might appear. 

Accordingly, any automatic sequestration should include both taxes and 
expenditures, and expenditure cuts should be allotted more than proportionately to 
defense outlays, especially if the targets were to be extended beyond 1993. As a 
rough guide, I would allot 50 percent of any sequestration to surtaxes on the 
personal and corporation income taxes, 35 percent to cuts in defense spending, and 
15 percent to nondefense spending. 

Let me hasten to acknowledge that such a formula will not work well. The 
cuta in defense spending that the collapse of the Soviet empire permits will start 
•mall and grow. In principle, the proportion of any sequestration allocated to 
defeiue should also grow. Furthermore, the share would depend on the speed with 
which the overall deficit is to be reduced. 1 mention these considerations to 
indicate that the matter of allocating shares is tricky and sensitive to a number of 
highly complex considerations. But my real point is that the search for a sensible 
sequestration formula ti futile — no "correct" formula exists and none can be 
developed. 
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Chairman DERRICK. Thank you very much for your statement. 
As I understand it, as far as the budget process is concerned, you 

think we ought to keep it but it ought to be kind of an acting pro- 
cedure? Is that about the size of it? 

Dr. AARON. I think procedures that require Congress to rack up 
all expenditure decisions in one place and to plan in advance gen- 
eral guidelines according to which the committees should respond 
is constructive. That is more than just a set of numbers if there are 
congressional procedures that can be used to try to encourage Con- 
gress to move in those directions; but I don't think it is possible for 
procedures to substitute for real congressional will to move in these 
directions. 

Chairman DERRICK. It seems to me that everything we have 
done—the Budget Act back in 1974, Gramm-Rudman-HoUings, the 
revisions of Gramm-Rudman-Hollings, the balanced budget amend- 
ments, all this—is for one reason, the understanding behind it is 
deficit. 

Dr. AARON. Yes. 
Chairman DERRICK. DO you think we should be concerned about 

the deficit to begin with? 
Dr. AARON. Yes, I do. 
Chairman DERRICK. I know that is a subject—could be the subject 

of an entire hearing. I was just curious. 
Dr. AARON. I have a section in my testimony that speaks to that 

issue. The general proposition, I think, wsis argued with admirable 
clarity in the introduction to the President's budget this year in 
which the decline in national saving, private and public, was de- 
scribed and the pernicious effect that such a decline in savings will 
have on the U.S. economy over the years ahead was sketched. 

I also think that the persistence of the deficit has a politically 
paralyzing effect on the serious consideration of actions that sire 
necessary to advance the public well-being in a number of areas be- 
cause of this false sense of poverty that arises because of the per- 
sistent deficit. 

Chairman DERRICK. What do you think the Panetta bill is going 
to do to help that situation? You know, I axn looking at it, trying to 
be critical, as much as I appreciate Leon introducing the bill, at 
least as a vehicle to move ahead with. 

You know, we had four or five very bright, distinguished Mem- 
bers of Congress in here testifying yesterday. There was one thing 
everybody agreed on. It is the same thing everyone agreed on this 
morning. It is that you can't make Congress do what they won't do. 
You can't make them vote more taxes if they don't want to do it. 
You can't make them cut programs if they don't want to do it. 

I kind of liked Lou's proposition. We just do away with the whole 
business. Let them go about business. That is what they are going 
to do anyway. Maybe you might come out better that way. 

I see all these levertiges. Members, legislators are constantly 
looking for means they can devise so they won't have to make hard 
decisions. I had hoped the Budget Act wasn't one of those and 
hoped Gramm-Rudman was not one of those; but I have come to 
the conclusion that that is all that it amounted to. 

Dr. AARON. Let me say, as I said in my testimony, that that 
would be my first choice. As Members of Congress, you know better 
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than academics like mjrself that the art of legislation is compro- 
mise. 

Many Members of Congpress feel that certain procedures are nec- 
essary and important. For that reason, in order to get a msyority, it 
may be necessary to institute certain procedural guidelines. 

What I would suggest is that those contained in the Panetta bill 
are largely either benign or helpful. They will not excuse Members 
from malung hard decisions. Those are still going to have to be 
made. 

Chairman DERRICK. My original statement, in the introduction, is 
not incorrect. What you think we need is an accounting procedure, 
to help us—that is basically it. 

When I was on the Budget Committee, the first couple of years 
when Brock Adams was chairman, if I remember correctly, that is 
about what we did. It was only in later days that the Bucket Com- 
mittee started getting involved in a substantive way and start get- 
ting people mad at it because they got on other people's turfs. That 
is what we really were the first couple of years. 

Dr. AARON. I don't want to get into the historical disagreement. 
Chairm£m DERRICK. What is it? We had—two other times in this 

century, we have had to—tried to have budget committees in the 
Congress. I think in the very early peirt. I think about 1947 or 1948, 
somewhere in there. They burned both attempts, as I recall. Kind 
of turned out the way this seems to be turning out. 

Dr. AARON. I think the elements contain^ in the Panetta bill 
would not contain the perverse incentives that sequestration consti- 
tutes. 

Fundamentally, it seems to me what the Panetta bill is truth-in- 
accounting bill with a reaffirmation of the budget law's procedures 
for moving legislation through Congress. It scraps sequestration. 

In each of those dimensions  
Chairman DERRICK. What it does, it does away with all the refer- 

ral language. 
Dr. AARON. Not quite all. It does retain the same levers you had 

under the original Budget Act, I believe. But it does get rid of the 
sequestration which I think has just become unworkable and will 
be even less workable in the future. 

Chairman DERRICK. What we found out, we pulled that lever and 
nothing happened. 

Dr. AARON. That is right. It is going to become worse, not better. 
Because of the well recognized fact that the true base line for na- 
tional defense is probably below any sequestration amounts that 
would turn out, although, of course, the actual pattern of seques- 
tration that would result for national defense would be bizarre de- 
fense policy, not something you would really want to live with. It 
has become a kind of peculiar and unbalanced stick now. 

Dr. DERRICK. Thank you very much. 
Mr. Wheat. 
Mr. WHEAT. Thank you, Mr. Chairman. 
While you are on sequestration, you propose a new sequestration 

formula, if we have to have one, but let me ask you, assuming that 
the tax proposal is not something that could be a part of it realisti- 
cally, would you find a different proportion would be preferable to 
the current sequestration formula we currently have? 
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Dr. AARON. I don't think so. In the following sense: it seems to 
me if one were to rely on sequestration applied only to public ex- 
penditures, I would urge Members to simply let the current law 
expire and not to participate in the negotiation over its extension, 
because I believe the effects will be so pernicious that anything you 
might agree to would be worse than nothing at all. 

Mr. WHEAT. Not being an attorney, I am going to subject myself 
to the folly that Butler would not and ask a question that I don't 
know the answer to. 

You suggest that—I think you suggest in your statement that it 
would be appropriate to have a surplus. I am not sure why you 
would suggest that? 

Dr. AARON. There are a couple of ways one can go about reach- 
ing this conclusion. The calculations on which this recommenda- 
tion are based proceed as follows: We need national saving for two 
different reasons. 

First of all, as the labor force grows during the 1990's, we are 
going to want to be able to equip the labor force with capitfd at 
ratios similar to those, or in amounts similar to those that the cur- 
rent working force has. We are going to want to deepen the capital 
stock sufficiently to increase nationsd output by some amount. 

The estimate that my colleague reached is that we need some- 
thing slightly over 5 percent of net national product in saving to 
accomplish this goal. 

In addition to that, we need savings of about 2y2 percent of na- 
tional product to help get us ready for the additional cost that the 
large growth in the number of retirees will impose on the Nation 
early in the next century. 

That means that roughly 8 percent of national product should be 
saved in order to enable us to meet these targets without having to 
borrow abroad. Private savings is running about 7 percent. We 
need a government surplus of about 1 percent therefore, to achieve 
that goal. 

Mr. WHEAT. Recognizing there is an artificial differentiation be- 
tween the social security surplus and the other Grovemment funds, 
are you suggesting that the major surplus should be—if the major 
surplus were in social security trust funds, would that in and of 
itself be sufficient for the kind of surplus you are talking about? 

Dr. AARON. If we balanced the budget exclusive of old age and 
survivors insurance, and retained social security, we would achieve 
that goal. 

Mr. WHEAT. It is interesting you point out for various time we 
need different policies with regard to savings or deficits. I am not 
sure that being the case, if you would suggest now we need surplus 
jmd there are obviously other times, and there have been times in 
our history, when we have needed deficit spending. I am not sure 
why we would want to look into any particular kind of plan that 
was inflexible in terms of suggesting what our budget deficit ought 
to be at any given point in time? 

Dr. AARON. I don't think, as a practiced matter. Congress can 
lock itself in. Each year it is going to have to consider what an ap- 
propriate budget policy is. Currently, the United States has a large 
deficit. In order to m^e up a shortage of national savings, we are 
borrowing heavily overseas. We need more savings in the United 
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States now. That may not be true 10 years from now if private 
saving increases, or something else occurs. 

Should that happen, I agree with you completely. A different 
budget policy from the one I am describing here might then 
become appropriate. The essence of what I am saying is we should 
not be rigid. We should not lock these goals, as I have described 
them for current policy, into some form of legislation that would 
attempt to bind future Congresses. 

Mr. WHEAT. One more quick question on the savings rate. You 
said the private saving was about 7 percent? 

Dr. AARON. That is including the surplus in State and local gov- 
ernment pension funds, which is really analogous to a kind of em- 
ployment based pension. 

Mr. WHEAT. And we need a savings rate of? 
Dr. AARON. Nationally of about 8 percent. We need another 1 

percent. 
Mr. WHEAT. It is just the disparity between the two that is the 

problem? That is why we couldn't merely reduce taxes? Instead of 
running a surplus, just not collect that income unless there was a 
change in the savings habits of the American public, we couldn't 
expect an increase in savings as a result? 

Dr. AARON. NO; I don't think so. Currently, to give you the meas- 
ure of the problem, it isn't 7 percent versus 8 percent. The private 
saving number is under 7 percent. The Federtu Government's defi- 
cit is about 3 percent. So we are really actually saving under 4 per- 
cent. So what we are looking at is a shortfall in the saving needed 
to meet the targets I described of about 4 percent of national prod- 
uct, and that is on the order of about $200 billion a year. That hap- 
pens also to be exactly the current deficit on the Federal budget 
outside of social security. 

So it is for that reason that I am suggesting that if we balanced 
the non-social security deficit or aimed to so over the next 4 or 5 
years, we would be approximately on target for achieving the na- 
tional saving that we need to invest domestically, prepare for the 
retirement boom, and do that without borrowing from abroad. 

Mr. WHEAT. Thank you, Mr. Chairman. 
Chairman DERRICK. Mrs. Martin. 
Mrs. MARTIN. One question that doesn't have anything to do 

with your testimony, but just an economic question I don t know 
the answer to. When we define what savings are, unlike many, 
even industrialized nations, home ownership is still for many 
people, a doable dream in America. In many other nations, home 
ownership is not a factor. Rental is what one does all of one's life, 
with rare, rare exceptions. 

We don't call, though, in economic terms, we don't figure out 
home ownership as part of the savings? In other words, for many 
people of other nations, savings is an only alternative, where for all 
Americans, they may choose—I am going to have a higher mort- 
gage payment, I am going to put my money in a down payment, I 
am going to have the option for ownership of property. Is that 
true? How does that work out economically? 

Dr. AARON. If people pay down their mortgages that counts as 
saving in the United States. 

Mrs. MARTIN. Which part? 
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Dr. AARON. Not the pajmient of interest. The payment on princi- 
pal represents an addition to saving. If they build up cash reserved 
in order to prepare to make a down payment, that counts as sav- 
ings. 

If they borrow against appreciation in the value of their house 
and spend it, then that is dissaving, or it is consumption, which is 
two ways of saving the same thing. 

We do count residential construction as investment, and we do 
count the amounts that, in effect, people build up in their equity 
position as saving. 

Mrs. MARTIN. But there would be an unknown number, because 
of the option for ownership that exists here, that might not there- 
fore be comparing apples and oranges? It might be comparing tan- 
gerines and oranges? 

Dr. AARON. You mean as between the United States and other 
countries? 

Mrs. MARTIN. Yes, where home ownership is not something—is 
not an option, not an option a majority of people may choose. 
There may be other numbers out there we don't count, so the com- 
parisons are not quite as valid as they might be. 

Dr. AARON. You are getting to the question of why people might 
save or not save as between one country and another. The arrange- 
ments for housing certainly do differ and affect motives for saving. 

Mrs. MARTIN. For instance, I don't have savings. I have mort- 
gages. That is the stage I am in. 

Dr. AARON. Right. Me, too. 
Mrs. MARTIN. I suspect lots of people are in that position. 
Mr. WHEAT. If the gentlewoman would yield for a moment, I 

think that would have the opposite effect. 
Mrs. MARTIN. I am not sure we count it the same way. When we 

talk about percentage of savings, I am trying to get to the count we 
use, not to the behavior. 

Chairman DERRICK. I want to make sure I understand. Are you 
telling me if I have $100,000 equity in my home and our personal 
savings rate in this country is 7 percent, that my $100,000 is count- 
ed as a part of that 7 percent? 

Dr. AARON. NO. What I would say is the following: Let's assume 
you paid off your mortgage completely and let's ignore property 
taxes and everything else about our house. You have a $100,000 
house. The Department of Commerce will impute as part of the na- 
tional product a certain percentage of the value of your house. You 
are regarded as consuming that during the year. That is not a 
saving. So an entry will go on both sides of the ledger: Income that 
represents the value of the housing services that are generated by 
the house in which you live, and you, as the resident, are consum- 
ing those housings services. So, the very act of residing in the 
house, no mortgage, ignoring ever3i;hing else, doesn't affect savings 
at all. 

Chairman DERRICK. Okay. Well, so the answer to my original 
question is no? 

Dr. AARON. That is right. 
Chairman DERRICK. All right, let me carry that a step further. 
Excuse me. Mrs. Martin. 
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Mrs. MARTIN. Hey, when I ask a good question, I ask a good ques- 
tion. 

Chairman DERRICK. I think it is a very interesting question, 
something I hadn't thought much about. 

Let's compare ourselves with Japan, since they seem to be whom 
we compare ourselves with all the time these days. There is not a 
great opportunity there, as I understand it, for home ownership? 

Dr. AARON. There is a  
Chairman DERRICK. Certainly not anything on the scale of our 

country? 
Dr. AARON. Actually, there is a fair bit. I visited Japan for a 

housing conference. The story in Japan is that because property is 
so costly, people save enormous amounts of money in order to accu- 
mulate down payments. 

Chairman DERRICK. That is the point. I think you just made the 
point. I think you answered the question I was about ready to ask. 
When you compare our savings rate with Japan's savings rate, you 
are really comparing apples and oranges to a large degree? 

Dr. AARON. No. Let me explain why. 
Chairman DERRICK. Wait a minute now. You just told me—if you 

just told me my $100,000 equity is not countable in that savings 
thing and we have just agreed that people save large amounts of 
money to buy homes that they can't buy because they are so expen- 
sive, and that is counted as part of the savings rate  

Dr. AARON. May I distinguish two things—the motives for saving 
and what actually happens. What you both have been asking me 
about concerns the motives for saving in the two countries. The 
definition of saving is the difference between a country's product 
and what it consumes privately smd publicly. The rest is invest- 
ment. 

In the case of the Japanese, there is a huge gap between what 
they are producing and what they are consuming privately and 
publicly. On the order of perhaps 15 to 20 percent of net product is 
saved in Japan. 

In the United States, the corresponding number is about SVz to 4 
percent. So there are huge institutional differences between the 
two countries. 

The motives are very different. They have various kinds of sav- 
ings accounts. They have a different culture from our own. But the 
fact of the matter is when you cut through all the motives and the 
institutional differences, their net saving each year is probably five 
times ours. 

Mr. WHEAT. Let me ask for a point of clarification on Butler's 
$100,000 equity in his house that is not counted as savings. 

Mrs. MARTIN. I am impressed with that. 
Chairman DERRICK. Me too. 
Mr. WHEAT. Isn't a portion of that equity counted as savings? 

The amount you are paying into the mortgage that is not interest 
each year, that adds to equity that is not—the inflationary increase 
in the value of the house, isn't that counted as part of savings? 

Dr. AARON. The question I answered for the chairman was if he 
owned his house free and clear, it was worth $100,000, so there is 
no mortgage payment for his question. 
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Now, for your question, if you have a mortgage and you are 
paying it off, part of the pajrment is for interest. That is not saving. 
Part of it reduces the principal—the outstanding principal. That is 
saving. 

In addition, the value of your house goes up during the years. 
That is simply the reevaluation of an existing asset. It is not 
saving, because nothing real has changed in the economy. It would 
be very difficult to raise the savings rate strictly through housing 
policy. 

Qiairman DERRICK. With large mortgages. 
Mr. WHEAT. With large mortgages, and at the same time, in- 

crease the down payments required to make it more difficult for 
people to buy these homes we want them to buy so we can count 
their savings to put down the down payment aa savings? 

Dr. AARON. Without getting into the details on that, I would urge 
if you want to increase saving, you try something else. 

Mrs. MARTIN. If I may reclaim my time, that is exactly what 
Japan does. I mean, it is my recollection—and I am no great expert 
on Japanese housing—but my recollection is the mortgage or the 
down pajTnent requirements are enormous in Japan—50, 60 per- 
cent. So that is a very different thing in terms of why you save in 
that you do save and so, in effect, they do exactly that, which I 
would concur. 

We are not crazy about that political application of it, but that is 
why just comparing the two is more than just savings. It is a life 
style, quality of life, everything else. 

Dr. AARON. Actually, I think you can get away with somewhat 
smaller down payments in some situations. 

Mrs. MARTIN. YOU can still do a 10 percent down in America. It 
is more commonly 20 percent. 

Dr. AARON. Ten percent. I know places that will pay you to 
borrow. 

Mrs. MARTIN. That sounds like something on late night TV. 
Dr. AARON. The main consideration in Japan is that housing is 

so cramped people can't buy much to put in it. 
Chairman DERRICK. Can't buy much furniture, you mean? 
Dr. AARON. Consumer durables. There just isn t any room. Also, 

they work so hard they have not been taking a lot of time to con- 
sume. 

Mrs. MARTIN. So do Members of Congress. 
Mr. WHEAT. Could Congressmen have an automatic mechanism 

to do their job for them? 
Mrs. MARTIN. That is cedled the electronic voting machine. 
I was here—although not for a long period of time, sir—before 

Gramm-Rudman and after. I am always fascinated by people with 
the marvelous background and intellect you bring to our discus- 
sion, stalking somehow if we remove or put something in that 
somehow the Congress—in this case, especially the House—will go 
into a frenzy of long term thinking. How institutionally, when you 
have by definition an institution on a 2-yeju- cycle would you ever, 
except in a time of national tragedy, or crisis, ever gain institution- 
ally expect something set up on a 2-year cycle, to think in a 20-year 
cycle? I always hear that from the groves of academe. 
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Dr. AARON. YOU haven't heard it from me. What I said is that I 
think the sequestration procedures, that the sign of the effect is 
wrong, that it diverts attention away from legislative substance to 
procedural gimmicks behind which it is possible to hide. 

And it diverts attention toward designing legislation to save a 
little money in year one, and who cares about what happens in 
year two, three, and four? 

That it focuses on using assumptions that are unreal, such things 
as claiming savings for food stamps that haven't been used, financ- 
ing the savings and loan bailout in ways that cost too much. 

Mrs. MARTIN. I still remember coming here bright eyed, eager to 
learn everything, and finding out that before Gramm-Rudman, we 
only appropriated for 6 months in programs and counted that as 
savings even though you knew you were going to do a supplemen- 
tal for the rest of the 6 months. 

I guess I don't understand why you would think it would be a 
behavior change. This place adjusts so quickly to new ways to 
figure out what they want to accomplish in the short term that I 
am not sure Gramm-Rudman, or lack thereof, would make any dif- 
ference except negative. 

Dr. AARON. I am not clEiiming a miracle will come about because 
of any change in procedural rules. That is the point I am trying to 
make. The procedural rules are not going to make a major differ- 
ence. I do think that insofar as they have affected behavior, seques- 
tration has been pernicious, and that getting rid of it would be a 
plus. 

Will it turn every member of the House of Representatives into 
somebody who looks at the national well-being 20 years down the 
road rather than at the next election? Of course not. I am not sug- 
gesting it is a huge reform that will create farsightedness. 

I am simply saying that one small influence, namely that of se- 
questration on congressional deliberations is bad. If you get rid of 
sequestration, you will have done a good day's work. If you can 
man£ige to encourage your colleagues to take a longer term hori- 
zon, you will have done a good term's work. 

Mrs. MARTIN. I suspect many of us would not agree on the latter. 
We haven't really had any substantial sequestration. The fact is 
that this giant laboratory we are working in, which is the nicest 
§art about this place, we have almost had phony sequestration, too. 

o we reedly do not know that there has been much behavior af- 
fected by it. If perhaps we had a year of sequestration and then 
saw results from that in behavior around here—I don't know the 
month of sequestration has changed behavior I have seen at all. 

Dr. AARON. I wonder whether you would have counted unspent 
food stamps if it were not for the accounting devices that were con- 
tained in Gramm-Rudman? 

I wonder if you would have financed the savings and loan b£iilout 
in the same way as Congress actually did last year? 

I wonder whether the infatuation with asset sales would have 
been as intense without the trappings of Gramm-Rudmem? 

Perhaps so. But I suspect the intensity of interest would have 
been turned down somewhat. I don't want to be interpreted as 
saying anjrthing you are going to do with respect to Gramm- 
Rudman, the Panetta bill, tibe Russo bill, or any of these things, is 
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a panacea. The political imperatives you described are going to be 
overwhelmingly strong in any event. The Members are going to 
have to exercise their responsibilities. 

Mrs. MAETIN. Thank you. 
Chairman DERRICK. Thank you very much, Doctor, for your ex- 

cellent testimony. 
Dr. AARON. Thank you. 
Chairman DERRICK. We will now hear from Dr. Rudy Penner, 

former Director of the Congressioned Budget Office, and now a 
Senior Fellow at the Urban Institute. 

I was on the committee of three that hired Rudy. Did you know 
that? 

Mrs. MARTIN. I am not surprised. 
Chairman DERRICK. You did a good job, Rudy. Nice to see you. 

Thank you for coming, and being before the committee. We would 
be delighted to have you summarize your testimony, if you care to, 
or read it, whatever suits you. 

STATEMENT OF RUDOLPH PENNER, SENIOR FELLOW, URBAN 
INSTITUTE 

Dr. PENNER. Thank you for the nice words, Mr. Chairmein. I am 
pleased to have this opportunity to testify on the budget process. 

Whenever I examine the history of the Federal budget process, I 
am struck by a profound paradox. Disorderly budget processes have 
often been associated with desirable budget outcomes and more ra- 
tional processes have led to bad results. Looking at the situation in 
the late 19th century and early 20th century, before there was a 
Presidential budget, the process looked incoherent, but the outcome 
was highly disciplined. The budget was close to balance or in sur- 
plus unless there were very good reasons for deficit. 

In contrast, the budget process reforms of the early 1920's and 
1970's were applauded by most public policy analysts and appeared 
to provide a more coherent approach to administration and con- 
gressional decisionmaking. The addition of Gramm-Rudman was 
more controversial, but its supporters felt that it would provide 
extra discipline and quickly reinvigorate the old rule that budgets 
should be balanced. Yet, a process that appears orderly on paper 
has now led to extremely disorderly and dishonest results with 
only modest improvements in the deficit outlook. 

Unfortunately, I cannot easily explain this paradox. It is my 
strong hunch, however, that budget outcomes—whether good or 
bad—are only tangentially related to process and have more to do 
with basic public attitudes toward spending and teixation. Never- 
theless, it has to be said that some considerable progress has been 
made in reducing the deficit, which was very frightening in the 
early and mid-eighties. 

Gramm-Rudman, I think, has helped a very little bit in imposing 
discipline and reducing the deficit, but it has also done a great deal 
of harm. The proliferation of gimmicks that it has spawned heis de- 
stroyed the integrity of the budget process, and reduced, from al- 
ready low levels, the confidence of investors and the ordinary 
public in Washington policymakers. 
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When the real deficit reducing actions have been enacted, their 
design has often been distorted to maximize their impact on the 
short run cash flow deficit and their effect on long term economic 
efficiency or equity, is considered only as an afterthought. Tax 
policy especially, has become a numbers game in which meeting an 
artificial revenue target takes precedence over more important, 
longer term considerations. 

I strongly believe that for these reasons Gramm-Rudman should 
be repealed. I, therefore, applaud this aspect of H.R. 3929. 

I also think that the pay-as-you-go philosophy embodied in H.R. 
3929 provides a useful way of thinking about how to approach the 
task of deficit reduction initially, but I would not enshrine it in leg- 
islation. The Congress badly needs to regain the self-confidence 
that would allow it to approach the budget using common sense 
rather than mechanical rules. Mechanical rules often provide a 
good starting place for negotiations, but they always contain some 
irrationalities. 

For example, H.R. 3929 considers pay-as-you-go rules over a 5- 
year time horizon. That is too short a time horizon for eveduating 
some decisions, for example, those considering changes in social se- 
curity benefits. Important options should not be ruled out just be- 
cause they do not fit the mechanical rule very well. 

Even more important, if a set of mechanical rules does impose 
irrationalities, or even if it simply imposes more discipline than is 
thought wise by key players, there will immediately be an attempt 
to manipulate the rules. This would not be a problem if manipula- 
tion were costless, but as we have seen from the operation of 
Gramm-Rudman, manipulation has been very costly. First, because 
budget numbers are now so distorted that no one knows any longer 
what the true effects of fiscal policy are, and second, because some 
of the manipulation has imposed significant costs on taxpayers. 
Henry Aaron earlier provided some examples of such inefficiencies. 

Moreover, the pay-as-you-go formula is fairly complicated and if 
it is applied rigidly, many score keeping controversies would arise. 
Just administering these rules is time consuming, even if they £ire 
applied in good faith. But, as already implied, they probably would 
not be typically used in good faith. Enormous effort, time, and in- 
tellectual ingenuity would be devoted to attempts to get around 
them. If that same time, effort and intellectual ingenuity were ap- 
plied to solving real problems, I cannot help but believe that we 
would be better off". I would, therefore, use pay-as-you-go rules only 
as an informal guide to action. 

Once the budget resolution was formulated in this manner, I do 
believe that the strengthening of points of order implied by H.R. 
3929 combined with the earlier points of order contained in 
Gramm-Rudman, would be useful in enforcing the budget resolu- 
tion. One of the more useful rules imposed by Gramm-Rudman was 
that requiring amendments to the budget resolution and various 
spending and tax bills to be deficit neutral, and I would certainly 
retain that approach. 

I am essentially saying that it would be preferable to return to 
old approaches, strengthened with points of order, in the hope that 
that would also encourage a return to old budget mores. Although 
the 1974 process broke down in the mid-1980's, inducing the Con- 
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gress to adopt Gramm-Rudman in frustration, I disagree a bit with 
Lou Fisher in that I do not believe that it was an inherently bad 
process. Indeed, I think that it could be made to work effectively. 
However, the criticisms that it was too complex and cumbersome 
had much merit and were heard long before the mid-1980's. Iron- 
ically, all of the reforms since then have increased the complexity 
and cumbersome nature of the process. 

Going back to the old process would now represent a dramatic 
simplification. I believe that it would result in a vast improvement 
over the present approach, even if it happened to result in slightly 
less deficit reduction, and I do not believe that that would necessar- 
ily be the outcome. 

But there are ways of simplifying the old approach, so that it is 
less time consuming. In a recent book, sponsored by former Presi- 
dent Ford, Alan Abramson and I put forth a number of suggestions 
for reform. We tried to simplify the old process. Like Senator Do- 
menici and Senator Johnston have suggested, we would have a 
Joint Budget Committee to present the same budget resolution to 
both Houses of Congress so that you wouldn't have these endless 
squabbles in conferences. Hopefully those resolutions presented 
would differ less. 

We think it very important that the resolution contain only a 
few spending categories. You should operate with large categories, 
such as defense and entitlements, so that you don't have to debate 
narrow functions at that stage of the process. You used the term 
that the process should be considered more as an accounting mech- 
anism, and I agree with that description. 

I think that multiyear budgeting is over-sold, but there are large 
areas where it could be used in order to save a lot of time. 

There are a lot of offices of the Government—the IRS, the GAO, 
CBO, GPO—that go on about the same year after year after year. 
You could set their budgets for a number of years. Having appro- 
priations hearings on each every year seems a waste of time. 

I agree very much with Lou Fisher's notion that the 1974 process 
has taken the spotlight and, therefore, the pressures off the Presi- 
dent to some degree, and we do believe that ways should be found 
to give the President more power in the budget process. 

Some say this would complicate and delay things. But summits 
have become a regular component of the process. We would like to 
see them start early. We would give the President enhanced rescis- 
sion power. We would try a joint budget resolution that he or she 
would sign and thereby, we would hope, have more of a personal 
interest in enforcing. 

Now, let me emphasize very strongly that we don't believe that 
these kinds of suggestions represent a panacea. There is no substi- 
tute for common sense laced with a considerable dose of political 
will. I think that a highly complex process, unfortunately, gets in 
the way of appljdng that common sense. 

Thank you, Mr. Chairman. 
[Dr. Penner's prepared statement follows:] 
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Mr. Chairman, neinbers of the Subcconittec, I aa pleased to have this 

opportunity to testify on H.H. 3929. 

Mhenever I examine the history of the federal budget process, I an struck 

by a profound paradox. Disorderly budget processes have often been associated 

with desirable budget outcooes and ocre rational processes have led to bad 

results. Looking at the situation in the late nineteenth century and early 

twentieth century, before there was a presidential budget, the process looked 

incoherent, but the outcooie was highly disciplined. The budget was close to 

balance or in surplus unless there were very good reasons for a deficit. In 

contrast, the budget process reforms of the early 1920s and 1970s were 

applauded by most public policy analysts and appeared to provide a more 

coherent approach to Administration and Congressional decision making. UM 

addition of Grann-Rudman was more controversial, but its supporters felt that 

it would provide extra discipline and quickly reinvigorate the old rule that 

budgets should be balanced, yet, a process that appears orderly on paper has 

now led to extremely disorderly and dishonest results with only modest 

liprovements in the deficit outlook. 
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Unfortimately, I cannot easily explain this paradox. It is my strong 

hunch, however, that budget outcoaes—whether good or bad—are only 

tangentially related to process and have more to do with basic public attittjdes 

toward spending and taxation. 

Today, the nation has coranitted more resources to the public sector than 

taxpayers are willing to pay for. The conservatives say the answer is obvious. 

Keep the tax burden from rising and cut back on what govemaent does. The 

liberals say that what government does is just fine and indeed, it should do 

more. They allege that the problem is that lucbiy, mainly the well-to-do, are 

not paying their fair share and should be taxed more heavily. 

But, although specific plans have been offered from tine to tine ^- and 

Chaimian Rostenkowski's recent plan is particularly interesting and courageous 

— both sides often find it convenient to keep the debate from getting too 

explicit. Just what are the programs that conservatives would like to cut? 

Sooe are identified, but this side would prefer to let the problem be largely 

resolved by using optimistic assun^tions regarding future economic growth and 

interest rates. Just «Aio are the well-to-do that the liberals would like to 

tax more heavily? we all know that the main problem with the very rich is that 

there are not enough of them, and many, vrfio would be considered well-to-do by 

others, think of themselves as being firmly in the middle class. 

As the debate has stumbled on, both sides have had victories and defeats. 

The net result is, however, that the deficit outlook is not as good as it 

should be in this time of peace and prosperity, although it is considerably 

better than it was in the early 1980s. Conservatives have acquiesced in a 

series of tax increases since 1981, and the tax burden is expected by CBO to be 

19.6 percent of the GNP in 1990, fully 1.5 percentage points above the recent 

low in 1984 and considerably nore than 2 percentage points above where it would 

have been had the X961 tax cuts been allowed to phase in fully. Liberals have, 

over the same period, accepted defense increases and considerable stringency in 

civilian spending, as noninterest, civilian spmding fell froa 15.1 to 13.4 

percent of GNP between 1981 and 1990. Neither side, however, has wanted to 

take on the politically powerful elderly. Social security, other pensions, 

disability, and Medicare have risen from 7.3 to 7.6 percent of the QJB over the 

sane period, iiqplying that all other forms of noninterest, civilian spending 

have been squeezed down remarkably, from 7.8 to 5.8 percent of (3^. 

Although Gramm-Rudman (GRH) has helped a little in ioposing discipline and 

reducing the deficit, it has also done a great deal of harm. The proliferation 

of ginnicks that it has spawned has destroyed the integrity of the budget 

process, and reduced, from already low levels, the confidence of investors and 
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the ocdinacy jxjblic In w»«Mngton policy mak«cs. When t««l deficit ceducin9 

•cticn* have been enacted, thelc design ha« often been dlitocted to naxiaize 

their Inpaet on the ihort-run ca»h flow deficit and their effect on lcn9-tera 

cconoaic efficiency or equity ic considered only a* an afterthought. Tax 

policy especially, has becone a ntmbers gam  in which aeeting an artificial 

revenue target takes precedence over aore iaportant, longer run considerations. 

I strongly believe that for these reasons Gram- Ructaan should be repealed. 

I, therefore, applaud this aspect of H.R. 3929. 

I Bight not reach that conclusion If we had not already aade progress en 

the deficit. In the early 1980s, the situation was truly frightening, and 

there was soee danger that the public debt and Interest costs would soar out of 

control. But alnost liaedlately, corrective actions began with TETBA of 1982, 

the gas and social security tax increases of 1983, and DEFM In 1964, all of 

which restrained an otherwise growing deficit and all of which were passed 

before GKH. 

As we look ahead to the 1990s, a substantial peace dividend and the slowing 

growth of the elderly pofulation should ease spending pressures coofiared to 

those existing In the 1980s. Deficit reduction should still be given highest 

priority, but not to the total exclusion of other considerations. 

I think that the pay-as-you-go philosophy embodied in a.R. 3929 provides a 

useful way of thinking about how to approach the task of deficit reduction 

initially, but I would not enshrine it in legislation. The Congress badly 

needs to regain the self-confidence that would allow it to approach the txidget 

using cooraon sense rather than mechanical rules. Mechanical rules often 

provide a good starting place for negotiations, but they always contain some 

iccatlonalltles. For exanple, H.R. 3929 considers pay-as-you-go rules over a 

five-year tine horizon. That is too short a time horizon for evaluating some 

decisions, for example, those considering changes in social security benefits. 

Important options should not be ruled out just because they do not fit a 

mechanical rule very well. Even more In^rtant, If a set of mechanical rules 

does iapo&e  Irrationalities, or even if it simply looses more discipline than 

is thought wise by key players, there will ininediately be an attempt to 

manipulate the rules. This would not be a problem if nai^pulatlon were 

costless, but as we have seen from the operation of Grano-Rudman, manipulation 

has been very costly, first, because budget numbers are now so distorted that 

no one knows any longer what the true effects of fiscal policy are, and second, 

because some of the manipulation has Imposed significant costs on taxpayers, 

e.g., forgoing high interest income and prepayment penalties in order to get 

loans prepaid early. 
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Moreover, the pay-«s-you-90 fonula is fairly coqplicated and if it is 

applied rigidly, many scorekeeping controversies uould arise. JUst 

administering these rules is time consuming, even if they are applied in good 

faith. But, as already implied, they probably would not be typically used in 

good faith. Biormous effort, time, and Intellectual ingenuity would be devoted 

to attempts to get around them. If that same tine, effort and intellectual 

ingenuity were applied to solving real problems, I cannot help but believe that 

we would be better off. While pay-as-you-go rules are certainly superior to 

Graimn-Rudman rules, I would, therefore, use them as an informal guide to action 

rather than as a rigid legislated prescription. Once the budget resolution was 

formulated in this manner, I do believe that the strengthening of points of 

order implied by H.R. 3929 combined with the earlier points of order contained 

in Graoin-Rudman would be useful in enforcing the budget resolution. One of the 

more useful rules in^sed by Graraa-Rudman was that requiring anendaents to the 

budget resolution and various spending and tax bills to be deficit neutral, and 

I would certainly retain that approach. 

I an essentially saying that it would be preferable to return to old 

approaches, strengthened with points of order, in the hope that that would also 

encourage a return to old budget mores. Although the 1974 budget process broke 

down in the mid-1980s, inducing the Congress to adopt GranD-Rudman in 

frustration, I always felt that it was not an inherently bad process and that 

indeed, it could be made to work effectively. However, the criticisms that it 

was too complex and cumbersome had much merit and were heard long before the 

mid-1980s. Ironically, all of the reforms since then have increased the 

complexity and cumbersome nature of the process. 

Going back to the old process would now represent a dramatic 

sinplification. I believe that it would result in a vast improvenent over the 

present approach, even if it happened to result in slightly less deficit 

reduction, and I do not believe that that would necessarily be the outccne. 

But there are ways of simplifying the old approach, so that it is less tine 

consuming. In a recent book, sponsored by former President Ford, Alan Abramson 

and I put forth a number of siiggestions for reform. He recommend that a Joint 

Budget Cconittee present the sane budget resolution to both houses of Congress, 

so that differences in conference would be less extrene and, it is hoped, could 

be resolved more quickly. Itiat resolution should contain fewer spending 

categories, so that less time is spent arguing over narrow budget functions 

early in the process. More, although not universal, use should be made of 

nulti-year resolutions where possible, and multi-year authorizations and 
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appcopclatlon* could alto b* us*d aoce often, especially (or govecment 

function* (uch a* tlw I«3, t)ie Bureau of engraving, the General Aecountin; 

Office, and many other goverment office* and bureau* that do aore or leu the 

(ane thin9 year after year. 

He al>o believe that the Preaident ehould be 9iv«n vre power in the 

pcoce**. temm  aay that thla would co^pllcaU and delay thin9*, but auniu 

have becooe a regular coaponent of the proce** and we would like to (ee thea 

start early. Me would give the President enhanced reclslon power and shift 

frco a concurrent to a joint budget resolution that he or ah* would either sign 

or veto, thus giving the President aore of a stake in enforcing the resolution. 

we do not believe that these suggestion* repreeent a panacea. TtMre i* no 

substitute for coomon sen*e laced with a strong dose of political will. A 

highly conplex process unfortunately gets in the way of ccmaon sen**. 

But the current process is, as stated before, not the nain problen. Comn 

sense suggests that, at this time, budget policy nust i^nse some sacrifices on 

the American people. Therefore, they will not be enaaored with the result 

unless they can be persuaded that it is in the long-run interest* of the 

nation. 

The  irony is that the required sacrifice no longer seeas enonvius given a 

probable peace dividend and the past progress on the deficit. For example, if 

defense spending authority could be kept acre or less constant in nosiinal 

dollars; if the elderly, who have been treated so generously in this time of 

budget stringency, could be persuaded to have social security taxed as though 

it was a private pension; if some of the programs on President Bush's hit list 

could be finally terminated; and if overall tax burdens could be increased by a 

further 0.5 percent of GNP or by about 2.5 percent of the levels projected for 

1995, there would be room for restrained spending increases on high priority 

items and a modest unified budget surplus in the last half of the decade. 

Other packages, like Chairman Rostenkowski's somewhat more rapid deficit 

reduction, could, of course, be considered, but my main point is that we are 

not talking about extreme austerity. 

In conclusion, I do believe that the pay-as-you-go approach is superior to 

Gramn-Rudman's approach, but It is still very ccnplicated. Ihat makes its 

administration time consuming and subject to manipulation. I, therefore, 

conclude that It Is preferable as a guide to action rather than as a rigidly 

isfosed rule, and I would return to the 1974 process with its enforcement 

powers strengthened somewhat. I think that that would be enough to make it 

superior to the current approach, but there are a variety of ways that it could 

be simplified and that also should be considered. 
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Chairman DERRICK. Thank you. 
Let me ask you something. Suppose we do away with the Ways 

and Means Committee, do away with the Appropriations Commit- 
tee. 

Mrs. MARTIN. Finally a good idea. 
Chairmein DERRICK. DO away with the Budget Committee. 
Mrs. MARTIN. A better one. 
Chairman DERRICK. And have one committee, call it what you 

want, who comes forth with a budget. It comes on the floor and has 
priority over everything else. You debate it, deal with it, pass it 
out, send it over to the Senate. What is wrong with that? 

Dr. PENNER. I think that is a wonderful idea. Indeed, we had 
something very similar to that before the Civil War. I don't want to 
claim to be a scholarly historian of the process, but as I understand 
it, before the Civil War, the Ways and Means Committee truly con- 
trolled both ways and means. It did the spending, and the revenue 
raising. After the Civil War, the appropriations function was spun 
off. 

From what I have read, it seemed almost a casual decision to 
split up the committee members of the Ways and Means Commit- 
tee at the time felt enormously overburdened during the Recon- 
struction period and so they created a separate appropriations 
function, so that the work load could be shared. 

The main reason I liked the 1974 process is, as Henry Aaron 
said, it did provide a place for considering spending and revenues 
together. If you could have one committee that would do that, I 
would love it. You could do away with the authorization commit- 
tees as well. 

Chairman DERRICK. Well, I don't think you could do away with 
the authorization committees, but you know, I do think that makes 
a tremendous amount of sense. It always has. Of course, it is laugh- 
able to think we could get it through. But as I have always per- 
ceived it, if the Appropriations Committee particularly, and the 
Ways and Means Committee to some degree, were doing in the 
early 1970's what they were originally charged with, and that is 
the big picture—especially the Appropriations Committee—I don't 
think we would have needed the Budget Committee. 

Dr. PENNER. I think that is exactly right. 
Chairman DERRICK. If you want to carry that one step further, 

how can you sensibly make a decision on spending if you at the 
same time can't make that decision on revenue? But that doesn't 
have a lot to do with what we're teilking about here this morning. 

Dr. PENNER. Frankly, I think it has everything to do with it. If I 
had thought that that was even remotely practical, I think I might 
have come here and advocated it. I guess the way I read the poli- 
tics, that will take a while to do. 

Chairman DERRICK. SO what I have gotten out of the hearing yes- 
terday to a large degree, what you three gentlemen have said, you 
think that H.R. 3929 is a pretty good bill, but the reason you tlunk 
so is because it has less leverage, it is less offensive to the process. 
That most of you, if you are just downright honest about it, you 
think we would do away with Gramm-Rudman, all that stuff, and 
let it take—I realize you didn't say that. 
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Dr. PENNER. I certainly wanted to say that we should do away 
with the sequestration part of Gramm-Rudman. There are certain 
points of order in Gramm-Rudman that we should keep, however. 

Chairman DERRICK. I think for a practical matter, we have done 
away with that. 

Dr. PENNER. Well, Mrs. Martin made the point that we have 
never really used sequestration. There was a little one legislated in 
1984 and a trivial one last year, but I don't think that the fact that 
it has not been used in a serious way means it has not had a bad 
result. It seems to me you have a very severe punishment for not 
meeting the deficit target on paper. The punishment is this horri- 
ble thing called sequestration. The punishment is really more 
severe than the crime. 

The wonderful thing about Gramm-Rudman is you just have to 
forecast that you will hit the target. You don't actually have to do 
it. If you don't make the forecast, you are confronted by this huge 
penalty. It is as though we passed the death penalty for shoplifting. 
You wouldn't see many people arrested for shoplifting any more. 
You would rather see a dishonest approach to enforcing that law. 

This spectre of sequestration is what really pressures the system 
into outright lying. I agree strongly with Mrs. Martin's other point 
that there have been budget gimmicks as long as there have been 
budgets. There have been rosy assumptions and all of those things. 
But I strongly believe that since the passage of Gramm-Rudman, 
we have crosaed the line from what I would call fibbing in order to 
expedite a difficult process, into outright lying. 

Chairman DERRICK. The reason we are here, as I understand it, 
is that the lie that we will need for this current budget is, believe 
it or not, even larger than we can come up with. It scares us. We 
are in it so big, it is so big, we are scared to deal with it. It has 
even gotten too big for the Congress. 

Mr. Wheat? 
Mr. WHEAT. At least the bill would require more imagination in 

the upcoming years. 
I don't really have any questions. I have gotten the same sense 

that Butler has, the chairman has, from the hearings. I appreciate 
all three of you gentleman testifying today. 

We do have a distortion of what ought to be our process, it seems 
clear to me. We talk about political reality. Whether it is having a 
super-committee—call it what you may, super-budget. Energy and 
Commerce—that that is not likely. It is not likely we are going to 
have a joint House-Senate committee to introduce a budget, as Dr. 
Penner suggested. It may not be likely that we are going to make 
any significant reform in the budget process inasmuch as this is 
still the same Congress that peissed Gramm-Rudman, that has cre- 
ated the distortions to begin with. 

Chairman DERRICK. Let me just say this: You know, you get back 
to my original thought on thas thing. I think that in my kind of 
micro-way, that is what we tried to do with reconciliation. I think 
that that is proof of what I am talking about here. 

Dr. PENNER. Well, reconciliation typically focuses on entitle- 
ments and tax laws. 
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Chairman DERRICK. It is supposed to. It went a lot further. You 
know, here for several years, that was the only ball game in 
town—reconciliation, and the CR. I think CR is the same thing. 

But anyway, go eihead. 
Dr. PENNER. I was going to make the point, in reference to your 

earlier statement, that there is a sense in which we are moving 
back to the old fashioned approach in that Ways and Means and 
Senate Finance are commanding control over a larger and larger 
portion of the total spending emd the budget, because of their role 
in social security, welfare, and so on. 

But I don't think that necessarily improves things. Some political 
scientists—notably John Ck>gan—have argued that that has really 
biased our system in the direction of reljdng very heavily on pay- 
roll taxes, because payroll taxes finance the spending programs of 
Ways and Means largely. So, for that reason, they give them pref- 
erence over regular income taxes. 

I am not sure that that is true, but it is something to worry 
about, given the current situation. 

Chairman DERRICK. Mrs. Martin? 
Mrs. MARTIN. I suspect I may be coming to a slightly different 

conclusion. I wonder if we are reaching a point where it is just too 
big. You know, you talk about—what we are talking about to some 
degree, are management tools. We can blame Gramm-Rudman, or 
talk about a super-committee. All of those may be nice ideas, good 
ideas, concentrate on the process, but if you really think around 
here, the push is to there will be a certain amount you spend, how 
you raise it. We can all argue. 

I wonder—and we have no model, it is not as if we have an econ- 
ometric or socio-political model. It is just so big. 

It is just too big to manage from—as a Member of Congress, all 
the programs, all the officers, all the time you do, good hearted, 
good, well meaning, extraordinarily bright people. It is just too big. 

It is getting so big that none of us, if anybody admitted publicly 
they are really looking at programs to see if they work, really can 
do the trail—even the paper trails, if you didn t want to look at 
substance, but just the money. 

Dr. PENNER. It is not only big, it is very complicated. Ordinary 
folks have asked me, how much would Rostenkowski's COLA freeze 
cost me? 

To answer, I would have to ask a large number of questions re- 
garding their personal finances and time of retirement and I would 
have to forecast the inflation rate. It is just very hard to answer 
very simple questions about matters that citizens have some right 
to understand. We have just made our laws very, very complicated. 

But on the other hand, I do have to say, having worked here 
almost 4 years, that it would not be that hard to improve the msui- 
agement of the place quite considerably. I was always struck, 
frankly, with how much time Members are forced to waste. There 
is no other way to put it. 

Mrs. MARTIN. Although, for a minute, Rudy—I have noted some- 
times, what others define as waste are life blood to the Members. 

Dr. PENNER. Well, we could talk about that at length. 
Chairman DERRICK. We will have hearings next month on that. 
Mrs. MARTIN. I have my own suggestions on waste. 
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I was saying to our chairman early on that probably one of the 
great pleasures of your life was not facing Butler and me on a r^- 
ular basis on the Budget Committee. 

Chairman DERRICK. Thank you very much, Rudy. 
I want to thank all of you very much. It was excellent testimony. 

I think it is really going to have an impact. I think we are really 
going to do something. 

Thank you very much. 
[Whereupon, at 11:10 a.m., the subcommittee was adjourned sub- 

ject to the call of the Chair.] 
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The subcommittee met, pursuant to call, at 9:30 a.m., in 
room H-313, the Capitol, Hon. Butler Derrick (chairman of the 
subcommittee) presiding. 

Present: Representatives Derrick, Wheat and Martin. 

OPENING STATEMENT OF HON. BUTLER DERRICK, CHAIRMAN OF 
THE SUBCOMMITTEE ON THE LEGISLATIVE PROCESS 

Chairman DERRICK. Come to order. 
This morning we continue our hearings on H.R. 3929, the Budget 

Process Reform Act of 1990. We will receive testimony from three 
Federal agencies with special responsibilities in the budget process. 
We will al89 hear from a very distinguished outside expert, Dr. 
Alice Rivlin, former Director of the Congressional Budget Office. 

We are delighted that she could join us today and look forward 
to hearing from all of you. 

Mr. William Diefenderfer, have a seat, and I will yield to my col- 
league. 

OPENING STATEMENT OF HON. LYNN MARTIN, RANKING MINORI- 
TY MEMBER OF THE SUBCOMMITTEE ON THE LEGISLATIVE 
PROCESS 
Mrs. MARTIN. Mr. Chairmein, I would like to briefly commend 

you for convening this second round of hearings on the budget 
process, and reiterate my hope that we will consider other propos- 
als before we complete our work. 

In that regard, I would like to thank our first witness, Bill Die- 
fenderfer of 0MB for the administration's warm support for H.R. 
3271, the enhanced rescission bill, which I managed to work out— 
not really, it is a whole group of people, Congressmen Tauke, 
Penny, Craig and Senator Coats, and I would like to welcome the 
other witnesses today, Comptroller General, Mr. Bowsher, and, of 
course, the former Director of the CBO, Mr. Reischauer and Dr. 
Rivlin. 

I regret that a previous commitment won't let me stay for all of 
the hearing, and it is a very serious one, but I will be reading all of 
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your statements and I want to apologize in advance for having to 
leave for this. 

Finally, Mr. Chairman, I ask unanimous consent to enter into 
the hearing record an article by Mr. Daniel Mitchell, published in 
this Spring's issue of the Heritage Foundation publication, Policy 
Review. 

The article is entitled, "The Grim Truth About Gramm- 
Rudman," and demonstrates in Mitchell's words that "Gramm- 
Rudman has been a spectacular success." Whereas Federal spend- 
ing in inflation-adjusted dollars grew at an annual rate of 3.6 per- 
cent in the 1970's and 4 percent in 1980 and 1985. "Since Gramm- 
Rudman the real growth of Federal spending has fallen to 1.4 per- 
cent annually, well below the growth of the national economy." 

I look forward to this hearing. 
[The article referred to by Mrs. Martin follows:] 
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THE GRIM TRUTH ABOUT GRAMM-RUDMAN 

The Deficit Law Is 'V^b^king 

DANIEL J. MITCHEIX 

Mo.. «t Washington budget "expertf' nuke fun of the 
Gramm-Rudnuui-HoUingi Balanced Budget Act. The 
chairmen of the budget conunitleet in the Houtc and 
Senate. Representative Leon Panetta (D-Cal.) and 
Senator James Sasacr (D-Tenn.). have introduced le^ 
bdon to repeal the law. Senator £me«t HoUingi <D- 
S.C.) has openly disassociated himself from the 
legislation he co-sponsored. Newspaper articles routinely 
assert that Gramm-Rudman has &iled because the deficit 
at the end of each fiscal year has always exceeded the 
Cramm-Rudman target. 

But Cramm-Rudman has been a ^>ectacular succci*. 
Indeed, the Washington establishment vrants to repeal 
Ciamm-Rudman btcauM it has worked. Federal spending 
(in inflation-adjusted dollars) grew by 3.6 percent an- 
nually in the 1970s, and by 4 percent a year between 
1980 and 1985. Snce Granun-Rudman was enacted in 
1985, the real growth of federal spending has fallen to 
1.4 percent annually, well below the growth of the na- 
tional economy. 

Gramm-Rudman's automatic spending control 
mechanism, kno%m as sequestration, has radically altered 
the dynamics of the budget process. If Congress £uls to 
produce a budget that meets Cramm-Rudman deficit 
targets, sequestration automatically reduces spending to 
the legally required leveL As a result, Congreu's ability 
to increase spending has been sharply curtailed. Legis- 
lators must either raise taxes to pay for new programs. 
as happened tn the case of catastrophic care, or find 
spending ofifsets, as with child<are and anti-drug fiind- 
ing. The eventual repeal of the catastrophic care pro- 
gram showed that beneficiaries of government spending 
are much less enthusiastic if they have to pay for the 
program, and the internecine warfare in the Democratic 
Party over child<are shows of&ets are not that easy to 
agree upon either. 

None of this would have happened without Gramm- 
Rudman. More generally, Gramm-Rudman has given 
President Bush the leverage he needs to fulfill his 
{MTomise of deficit reduction without a tax increase. So 
long as the president is prepared to veto any tax increase. 
Congress has litde choice but to enact an acceptable 

budget Should they foil to do so, the preiidenc can 
simply aUow sequestradon to occur automaticaUy. 

Lniadun't Graram Reaper 
President Reagan, for all his anti-government 

rhetoric, was unable to keep spending growth under 
control before Gramn>-Rudman was enacted in 1985. 
The five years since Gramm-Rudman became law are a 
different story. The growth of federal spending has been 
significantly stowed compared with the first half of the 
iseos. 

As shown in Table 1, federal spending increased by 
an average of more than 9.9 percent annually between 
1980 and 1985. Since Giamm-Rudman was adopted, 
however, annual spending increases ^ve averaged about 
4.8 percent 

After adjusting for inflation, the impact of Granuo- 
Rudman is even more itriking. Federal ipending in real 
terms grew three times futer before Gramm-Rudman 
than it has since Cramm-Rudman. Tabk t repeats the 
exercise in Tabia 1 with the budget numbers in infia* 
ticm-adjusted 1982 dollars. 

What is more important, Gramm-Rudman has helped 
reduce the size of government relative to the size of the 
productive sector of the economy. In every year but one 
between 1980 and 1985, government spending as a per> 
centage of GNP was higher than it was the year before, 
%nth political control over the economy increasing by an 
average of .36 percentage points annually. On the other 
hand, as Tabk S points out, government spending as a 
percentage of CNP has declined by an average oi .42 
percentage points each year since Gramm-Ruthnan was 
adopted. 

Deficit SlMbed 
Cramm-Rudman has also reduced the deficit In four 

of the five years before Cramm-Rudman. the deficit 

DANIEL J. MITCHELL, formtriy an teonomist on tht ilaff nf 
Stnatar Bob Paekwood (R-On^on), is tht John M. Olin imior 
faUow tn poiitical economy at 77w Hmt^ Foundation. 
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increased. Since Ckunm-Rudman vvai enacted, however. 
the deficit hai £dlen three of the pan five yean (Tabk 
4). Unng a more ecoooaucaUy relevant measure, the 
deficit ai a percentage of C^*fP increased in three of the 
five yean before Gramm^udman. Since the law wai 
enacted, however, the deficit as a percen tage of CNP has 
fidlen every year. JDepeoding on how the economy per- 
forms this year, the d^cit could &J1 below 2.4 percent 
of GNP for only the second time since 1974. 

A better way to illustrate how Gnunm-Rudman has 
reduced the deficit is to compare actual performance in 
1969 and 1990 with deficit projections by the Congres- 
sional Budget OfEce (CBO) iv/onr Gramm-Rudman was 
enacted. In 1985, CBO esdmated that the deficit in 1989 
would be S272 billion and consume 5.2 percent of GNP. 
Things were supposed to get even worse in 1990, with 
the deficit climbing to $296 billion and 5.S percent of 
CNP. In reality, Gramm-Rudman became law and the 
1989 deficit was $152 biUion, «120 biUion below the 
Congressional Budget Office estimate. The 1990 deficit 
is not known yet, but if the current estimate of $123.8 
biUt<Mi is even close, the deficit easily will be less than 
half die amount CBO had projected. The deficit as a 
percentage of GNP will also be well below the CBO 

TwoLoopbolea 
Actual deficiu at the end of each fiscal year have 

consistently exceeded the Cnunm-Rudman target The 
deficit in 1989 was S152 billion, $16 biUion above the 
$136 billion target. The administradon projecU that the 
1990 budget deficit will be $123 billion. $23 billion over 
target 

This overshooting of the target results fi-om two 
loopholes in the law, but it does not mean that Gramm- 
Rudman has failed. Loophole number one is that 
Gramm-Rudman does not require that the actual deficit 
equal the deficit target Instead, it mandates that the 

TaMal 

Annual Spending Increases During the 19608 

Spending Annual 
Year (SbiUlone) Gn>wth% 
1980 590.9 _ 
1981 678.2 14.8 Five Year 
1982 745.7 10.0 Average 
1983 808.3 8.4 Qrowtti- 
1984 851.8 5.4 9.9 percent 
1985 946.3 11.1 

1986 990.3 4.6 Five Year 
1987 1003.8 1.4 Average 
1988 1064.0 6.0 Growth- 
1989 1142.6 7.4 4.8 pen»nt 
1990- 1197.2 4.8 

Source: Budgft of tfw Unttad Stitot Ooti«m/nsnt 

^rajwiKf deficit as (^October 15, two weeks mto the new 
fiscal year, be no more than $10 billion over the taiget 

If it turns out that the economic assumpdons under* 
lyii^ the deficit {xojection are too optimistic, the actual 

Gramm-Rudman has given 
President Bush the leverage 
he needs to fulfill his promise 
of deHcit reduction without a 
tax increase. 

deficit will be higher than the target Congress under- 
stands this relationship, which is why, despite constant 
comi^aints about excessively optimistic economic a» 
sumptions from the White House, legislators adopt the 
administration's forecast More optimistic economic a» 
sumptions mean less spending restraint is needed to 
bring the projected deficit within $10 billion of the target 
(primarily because a stronger economy generates more 
tax revenue). If the economy's performance turns out 
to be less robust than projected, there u no way to force 
Congress to adjust spending totals after the October 15 
sequester deadline. 

The second loophole is that once October 15 has 
come and gone Congress can increase ^xnding for that 
fiscal year without triggering a sequester. The only sig* 
nificant barrier that stands in the way of adding to the 
budget after October 15 is the 6(>vote point of order in 
the Senate. Unformnatety, the big-ipenders in Congress 
are quite adept at using clever combinations of pork-bar* 
rel projects and fiinding of "emergency" needs such as 
programs for homelessness and drugs, and often get the 
60 votes they need. What is the result? Every dollar of 
added spending after October 15 causes the actual deficit 
to be thst much higher than the deficit target 

Sdll Some GiinmkJu 
Another weakness of Gramm-Rudman is that it has 

encouraged a certain amount of budgetary sleight of 
hand. Congress, often in cooperation with the ad- 
ministration, has shifted government paydays and 
Medicare and form price support payment dates 6-c»n 
one fiscal year to another. Last year. Congreu took die 
postal service off budget so it could no longer be counted 
in the deficit calculation, allowing Congress to claim a 
"saving" of $ 1.7 billion, even though the Treasury Depart- 
ment must borrow just as much money. To add insult to 
injury, once the postal service was off budget and its 
spending no longer counted. Congress added a provision 
requiring the postal service to make a one-lime $400 
million payment to an on-budget part of the govent- 
ment thereby creating the illusion of an additional $400 
million of deficit reduction. The £um credit system was 
also taken off buffet a move that generated another 
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$400 miUion of phony iwingt. 
Obviously. Grvnm-Rudman U not perfect. But 

government ipending uilj deficiti are lower dun they 
would hwe been in Ifae abience of the taw. 

New PolUcal Dynamics 
Before Crunm-Rudnun, Ihe proponentt of higher 

Overshooting of the target 
results from two loopholes in 
the law, but does not mean 
that Gramm-Rudman has 
failed. 

spending had the upper hjmd. Since there wu no ob- 
jective limit on the dc6dt, they could enmct new spending 
programs and increase fiindiing for existing progmns 
with little difficulty. Republicans were often put in the 
poaition of then raising taxes because of concern over 
the defidL This pattern—Republicans raising taxes so 
Dcmocrau could nuse spending—did little to break the 
Democratic Party's lock on political power. 

By breaking with traditionaj Republicans and advocai* 
ing large tax cuts, Ronald Reagan wai able to capture 
the presidency and give Republicans control of the 
Senate. Unfortunately, this did not lead to the reductions 
in government spending to many had hoped would 
occur. Indeed, Reagan and the Republicans passed three 
large tax increases in 1982. 198S. and 1984. As was the 

Taw* 2 

Annual Spending Irx^-eases During the 1980t 
(constant 1982 dolan) 

Spending 
Year    ($ billionO 

Annual 
Qroiwth% 

1960      699.1 
1981       726.5 
1962 745.7 
1963 775.0 
1964 788.1 
1985      849.6 

3.9 
2.6 
3.9 
1.7 
7.8 

Five Year 
Average 
Growth. 
4.0 percent 

1986      867.5 
1967      857.8 
1988      879.6 
1969      907.1 
1990*     912.2 

2.1 
-1.1 
2.5 
3.1 
0.6 

Five Year 
Average 
Growth. 
1.4 percent 

*E«lmatt 

caie in d>e put, however, Iheie lax increuei were not 
used for deSctt reduction; they limply contritMited to the 
expansion of existing government programs. 

Cramm-Rudnum changed ail that in 1985. By putting 
a cap on each year's deficit, Cramm-Rudman also limited 
diat year's spending liecause legislators can spend no 
more tiuui the sum of projected revenues plus the deficit 
larget (including the SIO billion margin of error). The 
only way Congreu can increase spending beyond that 
level is either to increase revenues or the deficit target 
The hidden spending cap, however, is only half of 
Cramm-Rudman's secret. The real key to making 
Cramm-Rudman work is no tax incnaut If the prohilis- 
tion on tax increases ends, the spending cap become* 
meaningless. President Bush seems to understand this 
point, surprising many with Ihe strength of his commifr 
ment to battle higher taxes. The administration's strong 
stand against taxes is probably one reason Democrats are 
so anxious lo repeal Cramm-Rudman. Fortunately, Press- 
denl Bush would almost certainly veto any effort to undo 
Cramm-Rudman. 

Understanding this one-to-one relationship twtween 
higher taxes and higher spending also exposes the tiig 
lie used by proponents of higher taxes. Almost evciy 
proposal to increase the tax burden on America is 
wrapped in pious claims that the additional tax revenue 
will t>e used to reduce the defidL Yet, so long as Cramm- 
Rudman is Che law of the land, every dollar of higher 
taxes will mean an additional dollar of higher spending. 
Simply suted, the deficit is already set by law; the only 
effect of higher taxes would be to allow Congress the 
freedom to meet that deficit target at a higher level of 
spending. 

AdjiMtments for Social Security 
The issue of deficit reduction has been conhised by 

claims that the Social Security "surplus" is masking the 

TaU«3 

Federal Government Spending 
as a Percentage o< GNP 

Spending 
Year    (%olGNP)   Change  
1980 
1961 
1982 
1983 
1984 
1985 

1986 
1967 
1968 
1989 
1990 

22.1 
22.7 +0.6 
23.8 +1.1 
24.3 +0.5 
23.1 -1.2 
23.9 +0.8 

23.7 
22.7 
22.2 
222 
21.8 

-0.2 
-1.0 
-0.5 

-0.4 

Five year 
Average 
Growth - 
+0.36 percentage 

points 

Five year 
Average 
Shrinkage • 
-0.42 percentage 

points 

Soufcs: Budget ot Vm UrVtatf Slsiss Oovm/mnl 
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mw aze of the de5dL It ii true that Social Security tax 
revenuei are exceeding Social Security outlayi. The 
deficit, however, ii suppgied to meaiure how much 
money government will borrow from private credit 
marketi. As such, all government spending and taxes, 
including Social Security, should be included. Any other 
measurement would deUbcratety misrepresent the true 
extent of government borrowing. The Social Security 
system belongs in the unified budget 

Some say that Social Security is special because the 
1077 ud 1983 tax increases were specifically enacted to 
build a reserve that could be used to pay for the baby 
boom's retirement, so we would not have to rely on a 
"pay^fryou-go' system. Perhaps that is how the tax in- 
creases were Justified, but it is not how the Social Security 
system actually works. In years that Social Security tax 
revenues exceed outlays, the Social Security system ex- 
changes its excess cash with the Treasury for U.S. govern- 
ment bonds (lOUs), which are deposited in the Trust 
Fund. When Social Security outlays begin to exceed 
revenues early next century, the Trust Fund will redeem 
ttose bonds to get the cash needed to pay retirement 
benefits. The relevant question, of course, is where does 
the Treasury get the cash with which to redeem the 
bonds? The government will have either to raise taxes, 
reduce benefits, or iuue new debt, Just as would be the 
case with a pay^s-you-go system. 

Recent proposals to reduce the burden of payroll 
taxes have led to some concern that a large tax cut could 
undermine Gramm-Rudman. If the price of a payroll tax 
cut were repeal of Gramm-Rudman, the long-term fiscal 
policy impact would probably be negative. Fortunately, 
this need not be the case. If Congreu is unwilling to 
come up with spending reductions to o£Fset the revenue 
lOH, the yearly deficit targets could be adjusted to ac- 

TtM«4 

Deficits During the 19808 

06<lclt Oeflcfl 
Y«ar (S unions) (% 0) QNP) 
1980 73.6 2.8 
1961 78.9 2.6 
1982 127.9 4.1 
1983 207.6 6.3 
1964 185.3 5.0 
1965 212.3 5.4 

1986 221.2 5.3 
1967 149.7 3.4 
1966 155.1 3.2 
1989 152.0 2.9 
1990 123.8 2.3 

3eun»: Budgmt of tfM (MM SlslM Oovmivmnt. 
HiUaricalTttlm 

count for the lower levels of tax revenue, as Senator 
Kasten (R-Wisc.) has proposed in his bill to lower payroll 

The 1990 deficit will be less 
than half what the 
Congressional Budget Office 
projected in 1985. 

taxes. If taxes are lowered and the deficit targets are 
changed, the economy wmild benefit fi-om a permanent 
ly lower level of taxes and spending in exchange for a 
temporarily lugher deficit 

Buah*t Opportunity 
In light of Gramm-Rudman's success, an interesting 

quesdon is why politicians allowed it to become law. 
Public Choice theory tells us that politicians and 
bureaucrats will instinctively resist policies that limit the 
size and scope of their power. Yet Gramm-Rudman, 
which has succeeded in arresting the size of government 
where other efiforts foiled, only became law because it 
received support fi-om a majority of both the House and 
the Senate and was signed into law by President Reagan. 
Many lawmakers probably supported Gramm-Rudman 
because they feared voters would hold them accountable 
for voting against a measive designed to reduce the 
deficit Others probably figured the law wouldn't work 
and it would be immediately repealed. Still others may 
have felt genuinely concerned that the rising burden of 
deficit spending, left unchecked, would wreak havoc with 
our economy. If so, this is an example of sound policy 
triumphing over political self-interest and the lust for 
power. 

Whatever the source and reason, the passage of 
Gramm-Rudman marked a turning point in the battle 
of the budget With the right strategy—refiisal to capitu- 
late on taxes and willingness to use the sequester if 
necessary—President Bush can accomplish more to 
bring spending under control than his predecessor ever 
did (though not for lack of trying). The rewards of diis 
policy—higher economic growth, additional job crea- 
tion, and a more competitive America—would come 
about as government's control over the nation's resour- 
ces diminished. 

Indeed, the only shortcoming is that Gramm-Rudman 
will end in 1995. While there is always a possibility that 
pc^tidans vntl "slip" the targets again and extend the 
balanced budget goal back a year or two, at some point 
Gramm-Rudman will accomplish iu goal of balancing 
the budget Then, conservatives need to be ready with 
tax-cut proposals, accompanied by new deficit-reducticm 
requirements. Gramm-Rudman has succeeded in reduc- 
ing the relative size of government, but only constant 
vigilance will keep Leviathan under control. S 
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Chairman. DERRICK. Mr. Wheat. 
Mr. WHEAT. I have no opening statement. 
Chairman. DERRICK. We would be glad to put your entire state- 

ment in the record if you wish to summarize. 

STATEMENT OF WILLIAM DIEFENDERFER, DEPUTY DIRECTOR, 
OFFICE OF MANAGEMENT AND BUDGET 

Mr. DiEFENDERFER. I have about three pages double spaced, 
which I would like to speak, and the balance of this statement, 
which is a more in-depth statement of the summary, and I appreci- 
ate you putting that in the record. 

First, Chairman Derrick and Ranking Minority Member Martin, 
Mr. Wheat, it is a pleasure to appear before you today to testify 
about Federal budget process reform issues. 

Over the past year, certain weaknesses in the current budget 
process have been recognized and the Administration has support- 
ed the following specific changes: 

GRAMM-RUDMAN-HOLUNGS REFORM 

While the law has many flaws, the threat of sequester does pro- 
vide a measure of discipline on the process. We would like to see 
the law strengthened by including a second sequester during the 
fiscal year. ITiis would close the principle loophole in Gramm- 
Rudman-Hollings, which is that spending increases and revenue re- 
ductions enacted after October 15 do not count against the deficit 
target and do not trigger a sequester. 

LEGISLATIVE UNE-ITEM VETO 

Congresswoman Martin introduced this in the House. President 
Bush strongly supports a form of enhanced rescission authority 
that has been called "legislative line-item veto." This form of veto 
authority would provide the President vdth a realistic option to dis- 
approve special interest items, while preserving the right of Con- 
gress to overturn his veto by a vote on each veto. 

JOINT BUDGET RESOLUTION 

The annual budget resolution should be converted from a concur- 
rent resolution, which does not need the President's approval, to a 
joint resolution, which does. This would ensure that budget negoti- 
ations, simLl£u- to those leading to the Bipartisan Budget Agree- 
ments of recent years, would occur early in the process rather than 
later. 

BIENNIAL BUDGETING 

The budget process should cover two years. Biennial budgeting 
would free time for both Congress and the executive to pursue im- 
proved program memagement and evaluation. 

SUPPLEMENTAL APPROPRIATIONS RESTRAINTS 

Formal procedures are needed to ensure restraint in the use of 
supplemental appropriations. Supplementals have the potential to 



188 

undermine any discipline exercised during the r^ular appropria- 
tions process. 

I might note here, parenthetically, that over the last 2 years, we 
have had some cooperation of significance, both with the House ap- 
propriators and the Senate appropriators in offsetting the cost of 
supplemental appropriations. 

In the area of credit reform, a credit subsidy is a method for the 
Government to achieve its policy objectives, just like the purchase 
of goods and services, transfer payments, and grants of other pro- 
grams. The administration has proposed a change in the treatment 
of credit programs that would result in measuring credit activity 
on an expenditure basis equivalent to other Federal spending. 

SOCIAL SECURITY INTEGRITY AND DEBT REDUCTION 

The administration has proposed legislation that would preserve 
the buildup of social security reserves, extend the Gramm-Rudman- 
Hollings requirement for a balanced budget, and reduce the Na- 
tion's publicly held debt. 

BALANCED BUDGET AMENDMENT 

While the Gramm-Rudman-HoUings' balanced budget law has 
brought some additional discipline to the process, it has not been 
enough. The President has called for a constitutional requirement 
to balance the budget in order to counter forces dememding higher 
spending for particular purposes. 

CONSTITUTIONAL LINE-ITEM VETO AUTHORITY 

The line-item veto is a tool the President, as representative of 
the general interest, would use to curb the demands for more and 
more special interest spending. 

Under the current system, the President faces the choice of veto- 
ing an entire bill, which is usually not a realistic choice or propos- 
ing a rescission, which usually is ignored by Congress. 

Mr. Chairman, that ends my introductory remarks. The balance 
of my statement for the record is provided in a supplement. I 
would be pleased to respond to any questions you may have. 

[Mr. Diefenderfer's prepared statement follows:] 
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IWTRODOCTORY STATEMEHT 

PRESENTED BEFORE 
THE SUBCOmiTTEE ON LEGISLATIVE PROCESS 

OF THE HOUSE RITLES COMMITTEE 

WILLIAM M. DIEFENDERrER 
DEPUTY DIRECTOR, OFFICE OF MAHACEHEMT AND BUDGET 

APRIL 19, 1990 

Chalraan Derrick, Rankin9 Minority M«Bb«r Martin, and 
distingulshad Bcnbers of tha Subcomnlttaa on Laglslativa Procass, 
it la a plaaaura to appaar bafora you today to diacuas Fedaral 
budgat procaaa raform iaauaa. 

With your pemiaaion, I would Ilka to maka a faw suaaary 
pelnta and aak that ny atataaant and tha additional aatariala 
attached thereto be entered into the record. 

Over the past year certain weakneaaaa in the current budget 
process have been recognized and the Adainlstration has supported 
the following specific changes; 

Graaa)-Rudaan-Hollings Refom. While the law has aany flawa, 
til* threat of sequester does provide a aeasure of dlacipline on the 
process. We would like to see the law strengthened by including, 
a second sequester during the fiscal year. This would close the 
principle loophole in G-R-H, which is that spending increases and 
revenue reductions enacted after October 15 do not count against 
the deficit target and do not trigger a sequester. 

Legislative Line-item Veto. President Bush strongly supports 
a fona of enhanced rescission authority that has been called 
"legislative line-item veto." This form of veto authority would 
provide the President with a realistic option to disapprove special 
interest items, while preserving the right of Congress to overturn 
his veto by a vote on each veto. 

Joint Budget Resolution. The annual budget resolution should 
be converted from a concurrent resolution, which does not need the 
President's approval, to a joint resolution, which does. This 
would ensure that budget negotiations, •imilar to those leading to 
the Bipartisan Budget Agreements of recent years, would occur early 
in the process. 

Biennial Budgeting. The budget process should cover 2 years. 
Biennial budgeting would free time for both Congress and the 
executive to pursue improved program management. 

Supplemental ADpropriatlons Restraints. Formal procedures are 
needed to ensure restraint in the use of supplemental 
appropriations. Supplementals have the potential to undermine any 
discipline exercised during the regular appropriations process. 

Credit Reform. A credit subsidy is a method for the 
Government to achieve its policy objectives, just like the purchase 
of goods and services, transfer payments, and grants of other 
programs. The Administration has proposed a change in the 
treatment of credit programs that would result in measuring credit 
activity on an expenditure basis equivalent to other Federal 
spending. 

SSSial Security Integrity and  Debt Reduction.    nie 
Administration has proposed legislation that would preserve the 
build up of social security reserves, extend the G-R-H requirement 
for a balanced budget, and reduce the Nation's publicly held debt. 

36-932 0-91 — 7 
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Balanced Budget Amendment. While the GranD-Rudman-HolllngB 
balanced budget lav has brought some additional discipline to the 
process, it has not been enough. The President has called for a 
constitutional requirement to balance the budget in order to 
counter forces demanding higher spending for particular purposes. 

Constitutional Line-item Veto Authority. The line-item veto 
is a tool the President, as representative of the general interest, 
would use to curb the demands for more and more special interest 
spending. Under the current system, the President faces the choice 
of vetoing an entire bill, which is usually not a realistic choice 
or proposing a rescission, which usually is ignored by Congress. 

Mr. Chairman, that ends my introductory remarks. The balance 
of my statement for the record is provided in a supplement. I 
would be pleased to respond to any questions you may have. 

ATTACHMENT FOR THE RECORD 

Crjunn-Thidnan-HQlllnas Reform 

The question of repealing or modifying Gramn-Rudman-Hollings, 
or replacing it with a pay-as-you-go or other deficit reduction 
process has been raised. While the existing law has many flaws, 
the threat of sequester does provide a measure of discipline on the 
process. Some proposed substitutes for Gramn-Rudman-Hollings would 
rely on more stringent parliamentary rules. While stronger rules 
may be appropriate in some cases, they can be bypassed relatively 
easily. We believe G-R-H should be strengthened and continued 
beyond FY 1993. 

In discussing the need to restrain supplemental 
appropriations, I alluded to the principal loophole in Gramm- 
Rudman-Hollings, which is that spending increases and revenue 
reductions enacted after October 15 do not count against the 
deficit target and do not trigger a sequester. We would like to 
see the law modified to include a second sequester trigger date, 
preferably early in the calendar year. Any deficit effect of new 
policy actions would be added to the calculation, as would the 
effects of updated economic and technical assumptions. If the new 
sequester calculation were above the trigger point, a sequester 
would be imposed or the original sequester would be increased. 

We also think it should be more difficult for Congress to 
restore sequester savings once they are achieved. Under the 
current procedures, it is relatively painless for Congress to fail 
to meet the deficit target and allow a sequester to be ordered in 
October, then cancel the sequester later, with or without real 
budget savings to reduce the deficit. A requirement for a 
supermaj ority vote to cancel a sequester would have two beneficial 
effects: 

• It would create a stronger incentive to make the 
necessary reductions to avoid a sequester in the first 
place; and. 

Should a sequester occur, it would be more difficult for 
Congress to restore the savings achieved by that means. 

We think Gramm-Rudman-Hollings should be extended beyond FY 
1993, which is when the current law requires the budget to be 
balanced, to require balance for each year thereafter. 

Legislative Line-item Veto 

The current rescission authority is Ineffective, because 
rescission proposals can be killed by simple inaction on the part 
of Congress. Indeed, most of the rescissions proposed by 
Presidents over the 15 years since the passage of the Congressional 
Budget and Impoundment Control Act of 1974 have been killed without 
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a vot*. President Bush strongly supports a form of enhanced 
rescission authority that was proposed last year by Senators Coats 
and McCain and forty-one others, as S. 1S53. In the House, a 
conpanion bill was introduced by Representatives Tauke, Penny, 
Craig, and Martin, as H.R. 3271. It has been called "legislative 
line-item veto." This form of veto authority would provide the 
President with a realistic option to disapprove special interest 
items, while preserving the right of Congress to overturn his veto 
by vote on each rescission. 

Joint Budget Resolution 

The annual budget resolution should be converted from a 
concurrent resolution, which does not need the President's 
approval, to a joint resolution, which does. This would ensure 
that budget negotiations, similar to those leading to the 
Bipartisan Budget Agreements of recent years, would occur early in 
the process. This should result in less conflict later over 
individual appropriations bills, revenue measures, and spending 
measures included in reconciliation bills. 

Biennial Budgeting 

The budget process should cover 2 years. Biennial budgeting 
would free time for both Congress and the executive to pursue 
improved program management. Several approaches have been 
proposed. Ideally, a biennial process should result in 
appropriations for all of Government that cover each of two years. 
Short of that, something akin to the 1987 Bipartisan Budget 
Agreement, which resulted in agreement on targets for broad budget 
categories tor two years, would be helpful. If you recall, that 
agreement was reached too late in 1987 to affect the budget process 
for that year. That is why something like a joint budget 
resolution is needed to ensure that negotiations occur much 
earlier. However, the two-year coverage of the agreement did help 
the 1988 budget process go more smoothly. That year, for the first 
time in a long time, all thirteen of the appropriations bills were 
enacted by the beginning of the fiscal year. 

Supplemental Appropriations Restraint 

Formal procedures are needed to ensure restraint in the use 
of supplemental appropriations, supplementals have the potential 
to undermine any discipline exercised during the regular 
appropriations process. One of the bigger loopholes in Gramm- 
Rudman-Hollings is the ability to increase funding through 
supplementals, after the threat of sequester has passed. Under a 
biennial approach, restraining measures on supplementals would be 
•specially Important, because without them the system would be in 
danger of collapsing into ad hoc, "off-year" funding by 
supplementals. Clearly, va cannot eliminate supplementals 
altogether. There will always be a legitimate need to respond to 
dire emergencies and other unforseen events. However, we should 
have procedures requiring supplementals to meet a "dire emergency" 
standard. Also, there needs to be a rule that would either limit 
supplemental increases to amounts provided in a separate 
contingency allowance that would be reserved for funding 
emergencies outside of regular appropriations bills, or that would 
require that equal offsets to both budget authority and outlays be 
provided for in the legislation. The offset should apply 
automatically; that is, if a full offset is not provided for 
explicitly, then a uniform across-the-board reduction should be 
applied to discretionary accounts In the same appropriations act. 

Credit Reform 

He must reform the budgetary treatment of Federal credit 
programs. The Government's exposure in direct and guaranteed loans 
is approaching one trillion dollars. Credit programs generally 
provide assistance to worthy causes, but they Involve a risk of 
substantial future claims against the Government.  The subsidies 



192 

— direct and indirect — associated with credit programs are far 
nore extensive than many realize. A credit subsidy is a method for 
the Government to achieve its policy objectives, just like the 
purchase of goods and services, transfer payments, and grants of 
other programs. The Administration has proposed a change in the 
treatment of credit programs that would result in measuring credit 
activity on an expenditure basis equivalent to other Federal 
spending. Support for the basic principle of credit reform appears 
to be widespread in the House and Senate Budget Committees, Uie 
Congressional Budget Office, and the General Accounting Office. 

Social Securitv Integrity and Debt Reduction 

This brings me to the question of the treatment of social 
security. Demographic trends will increase the ratio of retirees 
to workers substantially early in the next century. In expectation 
of this change, policies have been adopted to run a surolus in the 
trust funds, so that members of the large "baby boom" generation 
can contribute to their retirement. In order to assure that 
resources are available to pay these benefits when they come due, 
the Nation must increase its investment and economic growth. In 
this context it is vital that the Federal budget be brought Into 
balance and that the Federal debt to the public be reduced. 

Budget surpluses are projected to develop beginning in FY 
1993. This is chiefly due to surpluses in social security. The 
non-social security part of the budget, taken by itself, would 
continue to produce deficits. Because social security trust fund 
balances are invested in U.S. government securities, some have 
argued they are "financing" part of the non-social security portion 
of the budget. This has led to proposals to remove social security 
from the calculation of the budget deficit or surplus tor purposes 
of Gramm-Kudman-Hollings, while continuing to require gradual 
reductions in the non-social security deficit. This approach has 
merit, and we have been discussing versions of it with various 
members of Congress. It would lead to surpluses in the unified 
budget as now calculated and a reduction in the publicly held 
national debt. 

However, we are concerned that if social security were taken 
out of the budget calculations altogether, there would be great 
temptation, given the existence of surpluses, to either increase 
current benefit payments or reduce social security taxes. Such 
changes would jeopardize the benefits of those who are working now 
and who will retire in the next century. On the other hand, if the 
unified budget is allowed to show a surplus because of the 
inclusion of social security, there will be great temptation to use 
the surplus for additional spending rather than to retire debt. 
The budget included a proposal, which we have called the "Social 
Security Integrity and Debt Reduction Act," which would have these 
key features: 

• The social security trust funds would be treated as they 
are now, with their reserve balances building up. 

Starting in FY 1993 with a phase-in period, an amount 
equal to the projected annual social security surplus 
would be paid by the Treasury into a new fund and used 
solely to retire outstanding publicly held debt. 

The G-R-H law would be extended beyond FY 1993 and would 
require the budget, including the payment to the new 
fund, to be balanced. 

• The required payment to the fund would be counted as an 
outlay and the budget would have to be balanced Including 
this outlay. 

Following this approach: 

The social security trust fund reserves would be 
protected and would continue to build up for the payment 
of future retirees. 
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• Th« budget would b* balanced without. In affact, ralylng 
on tha Boclal aacurity raaarvaa, and aoaa of tha national 
dabt would ba ratirad. 

• Thara would ba no unifiad budgat 'aurplua* availabla to 
craata a taaptation for additional apanding. 

Of couraa, thara aay ba othar waya to achiava thaaa goala. 
Ma ara willing to work with Congraaa to find a mtually accaptabla 
rafora in tha budgatary traataant of •oclal aacuxlty. 

Balanead Budgat Amandnant 

Ha naad a conatitutional raquirasant to balanca tha budgat. 
Aaandaanta to tha Constitution ahould ba undartakan only for tha 
Boat aarious raaaons. But thara ara aany indications that it is 
tima for fundaaantal changaa in our budgat procaaa. For tha firat 
100 yaara of our Nation's hiatory, wa obayad an unwrittan law that 
tha budgat ahould ba balanead axcapt in tiaa of war or daprassion. 
In tha laat 30 yaara tha Fadaral Covammant haa had only ona 
balanced budgat. Hhila tha CraBB-Rudaan-Hollings balanced budget 
law has brought soaa additional diaciplina to the process, it haa 
not been enough. In every year since the law was enacted since 
1915, the actual deficit haa been higher than the target deficit. 
The law had to ba ananded in 1987, largely to revise the targets 
and to postpone the achiavenent of a balanced budget. 

Obvioualy, the conatrainta inpoaed by C-R-H have been 
insufficient. One explanation for thia ia found in tha econoalc 
discipline known aa "public choice," which pointa to an inherent 
iabalanca between tha forcea deaanding higher spending for 
particular purposea and tha general interest in spending restraint. 
Without strong constrainta, thia iabalanca laada to ever-higher 
spending and chronic deficita. The aost inportant constraint 
needed is a constitutional raquireaent to balance the budget with 
safeguards against achieving balanca by raising taxes. 

LAna-itea Veto Authoritv 

The other fundaaantal change involving a conatitutional 
aaandaent is line-itea veto authority. Tha line-itea veto is a 
tool the President, aa representative of the general interest, 
would use to curb the deaands for acre and aora special Intereat 
spending. At praaant, if the President believes that an itea in 
an appropriations bill is not in the general interest, he is faced 
with tha choice of vetoing the entire bill or proposing a 
rasciaaion of the itea. Vetoing an entire bill, which often aeana 
disrupting the funding for billiona of dollars worth of prograas, 
because of one or two objectionable proviaiona, ia usually not a 
realistic choice. The rescission option usually doaan't work, 
because Congress can kill tha Prealdent's proposal siaply by 
ignoring it. The line-itea veto is a tool available to aost of the 
nation's Governors, who have used it successfully to reduce lower 
priority spending without unduly increasing their power at the 
expense of their States' legialative bodies. And, the President's 
authority to veto an itea in a bill, like his authority to veto an 
entire bill, would not be absolute. Itea vetoes also would be 
subject to override by the Congress. 

Conclusion 

The constitutional raforas should be pursued, but the 
aaandaent process is appropriately deaandlng and takea yaara. In 
the aeantiae, we need to work toward the significant improveaents 
that can be accomplished through legislation. A number of bills 
have been Introduced by members of Congress that include provisions 
consistent with changes the President propoaes. We look forward 
to working with the Congress on these important aatters. 
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Chairman DERRICK. Thank you veiy much, Mr. Diefenderfer. 
You know, I have a little more substfintive questions that I will 

ask you, but I just want to make this comment. I cannot believe 
that the President really thinks that a constitutional amendment 
is going to balance the budget. You know, I am a cosponsor of a 
couple of them, but I will just quite frankly tell you that they are 
nothing but window dressings. 

I mean, you know, we have had this discussion in this committee 
for some time. You are going to balance the budget when the Presi- 
dent wants to balance it. That is when it is going to get done. The 
constitutional amendment to me is just another budget act. 

If you go back and look at the testimony, you know Gramm- 
Rudman-HoUings was going to balance the budget. All this is is 
just either the administration or the Congress looking for a way to 
get around making those hard decisions, in my opinion. 

But anyway, I think you are probably right on the line-item veto. 
I think it is, it is at least worth doing, imless the Congress is able 
to get the appropriation process through in a reasonable time. Cer- 
tainly I think it is very unfair to the President or any Chief Execu- 
tive to suggest a $700 billion continuing resolution to something 
like that, and/or all situations. 

I am not sure that the reason we want to do it, though, is be- 
cause we think that the President is going to deal with the special 
interest. It is just a matter of whose special interest it is, whether 
it is the Congress or the President's. 

But having said that, let me ask you this: in the budget for 1991 
the President mentions a number of things that he felt needed to 
be done, including the joint budget resolution, which, of course, you 
addressed, and biennial budgeting and enhfuiced rescission author- 
ity and closing the loopholes in the Gramm-Rudman-Hollings Act. 
Aiid, of course, a balanced budget amendment. 

And I assume that probably the joint resolution would be the 
number one priority. Could you in some way prioritize those for us? 

Mr. DIEFENDERFER. Well, I do at some risk. There are different 
factions within the administration who prefer different solutions, 
and that is the reason they were not—I think one of the reasons 
they were not prioritized within the budget. 

I think from OMB's point of view, the thing that would give us 
the most immediate and effective relief, because it can b« done 
more quickly than constitutional undertakings are legislative solu- 
tions. 

For example, things like the joint budget resolution and legisla- 
tive line-item veto are within Congress' power to enact within days, 
if they so choose, and have go into effect. 

I think if I had to prioritize two or three, I would say that the 
joint budget resolution, the legislative line-item veto, and the 
second sequester in the Gramm-Rudman-Hollings discipline, and I 
would be hard put to distinguish among those. 

We will gladly accept any one of those. We would like to have all 
three. 

Chairman DERRICK. You know, in the testimony that we have 
had before this committee so far and it is kind o^ I think, a fair 
statement, somewhat bipartisan, not entirely, but certainly I think 
some of our witnesses are objective about the budget process. And 
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we have had some testimony from some very responsible people, 
not necessanly Members of Congress, that Gr£unm-Rudman-Hol- 
lings has really done nothing but allow Congress to be more deceit- 
ful in the way they prepare budgets. 

And that what we ought to do is do away with it. And the 
Budget Act has reaUy not accomplished anything other than set up 
another committee, I gxiess, at great expense. And, you know, I 
think there is some validity to both of those arguments. I am just 
wondering if you think Gramm-Rudman-Hollings has been a posi- 
tive thing. I believe I am correct, and I don't want to misquote him, 
but I thmk I read the other day where Senator Hollings said that 
he was ready for a divorce from Gramm-Rudman-Hollings. 

Mr. DiEFENDERFER. I think that htts already been before the 
judge, and he has gotten it. 

Well, yea, I enjoy the opportunity to comment on those thoughts. 
First of all, I would not personally want to characterize anything 

the Congress does as deceit, but just using that as the  
Chairman DERRICK. Well, I said that. 
Mr. DiEFENDERFER. I know. Using that as the categorization, 

these sorts of activities did not start with Gramm-Rudman-Hol- 
lings. There are a list that go back that we have compiled over 
years. A recent example that occurred before Gramm-Rudman-Hol- 
lings in 1981. We moved Medicare costs from 1980 into 1981, and 
then when we did the 1981 budget, we shifted it back to 1980. And 
I say "we," because I was on the Senate side at that time in a staff 
position. So I don't think Gramm-Rudman-Hollings caused any 
more or less in terms of the deceit area. 

I take great issue with those that would say Gramm-Rudman- 
Hollings has not been effective. I have seen time and time again 
during my employ in the Senate, whether it was the Senate Fi- 
nance Committee where we did the tax law of 1986 where for the 
first time in the history of the Senate, major tax legislation was 
passed without a huge number of ads, in terms of spending from 
the Treasury. A large part of the reason for that was the discipline 
of having to offer revenue neutral amendments. So Members were 
forced to say, well, yes, I would like to give so much in X, Y, Z in 
terms of dollars, but to do so I have to take it from somebody else. 

These were hard choices, and they could never quite get the 51 
Members to do this. I think, once again, it is subjective, but I think 
any critical analysis of Gramm-Rudman-HoUings would have to 
conclude it did not meet its full promise. But it has succeeded 
beyond, I think, what we would have achieved if it were not in 
place. 

Chairman DERRICK. If I might interject—excuse me for interrupt- 
ing, but how do you justify the fact that the President's budget, it 
touts a $100 billion deficit when you £md I both know that it is, if 
you included the social security business, is close to $250 billion? 
How could it possibly have worked? 

Mr. DiEFENDERFER. Well, the question you have to ask yourselves 
is were it not in place, would the deficit be higher than 250 you 
stated. And I think the answer to that is yes. 

Chairman DERRICK. Of course, I think you also have to answer 
the question that if we had to make the deficit public in the true 
sense of the word, would it not be maybe lower than that now, if 
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the American people were allowed to really understand what their 
deficit is? I mean, after all, that is where the discipline is supposed 
to come from. 

Mr. DiEFENDERFER. Well, I think that argument can be made. I 
doubt that it would have a very great sSfect, sir. The average 
person—and every year I spend in Washington, I guess I distance 
myself from that type of person—but generally judges the state of 
the economy and the strength of the Government on their own per- 
sonal experience. What has happened is we have had people from 
Wall Street, from the Congress, and others crying wolf. Oh, we are 
going to be in a recession, a depression, within 6 months, within 12 
months, since 1982, 1983. It has not happened. They don't believe 
us. They don't believe the economists. 

Now, I happen to think the budget deficit, whether you want to 
state it as the law requires us to estimate it or as you have estimat- 
ed it, taking the trust funds out; a serious matter estimated either 
way. It is up to us, public officials, to go out and convince them 
that there is an urgent problem and that it has to be addressed and 
sacrifice all around is necessary. 

But it won't be coming from the personal experience unless we 
have some sort of calamity, which many have predicted and has 
not come forth. 

Chairman DERRICK. We keep pumping more and more of that 
money into the Congress, in my opinion. 

What do you think about the credit reforms in Mr. Panetta's 
bUl? 

Mr. DiEFENDERFER. Mr. Panetta's bill came out yesterday, and I 
have not been able to do a significant finalysis of the credit reform 
proposals in his bill. I can tell you that we  

Chairman DERRICK. What do you think about including the cost 
of these loan programs in the budget, because certainly there are 
real costs. 

Mr. DiEFENDERFER. Well, we at 0MB, and here I am speaking 
with the benefit of the Director of 0MB, Mr. Darman, having re- 
cently testified before the Budget Committee subcommittee hearing 
chaired by Mr. Schumer. Mr. Darman asked strongly for signifi- 
cant reform of the credit side of the budget. 

We have proposed through the director's recent testimony, that 
we ought to measure the credit subsidies accurately as we can, and 
this would include insurance, guarantees and any other form of 
credit subsidies. These subsidies could be aggregated by sector of 
the economy, say housing, farming, banking, and cap the amount 
of credit subsidies allowed to flow to those areas. 

The director has suggested that perhaps a proper target for these 
restrictions would be a certain percentage of GNP that would be 
allowed to flow at any given time. 

Chairman DERRICK. I am going to jdeld because Mrs. Martin is 
on somewhat of a tight schedule, but I would like to reserve the 
right to ask more questions. 

Mrs. MARTIN. I am just going to ask one, and I appreciate that. 
Chairman DERRICK. Sure. 
Mrs. MARTIN. Later we can discuss having external controls, 

whether it be Gramm-Rudman, whether it be a balanced budget 
amendment, in almost a philosophical way if they are good or not. 
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You are saying you don't know whether the President wants one 
any way. I think you can make a pretty good argument with the 
bias towards spending that exists in any governmental unit across 
party lines that having external controls is a help. 

Chairman DERRICK. Would you yield for just one second? 
Mrs. MARTIN. Of course. 
Chairman DERRICK. My argument is if you could pass a balanced 

budget amendment, I don't think that would be bad. It would prob- 
ably be a positive thing. But I tend to think that it is not going to 
balance the budget. If I thought it was going to balance the budget, 
I would devote 24 hours a day to trying to get it passed. 

Mrs. MARTIN. Well, again, I think a different time if you have a 
constitutional amendment requiring it—granted we are very clever 
around here—but it would sure come a lot closer, and it would 
strike me it would be a little harder to avoid. 

Chairman DERRICK. The simplest thing to do is just cut spending 
and if necessary raise the taxes. 

Mrs. MARTIN. Or as you point out, if you are looking at the num- 
bers that they don't think are right, you know, we have an oppor- 
tunity in our budget process to use those numbers, and we choose 
not to do them. 

Now, it is pretty hard to keep talking about the other side doing 
the stuff, and then later on we say, well, but we thought it was just 
a bad plan. We can hardly wait to adopt it. 

Anyway, under current circumstemces, though, for a moment for- 
getting that we can perhaps make it better, but in this world that 
we do work on, what about the argument that sequestration has 
lost all punch, that because of, for a lot of reasons, sequestration's 
big push was the way it could hurt programs, and because of the 
way sequestration was set up, especially defense. 

Now, because of what is happening and what will continue to 
happen in defense for other external reasons is the entire threat of 
sequestration gone, and, therefore, is the question of Gramm- 
Rudman-HoUings almost moot. 

Mr. DIEFENDERFER. It is a very good question. 
When Gramm-Rudman-Hollings was attached on a bill that came 

out of the Finance Committee, it was added on the Senate floor by 
Mr. Gramm-Rudman-Hollings. I worked on it extensively at that 
time. 

Sequestration was looked at in a sense as a mutually assured de- 
struction treaty, that the Congress and the administration would 
never let sequestration come about, because if it did, the Congress' 
cherished domestic programs—this is an unfair simplification—but 
the Congress' cherished domestic programs would be hit, and if the 
Administration didn't participate in some agreement, their cher- 
ished defense programs would be hit. 

Now, there is some feeling that the mutually assured destruction 
treaty has ended, because the defense department is going to have 
some decline over time, therefore, there is less pressure on the Ad- 
minil^tration to worry about sequester. 

I would guess if we were not able to encourage the Congress and 
the Administration to sit down for some sort of negotiations fairly 
quickly to resolve the budget problems we see coming, I would esti- 
mate that we are facing a sequester now, not of $36 billion, but 
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closer to $50 billion. My guess takes the economics that we have 
experienced over the last 5 or 6 months into account. That would 
be $25 bUlion on defense, and $25 billion on domestic discretionary 
programs that are not exempted from sequestration. 

A $25 billion sequestration on defense is a serious amount of re- 
duction in terms of what we think would be acceptable to provide 
an adequate defense for the United States, number one. And 
number two, it would be mindless reduction. It wouldn't be an or- 
derly reduction of defense priorities to provide us the absolute best 
defense with fewer dollars. 

So I think sequestration still has some bite to it. And that is one 
of the reasons you see us calling, for a whUe it was daily, now it is 
about weekly, for negotiations with the Congress, to sit down and 
try to work it out ahead of time, so we don't come down to the end 
without some agreement that the President can sign and we are 
forced to go into sequestration. 

With that said, I might say we took about a $4 billion sequestra- 
tion in this last reconciliation. And, quite frankly, I am surprised 
that there hasn't been a whole lot of perturbation in the system. 
We haven't got too many letters or cards. I don't know what your 
office has experienced. 

I figure if we had a lot of problem with it, we would be hearing 
much more than we are. So some are sajring, well, maybe we 
should try a higher level. We don't support that. We would rather 
have a negotiated settlement. Sequestration is second best. But it is 
there as a disciplining factor. 

We adamantly reject the bills for budget reform that Mr. Psmet- 
ta and Mr. Sasser have put forward, in respect to the provisions 
that repeal sequestration. We could not accept language of that 
type. 

Mrs. MARTIN. I thank you, Mr. Chairman, for yielding. 
Chairman DERRICK. Thank you. 
Mr. Wheat. 
Mr. WHEAT. I don't want to belabor the point, but oddly enough, 

I was a vociferous opponent of Gramm-Rudman. I agree with you 
that any budget mechsmism that we create needs to have an en- 
forcement mechanism to go along with it, and the sequestration 
aspect of Gramm-Rudman is probably the only aspect of it that 
works in terms of an automatic budget mechanism. 

That is not to say that the effects are always beneficial. I mesm, 
you end up with this artificial decision as to what will be cut and 
what will not be cut. 

Mr. DiEFENDERFER. Absolutely. 
Mr. WHEAT. What you are proposing now with a second seques- 

tration will probably make the artificial, automatic mechanisms 
work more effectively. But recognizing what I have pointed out, 
that we are going to see some cuts in defense and that such cuts 
might not be as balanced as it was originally seen, do you think the 
administration would be willing to agree to a different proportion 
of cuts, instead of 50:50 automatic cuts, perhaps something along 
the line of proportional cuts, where each, defense and domestic pro- 
grams, bears its exact percentage of the budget in terms of cuts? 

Mr. DiEFENDERFER. Well, we have said, and this is not meant to 
be an obtuse answer, and it is not an obtuse answer, that we are 
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willing to sit down with everything on the table. And that is from 
A to Z. That is an item, obviously, that could be put on the table. 

There are other questions that might come up in terms of that. 
As well, maybe we should look at some of the things that are now 
excluded from paying their fair share of the sequestration. 

But it would be an item for possible discussion, sure. 
Mr. WHEAT. In talking about the line-item veto, while I don't see 

that as a particularly strong mechanism toward moving in the di- 
rection of a balanced budget, if it is, do you think the administra- 
tion would be willing to provide a list of items that it would antici- 
pate vetoing? I mean, we hear about the line-item veto year in and 
year out. The President proposes a budget year in and year out, 
and yet we never get this list or compilation of the money that 
would be saved if the line-item veto were available. 

Mr. DiEFENDERFEK. Well, if what you are asking me is would we 
be willing to take an appropriations bill that is coming through the 
process, and say, here are 15 things had we the power, we would 
not accept, I think so, sure. 

Mr. WHEAT. That kind of thing, yeah. 
Mr. DiEFENDERFER. I think we would be willing to do that, as- 

suming the reason for the request is, an honest request that wants 
to see how we would exercise our power. 

Some would say, well, don't agree to do that, because the Con- 
gress has no intention of enacting line-item veto, it will go back to 
certain constituencies and say, aha, see he's not for you. 

But in terms of a serious effort by the Congress to move line-item 
veto and we saw it as such, yes, sir, I think we would like to do 
that, because we are willing to take some political risks if we think 
the people we are dealing with are seriously considering moving 
this forward. 

Mr. WHEAT. Those are the only questions I had. 
Mr. Chairman, I have to apologize, because I have a meeting 

starting at 10 o'clock that will last just a few moments, but I will 
cover that meeting and return. 

Chairman DERRICK. Okay. Thank you very much. 
Would you be willing to answer some questions in writing for the 

subcommittee? 
Mr. DiEFENDERFER. I would welcome that opportunity, sir. 
[The information referred to follows:] 
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Hnaxvos on coaamsionL smMir psocssa BBTOBIK 

kODITIOBU. QOISTIOHB  FOB TEI  KBCOSO 

rOK TBB SOa.   WILLUM DIBTSHOBarBS 
(nVQTT DXBBCTOB,   OmCI OI HMBOIMBaT Mm BUOOR) 

1. Joint BudOTt Rtiolutton- 

Ouaatlon! Tha statenent In the President's budget for fiscal yaar 
1991 in support of a joint budget resolution Inplles that the goal 
of this refom is to reduce executive-legislative conflict during 
action on appropriation, revenue, and reconciliation legislation. 
Do you agree with this assessment? Can such conflict be reduced 
significantly by means other than a joint budget resolution? 

The budget also states that "a joint resolution will not 
make the later budget process completely smooth." What kinds of 
problems do you foresee arising from the use of a joint budget 
resolution? 

Response:  Replacing the concurrent congressional budget 
resolution with a joint resolution agreed to by both the 
President and the Congress will not necessarily reduce the scope 
of initial policy differences between Congress and the 
Administration on the budget; but, it should significantly reduce 
the duration and number of steps in the budget process by 
bringing the President into the process early on.  Early 
agreement on the framework for budget reduction will allow 
reconciliation and appropriation action to begin on a more timely 
basis, and may make the whole process less contentious overall. 

The statement that "a joint resolution will not make the 
later budget process completely smooth" simply refers to the fact 
that, as is the case with the current (concurrent) resolution 
process, difficulties are always encountered in ensuring that 
appropriations actions and authorizing legislation conform to the 
limits prescribed by the resolution.  It Is not anticipated that 
substituting a joint resolution process will make these existing 
difficulties disappear. 

2. Budget Scorekeenina. 

Question;  Is it desirable and possible for the President and 
Congress to adopt jointly a comprehensive sat of fixed 
scorekeeplng rules that can be written down and widely 
distributed? 

Reeoonse:  The Administration supports the adoption of 
scorekeeplng rules to which the President and the Congress have 
agreed, preferrably as part of a Joint Budget Resolution.  Both 
in the FY 1988-89 and FY 1990 Bipartisan Budget Agreements 
(BBA's), rules were agreed to by the negotiators on the part of 
the Congress and the President.  The rules for FY 1990 were 
slightly modified from those used to enforce the earlier 
agreement to reflect a changing consensus on the classification 
of discretionary and mandatory programs and other changes in 
scorekeeplng conventions. The agreed upon rules were 
incorporated by reference to the agreement. 

He propose that the Budget Committees, the Congressional 
Budget Office, and the Office of Management and Budget continue 
to %n>rk together to develop and maintain scorekeeplng rules. 
Like the larger legislative process, the budget process has to be 
capable of change; therefore, the rules should not be "fixed." 
Rather, they should be updated with each new BBA (or Joint Budget 
Resolution), then treated as fixed for the period covered by the 
agreement. 
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3.   Knhi.nf!«rt RMcl«»lon Authority. 

Ou««tlon! Tha discussion of anhancsd rascisslon authority In tha 
Prasldant's budgat contains soaa stataaanta that troubla aa. 
First, it stataa that *[t]ha Budgat and lapoundaant Control Act ot 
1974 savaraly raatrictad tha Praaidant'a powara to 'iapound' funds 
approprlatad by Congrass." Tha lapoundaant Control Act sat up a 
•achanisa for congraaalonal ravlav of iapoundaant proposals; it has 
baan a long aarias of court daciaions ovar many yaars that hava 
rastrictad tha Praaidant'a powars in this araa. 

Sacond, it atataa that '[a]t praaant tha antira govamaant, 
with ita ayriad prograas and agancias, is financad by only 13 
appropriationa bills." I undarstand that tha annual appropriations 
procass - with its 13 ragular appropriations bills aa wall as 
supplaaantal and continuing appropriations aaaauraa — accounts for 
about half of tha naw budgat authority anactad aach yaar. 

Notwithatanding thasa factual arrors, I aa aora concamad 
about a fundaaantal aislntarpratation of tha data. Tha raacission 
procass is taraad 'esaantially unworkabla" avan though Congraaa 
haa approvad about ona-third (S19.6 billion of S57.8 billion) of 
tha rascisslons proposad by Prasldanta rord, Cartar, Raagan, and 
Bush. Sixty parcant of tha approvad raaciaaiona ($11.7 billion) 
wara actad on in Prasidant Raagan'a first yaar. Hhat thaaa flguras 
Indicata to aa la that tha raacission procaaa worica vary 
affactivaly whan a Praaidant propoaaa raaciaaiona that hava aarlt 
and ara accaptabla to a aajority of Haabars in aach Housa. 

Tha apacific propoaal andorsad by tha Praaidant, tha 
"laglslativa lina-itaa vato,* affactivaly would allow "ona-third 
plus ona' of tha Haabars of just ona Houaa to block appropriations 
for any itaa that tha Prasidant objactsd to (bv pravanting a 
vato-ovarrlda on a aaasura disapproving a raacission). Such a 
propoaal would aalu a aockary of tha congraaalonal "powar of tha 
pursa' grantad by tha Conatitution. How can you claia that it 
offara Congraaa "full protaction"? 

RasDonaa: Tha Congrasslonal Budgat and lapoundaant Control Act of 
1974 craatad a procaaa that constrains tha Praaidant by raqulrlng 
tha Praaidant to propoaa raacissions to Congrasa and by allowing 
tha Congraaa to dafaat tha proposals siaply by ignoring thaa. 
Spacifically, if tha Congraaa talcea no action within 45 days, tha 
Praaidant auat aalca tha aaounta availabla for obligation. 

It la trua that tha annual appropriationa procaaa accounts for 
about half of tha naw budgat authority anactad aach yaar. Tha 
Praaidant'a FY 1991 Budgat racognizaa thia fact whan calling for 
constitutional Una-itaa vato authority that would apply to 
authorization bills aa wall as to appropriation acta (paga 268): 

"To ba fully affactlva llna-ltaa vato should not ba 
llaltad to appropriationa bills but should alao apply to 
provisions of authorizing bills that craata antitlaaant 
or othar aandatory spanding, and to ravanua bills. At 
prasant about 47 parcant of total spanding ia aandatory 
(not counting an additional IS parcant for intarast, 
which, of couraa, would always hava to to*  paid.)" 

Tha currant raaclaaion authority is inaffactiva, froa tha 
Praaidant'a parspactlva, bacausa raacission proposala can ba Icillad 
without an up-or-down vote on the part of tha Congress. Most of 
tha rescissions proposed by Presidents ovar tha 15 yaara elnca tha 
paaaage of the Congressional Budget and lapoundment Control Act of 
1974 have been killed without a vote. 

Tha "laglalatlva llna-itea veto" that tha President endorsee 
would require an up-or-down vote in Congress on Presidential 
rescission proposals. It would give the President — and tha 
Congress, in many cases — a realistic opportunity to eliminate 
froa appropriations bills special interest items that would not 
have baan enacted on their own merits but were paaaad becauae thay 
wara bundled with nacaaaary itaaa. Tha laglalatlva line-ltaa vato 
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authority would provide an opportunity for thou iteas to b« votad 
on saparataly. Bacauaa the currant raqulreaant for sustaining a 
Praaidantial veto is "one-third plus one,' we balieve that 
maintaining the sana raqulreaant affords Congress the protection 
provided by the Constitution. 

4.  Reatraininq aUDPleinental appropriattons. 

Ouaatton: Supplemental appropriationa, it ia argued in the 
Preaidant's budget, "should be required to meat a 'dire emergency* 
standard, both in their submission by the President and their 
approval by Congress." How should this standard be defined? 
Should the General Accounting Office review suppleaentals propoaed 
by the Preaident, aa it now reviews proposed impoundments, 
reporting to Congress on how the proposed supplementals compared 
to the established standard? 

Raaponaa i "Dire emergency" should generally be limited to 
supplemental appropriations for mandatory programs. All other 
supplemental appropriations should be fully offset by transfers 
from other programa or by rescissions of previously appropriated 
funda. Aa noted in the President's budget, one alternative would 
be to require a uniform across-the-board reduction in the 
discretionary accounta in the same appropriations act that is the 
subject of the supplemental. 

The poaaibility of waiving this requirement for dire emergency 
should be a political judgement rather than a technical appraiaal 
by the General Accounting Office. One approach in keeping with the 
overall objective of limiting supplementals to dire emergences 
would be to require a super-majority vote to approve any 
supplemental that was not fully offset. 

5. Closing Loopholes In the Gr»in»-Pnrti..n-Holl Inas Act- 

Question: The statement in the President's budget criticizes the 
fact that spending increases or revenue reductions occurring after 
the October 15 sequester order "are not penalized in any way" and 
proposea the remedy of a second sequester trigger date "early in 
the next calendar year" in which policy changes, but not changes 
in economic or technical aasumptions, would be taken into account. 
The President's budget for fiscal year 1991 (on page A-29) 
indicates that between October 19S9 (when a sequester order for 
fiscal year 1990 went Into effect) and January 1990, the fiacal 
year 1990 deficit worsened. Changea in economic and technical 
assumptions added $10 billion to the deficit, but policy changes 
reduced it by $e billion. Do these figures suggest that the 
proposal is not likely to deal effectively in most years with later 
deficit increases? 

Further, you indicated in your testimony that the economic 
and technical changes should be updated.  Doea this reflect a 
change in this recommendation from what was presented in the 
President's budget? 

Some Members of Congress argue that reductions made under the 
sequestration process fall unduly on programs under the 
jurisdiction of the House and Senate Appropriations Committees, 
mainly because of the amount of entitlement spending exempted from 
sequestration. If this is so, would not the "second sequester" 
procedure that you advocate exacerbate this problem? For example, 
uaing updated economic and technical assumptions, the President's 
budget indicates that a second sequester would be triggered, 
largely because of the underestimated costs associated with the 
savings and loan bailout program - which is funded mostly outside 
the annual appropriations process and is exempt from sequestration 
reductions (but not from the deficit calculations). 

Finally, you argue that the Gramm-Rudman-Hollings Act has been 
undermined In that a sequester does not pose the great threat that 
it was expected to pose (unless the deficit excess is quite high, 
as it may now be). Do you feel that the credibility of the threat 
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Should b« incr«a»*d by: (1) allBlnating thm "crediting" nil*, that 
t«nds to favor defense programs; (2) terainatlng some exeaptions 
froB sequestration, that tend to favor doveatlc prograas; and (3) 
iaposlng a surtax In addition to aaking spending reductions? 

Response1 The proposal In the President's Budget for a second 
sequester called for policy changes enacted after the final October 
sequester report to be counted against the G-R-H deficit target. 
As you note, econosic and technical changes occurring after the 
final sequester report can also have a significant iapact on the 
size of the deficit. In order to ensure that the actual deficit 
at the end of a fiscal year neets the G-R-H target for the year, 
our proposal for a second sequester has been nodlfled to include 
the iapact of econonic and technical changes, as well as policy 
changes. With a second sequester, the G-R-K deficit target would 
no longer be a hurdle that needed to be cleared only once during 
the year, but rather It would be a real target that could not be 
exceeded for any reason without penalty. 

The exenptlons for entltlenent spending — and many 
discretionary programs, as well — were decided quite explicitly 
by Congress in enacting the original law and amendments to It. You 
are correct in noting that for PY 1990 technical reestimates of the 
savings and loan bailout program, particularly those associated 
with the Resolution Trust Corporation (RTC) working capital, would 
Influence any second sequester calculations. RTC working capital, 
because the amounts Involved are so large, has the potential of 
distorting the entire budget process. The deficit would balloon 
in years when RTC acquires assets, but It would shrink dramatically 
in years when the assets are sold. Under these circumstances, 
fiscal policy becomes hostage to timing and policy decisions yet 
to be made by RTC and to technical reestimates of these 
transactions. The Administration has expressed on numerous 
occasions Its interest In working with Congress to develop a more 
rational treatment of this issue. 

The credibility of a sequester threat is undermined each time 
a loophole in the G-R-H law is used to avoid a sequester. Adopting 
the second sequester plan outline above would help to close the 
principal loophole in G-R-H. The Administration also advocates a 
supermajorlty vote to repeal a sequester to make it more likely 
that a sequester would stick. To answer your specific questions, 
problems associated with the "crediting" rule required by section 
252(f) of the G-R-H law would be avoided if Congress completed 
action on its appropriations bills in a timely fashion; except 
where there is a truly compelling argument for exemption, 
eliminating exemptions in order to make the sequester base as broad 
as possible would provide for the fairest and most effective 
sequester process; reductions in spending, not a surtax, is the 
appropriate reaction to a deficit problem. 

6.  Reinforcing Sequester. 

Question: The statement in the President's budget proposes that 
a supermajorlty vote be required to pass legislation cancelling a 
sequester. In the two instances when Congress has passed 
legislation cancelling a sequester in whole or in part (fiscal 
years 1988 and 1990), the provision was included in an omnibus 
budget reconciliation bill. In view of the difficulty often 
encountered in getting reconciliation bills passed, and the 
prospect that they may cancel or modify a sequester, do you think 
it is wise to require a supermajorlty vote? 

Response: Whatever problems Congress may have enacting 
reconciliation bills, they still provide Congress with a relatively 
painless way to repeal sequesters. It is too easy to legislate a 
sequester repeal even though the other spending and revenue 
provisions provide insufficient savings to meet the G-R-H target. 
Requiring a supermajorlty vote to repeal a sequester would have two 
beneficial effects: (1) it would make it more difficult for 
Congress to restore savings achieved by a sequester; and (2) by 
making the repeal of a sequester more difficult, it would provide 
stronger incentives to make the necessary reductions In order to 
avoid a sequester in the first place. 
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7. Balanced-Budget Amendment to the Constitution. 

Question: In the last several years, not a single state has 
petitioned Congress to pass a balanced-budget aaendaent to the 
Constitution and some earlier petitions have been withdrawn. In 
light of this, do you feel there is public support for this 
proposal at this time? 

Response; Yes. A Gallup poll conducted last year, following the 
President's FY 1990 budget proposal, found that 59 percent of the 
public favored a balanced budget amendment, 24 percent were against 
one, and 17 percent were undecided. Those in favor cut across all 
political persuasions. Hhile it is true that two states rescinded 
resolutions calling for a constitutional convention, proposals to 
rescind resolutions in several other States were defeated. It 
remains that 30 of the necessary 34 States have called for a 
constitutional convention on the question of a balanced budget. 

8. Line-Item Veto- 

Question! with regard to the President's request for a line-item 
veto, I find it useful to recall President Reagan's final State of 
the Onion Address in Janua'ry of 1988. President Reagan scolded 
Congress for sending him, among other things, a massive continuing 
resolution. He urged Congress to give him, by approving line-item 
veto authority, "the right to reach into massive appropriations 
bills, pare away the waste, and enforce budget discipline." 

President Reageui vowed to send Congress within a month a 
formal request to cancel billions of dollars in spending that ha 
would have eliminated through the line-item veto had he had such 
authority. 

In March of 198S, President Reagan submitted to Congress a 
message listing fiscal year 1988 appropriations which ha claimed 
were wasteful and unnecessary and should be cancelled. OHB 
estimated at the time that the recommendations would reduce fiscal 
year 1988 outlays by $1.5 billion. More than half of the savings 
— $801 million — would have been derived from loan asset sales, 
not cutbacks in program spending. Had these savings been put into 
effect, the deficit (about S150 billion) would have been reduced 
by one hundredth and total outlays (more than 51 trillion) would 
have been reduced by about one thousandth. President Reagan never 
did formally request rescission of these funds. 

How can the line-item veto be used to reduce the deficit 
substantially or eliminate significant wasteful spending if 
President Reagan himself was unable to identify more substantial 
amounts to be reduced? 

On another issue, the statement in support of this proposal 
claims that the President "should have the power to strike from 
legislation provisions that reflect only narrow local or special 
interests." What criteria would the President use to determine if 
a provision pertains solely to a narrow local or special interest? 

Response! It is no secret that, under current procedures, items 
that would benefit narrow local or special interests are tacked 
onto otherwise necessary legislation, because such items would not 
be enacted on their own merit. Some bills become so loaded with 
such items that the bills are referred to as Christmas trees. 

The line-item veto authority would be another tool that the 
President could use to reduce the deficit by eliminating wasteful 
spending. Line-item veto authority alone will not balance the 
budget. Whether the savings in any year would be more or less than 
the Reagan Administration identified in 1988 Is impossible to 
predict, but the elimination of just $1.5 billion of unnecessary 
spending would justify line-item veto authority. 

The criteria that any President would use to determine if a 
provision pertains to a narrow local or special Interest would be 
a matter of judgment and tough calls — to which he would held 
account2Q>le.  Each President would have to make those judgments. 
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Praaldant Bush haa aald that ha la praparad to aaka thoaa calla and 
taka the haat. Tha Congraaa could ovarrlda thoaa judgaanta If It 
dlaa^raad vlth tha Praaldant's judgaant. 

9.  Pav-Aa-You-Co Budnatlnn. 

Ouaation! Budqat baaallna projactlona ara an Intaqral coaponant 
of budgat-aaklnq. Tha Panatta bill (H.R. 3929), which would 
inatituta a pay-aa-you-qo budgatlng procaaa, aakaa cartaln changaa 
In tha budgat baaallna concapt and In othar budgatary daflnltiona. 
Do you favor or oppoaa any of thaaa apaclflc changaa? 

Baaponaa: Ha ara In tha procaaa of conaldarlng tha technical and 
aubatantlva aapacta of tha bill, but wa hava not raachad any 
conclualona on It. Ha ara not praparad to coaaant on tha bill at 
thla tlaa. 
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Chairman DERRICK. Charles Bowsher, Comptroller General of the 
United States, we are delighted to have you this morning and ap- 
preciate you taking the time. 

Mr. BOWSHER. My pleasure, Mr. Chairman. 
I was just down in your district last week visiting the Savannah 

River. 
Chedrman DERRICK. That is a great operation down there. You 

know, they get some bad press from time to time, but I think they 
are making an honest effort. 

Mr. BOWSHER. They have some tough issues, but  
Chairman DERRICK. We would be delighted to put your full state- 

ment in the record and have you summarize or any way that you 
would like to proceed. 

Mr. BOWSHER. I would like to do that, Mr. Chairman. 
Harry Havens is with me, Assistant Attorney CJeneral. 
Chairman DERRICK. I have known Harry for many years. 

STATEMENT OF CHARLES BOWSHER, COMPTROLLER GENERAL 
OF THE UNITED STATES, GENERAL ACCOUNTING OFFICE, AC- 
COMPANIED BY HARRY HAVENS, ASSISTANT ATTORNEY GEN- 
ERAL 
Mr. BOWSHER. What I would like to do is just summarize off At- 

tachment I, if I could today a little bit, because I think if you turn 
to Attachment I and look at this chart, [see p. 218] you can see that 
we have not made a lot of progress under Gramm-Rudman. 

There is no question that Congresswoman Lynn Martin's point 
on the fact that it has helped plateau the spending as far as the 
percentage of gross national product. That is true. But if you look 
at where we were in 1985 and 1986 when we put Gramm-Rudman 
in, we had a unified deficit of $12,212,000,000. 

We are today running, I think in 1990 here when we add the cost 
of this savings and loan, we are going to see a unified budget well 
above the last few years after we got down to the $150 billion. But 
as you pointed out earlier, the real numbers are up there. When 
you take away the trust funds, we are running at the high $200 
billion, close to $300 billion level, and we are $266 billion in 1985 
when we legislated Gramm-Rudman. 

We at that time had $9 billion of trust fund surpluses in social 
security. In 1990, we are going to have $86 billion. In 1995, we will 
have $128 billion. And I think it is this masking of the budget defi- 
cit that has got people contented to think that they are making 
progress when the truth of the matter is we have made very limit- 
ed progress. 

Also, I believe, like as 0MB pointed out there, that there are cer- 
tain incidents, no question, where some of the rules of Gramm- 
Rudman have helped keep it down, but I also quote Senator 
Rudman. He said that this was a system that maybe wasn't the 
best in the world, but it would certainly force the top people into 
the conference room to make the big decisions to bring the budget 
down. It hasn't. 

In other words, if you look at the big areas of the budget, why we 
have had no big program decisions made, and what we have done 
is generally get into the conference room, figured out what gim- 
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micks we need to meet the targets. And I think although there 
were some, I have been watching this budget process for over 20 
Sears. Although there was some gimmicks used prior to Gramm- 

[udman, I think anybody that says that hasn't escalated the gim- 
micks, when you move payrolls from one fiscal year to another, you 
are doing things every bit as bad as I often say New York City did 
in the mid-1970's. And I think it really tears at the integrity of gov- 
ernment. I think using these gimmicks like that. 

So I think it is a really serious problem. I think another thing, 
too, that in these numbers, these are CBO numbers that I use. 
When you look at fiscal year 1991, you see practically a $100 bUlion 
difference between the, even the unified deficit of $161 billion and 
the $64 billion target. 

So that when you come to speak about sequester here, I see now, 
according to the testimony we just had here, that they are up from 
their 30 something billion up to $50 billion. I suspect that is going 
higher. And so if you are going to do sequester, you are going to 
ruin a lot of parts of government. 

I served at the defense department in the late 1960's, and we did 
expenditure cuts in each of 3 years. And I think it was one of the 
things that led us to not having this balance of defense forces as 
what we probably could have had in the 1970's. And I think that 
any time you go to expenditure cuts, expenditure targets on a 1- 
year basis where everybody hopes you won't have it the next year, 
why you get bad decisionmaking. I think you get very bad decision- 
making, and I think you could undo what good we did get out of 
the buildup in the defense area in the early 1980's if we go to  

Some pteople are saying that sequester wouldn't hurt defense as 
much as it would the domestic programs. I think when you look at 
these size of numbers, why the damage that could be done would 
be tremendous. And so I think that should be given a lot of 
thought. 

I think also we do have additional costs. In other words, the S&L 
I think is the classic case of where we had to add additional cost to 
the projects of last year here recently, and you have got cost over- 
runs that have not been built into all these numbers, and we have 
been testifying recently here on the $6 trillion of exposure, not that 
you have $6 trillion of cost, but you have some exposure here in 
the credit area of the insurance funds, the direct loans, loan guar- 
antees and that, and so you are looking at a situation here where 
we have got ourselves with really serious deficit problems. 

And I think we have got to get back to old fashioned decision- 
making and make some tough decisions, including the revenue 
side. In other words, I think I would like to do it all on the spend- 
ing side if we could, but I think it is going to be very hard to do it. 

So when I look at the features of H.R. 3129, I see that moving 
away from Gramm-Rudman to a more pay-as-you-go formula. It 
has the advantage, I think, of getting rid of some of the features of 
Gramm-Rudman. 

I do worry about moving to still one more formula type budget- 
ing. I do like the emphasis on the 5-year or the long-term rather 
than the annual emphasis. I like the emphasis on the real deficit 
and excluding the social security surplus, because I think the social 
security side really is masking what we are looking at. 
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I think the credit features are good. We have one dispute there. 
We would sooner see the credit subsidy be above the line rather 
than below the line, but on balance, we agree with that. 

So that is pretty much a summary of the bill in our own overall 
view. We have advocated in a booklet that we pout out here recent- 
ly a six-part breakout, keeping it unified, but showing the—it 
showed on Attachment II here, [see p. 219] it shows the general 
government operations, the trust funds and the enterprise, enter- 
prise being like TVA, Post Office and that. And then we would say 
we should put the focus on getting that general government oper- 
ations target down, which in 1988 was $271 billion. That is where 
the focus has to be. 

And then another feature of it, if you want capital budgeting, 
which we think there is some major advantage to, why you could 
build that into the sjrstem. So that is some of our recommenda- 
tions. 

[Mr. Bowsher's prepared statement follows:] 
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Mr. Chairman and Members of the Subcommittee: 

I am pleased to have this opportunity to present our views on 

H.R. 3929, entitled the "Budget Process Reform Act of 1990," and on 

other matters concerning the budget. 

The budgetary problems facing the Congress and the American 

people are so different and so much more cooplex than they were a 

few years ago that a reexamination of estabiished concepts and 

procedures is required.  Current practices are not successfully 

resolving these problems. 

The problem centers on the huge deficits in the federal funds 

portion of the budget that developed in the 1980s as a by-product 

of conflicting policies that were not resolved In the budget 

process.  Taxes were cut and government spending was increased and 

those actions were not reconciled.  The situation continues today. 

Instead of dealing with the real issues through the political 

process, we resorted to formula budgeting—the Gramra-Rudman- 

Hollings (GRH) process—and discovered that doesn't work very well, 

either. 

If current trends continue, the public debt will reach 

$4 trillion by the mid-1990s, consuming $250 billion to $300 

billion per year of the nation's scarce supply of savings that 

should be flowing into productive capital investment.  This 

represents an enormous threat to the nation's future economic 

growth and international competitiveness. 

In the narrower context of managing the federal budget, this 

growth of debt means that interest costs consume a growing share of 

available general revenues.  By the mid-1990s, interest could well 

become the largest single item in the federal funds portion of the 

budget.  Meanwhile, a growing list of needs goes unmet and 

problems go unresolved.  The deficit constrains our ability to 

respond to domestic problems, such as cleaning up toxic waste and 
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repairing datariorating roada and bridqaa. And it limita our 

ability to advanca our national intaraata abroad/ auch aa in 

raaponding to davalopnanta in Eaatarn Europa. 

Budgat Olractor Darman acknowladgad aoma of thaaa isauaa in 

hia introductory aaaay in tha 1991 budgat, whan ha talkad about tha 

'hiddan PACHEH' waiting to conauma billlona for tha govarnnant'a 

liabilitiaa and unnat neada.  But tha budgat Itaalf nakaa only a 

vary anall down paynant on thaaa problasa.  For axanfila, of tha 

hundrada of billiona naadad to raaolva tha bankruptcy of tha 

savings and loan inautanca fund, lass thsa $2( billion haa baan 

raflactad in tha budgat. 

REfORMS NEEDEO IM CURRENT BUDGETING PRACTICES 

It is clear that tha country facaa critical fiacal laauaa 

requiring far-reaching deciaiona by tha federal govarnmant.  To 

Bake those decialons wisely, policy makera need reliable and 

coapleta infonaation presented in an underatandabla foraat that 

focuaea on tha key iaauea.  And they need a procaaa that ancouragaa 

conaciantious negotiation in tha search for agreenent that serves 

the national intareat.  Unfortunately, current practices do not 

aatiafy theae needa. 

Structural Problems 

There are major structural problems in the current unified 

budget with its exclusive focus on a aingla, cash surplus or 

deficit total.  By merging growing trust fund surpluses (of which 

Social Security is the largeat) with general operating amounts, it 

gives the illusion that progress haa been made in reducing the 

deficit.  The discouraging reality ia that the deficit in general 

operations is larger todsy ($276 billion) than when we began the 

GRH process ($2tC billion).  (See attachment I) 

Alao, the budget's failure to highlight the investment and 

enterprise activities of the government, coupled with the inherent 

limitations of a cash-based budget, creates a bias against needed 



212 

capital investment and an incentive to move entecprise operations 

•uch aa the $40 billion pa£ year Postal Service off budget. 

Our concern about these problems has led us to propose^ a 

restructuring of the budget into general, trust, and enterprise 

sections, with each divided into operating and capital parts.  (See 

attachment II) 

Understatement of Costs 

Furthermore, the budget's almost exclusive focus on cash 

transactions means that many costs are greatly understated, a few 

are overstated, and others are totally ignored.  Foe exanple, the 

exposure to possible losses on federal credit and insurance 

programs now stands at almost 56 trillion.  The current 

presentation of the budget does not give proper visibility to this 

exposure and its budgetary consequences, nor does It encourage 

appropriate action to control the exposure,  while the government 

will probably experience losses on only a sraal1 portion of this 

total exposure, the risk of very substantial losses is real, as we 

saw when the government's savings and loan deposit insurance 

commitments suddenly turned into a major fiscal problem with the 

bankruptcy of the Federal Savings and Loan Insurance Corporation 

(FSLIC). 

When GAO recently testified on its audit of FSLIC's final 

financial statements, we reported that at least $325 billion would 

be needed to pay off FSLICs obligations, much of which will have 

to come from the U.S. Treasury.  And the $325 billion could easily 

go to $400 billion, or even to half a trillion if the economy turns 

against us.  There is still no reliable information on how these 

costs will affect the budget.  To date, less than $20 billion has 

been included in the budget estimates. 

Closely related to this problem, but on a smaller scale, is 

the practice of treating new loan guarantees as cost-free because 

^Managing the Cost of Government:  Proposals for Reforming Federal 
Budgeting Practices (GAO/AFMD-90-l/October 1989). 
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they involve no caih outlays in the first year.  But this is 

deceptive.  During fiscal years 1983 to 1989, guaranteed loan 

terninatlons for default increased sharply, from about $i  billion 

to about $11 billion. 

GRO believes the government should provide timely, on-budget 

funding for deposit and other insurance programs when it determines 

that insurance fees and premiums are Insufficient to cover expected 

losses.  We should also fund other major costs as the liabilities 

are incurred, such as the costs of the federal retirement systems. 

The budget also needs a better focus on major unmet needs.  It 

is encouraging that Budget Director Darman took a   step in this 

direction with his "hidden PACHEN" diacuaaion in the 1991 budget. 

We hope that this kind of presentation will become a permanent 

feature of the budget and that it will be strengthened and 

systematized.  For Congress and the public to understand the 

implications of these issues, it needs at least rough estimates of 

costs, an indication of the timeframe in which action will be 

needed, and suggestions of how the costs will be reflected in 

future budgets. 

A Formula Budget Process 

that Does Mot Work Well 

The third problem area in budgeting is the GRH process 

itself.  In our November 1989 report on GRH procedures,^ we noted 

that the act's focus on annual cash deficit targets encourages 

short-term "fixes" with too little consideration given to real, 

long-term solutions.  For exanple, slipping pay days from the end 

of one fiscal year to the beginning of another is a savings 

illusion.  Similarly, asset sales produce an immediate cash 

infusion and help reduce the short-terra deficit, but sometimes at 

the price of increasing by an even bigger amount the long-term 

^Deficit Reductions for Fiscal Year 1998:  Comaliance with the 
Balanced Budget and Emergency Deficit Control Act of 1985 
(GAO/AFMD-99-4a, November 15, 1989). 
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deficit.   Moving 530 billion in borrowings for the savings and 

loan rescue effort to an off-budget Resolution Funding Corporation 

adds about S3 billion to Treasury interest costs over the long-run. 

We also noted that the GRH process does not address the 

growing deficit in the nontrust fund side of the budget where the 

long-term problem lies* and the fact that the act's unusual budget 

accounting requireraents contribute to unrealistic deficit 

projections. 

I should also mention that GRH's mechanistic approach 

basically treats all nonexen¥>t programs alike in the sequestration 

formula» regardless of their relative needs or effectiveness.  More 

i nf>ortantly« I sense that formula budgeting somehow weakens the 

legislative process and long-term public confidence in the 

government.  Surely* government accountability is lessened and 

public confusion increased when 4 years of technical compliance 

with GRH provisions has not resulted in deficit reduction in the 

general operations of the government. , 

This is why we think that a different approach to budgeting 

is needed, one that bu ilds upon the successful experience of the 

1987 budget summit agreement, which produced a 2-year, bipartisan 

agreement on macro budget categories.  If such an approach couId be 

regularized, progress could be achieved in streamlining the 

process, extending the time horizon, and minimizing uneconomical 

decisions.  It is through a bipartisan discussion of the budget 

deficit and its causes, a discussion that takes into account 

commitments and unmet needs, that the deficit problem will be 

properly addressed. 

THE FEATURES OF H.R. 3929 

Now let me turn to H.R. 3929.  As you know, the bill would 

repeal the GRH law and substitute a new deficit reduction approach 

termed "pay-as-you-go."  Instead of having statutory deficit 

targets (as in GRH), 0MB and the Congressional Budget Office (CBO) 

would be required to calculate new deficit targets each year using 
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the bill's pay-as-you-go fornula.  Essentially, the targets would 

be the difference between (1) baseline revenues and (2) baseline 

outlays minus Inflation.^  These targets would be further reduced 

by $ia billion in the first three budget cycles under the law. 

Under the provisions of H.R. 3929, the off-budget Social 

Security surpluses would, unlike under the GRH law, not be 

included in the confutation of the deficit. 

The bill's approach is similar to the "outlay freeze" 

approach which atteiBpts to hold outlay growth below inflationary 

rates.  This allows revenues to "catch up" over tirae and reduce the 

deficit.  However, H.R. 3929 does not require an inflexible outlay 

freeze because it contains a provision allowing outlay increases to 

be offset by revenue increases from new legislation. 

H.R. 3929 contains no sequestration procedure (as in GRHJ to 

enforce the required cutbacks.  Instead, It would rely upon the 

legislative process to enforce adherence to the deficit targets. 

To in^rove congressional budgetary discipline/ H.R. 3929 contains 

provisions designed to make it more difficult for bill sponsors to 

pass legislation increasing spending or decreasing revenues froin 

the levels approved in the budget resolutions. 

Positive Features of H.R. 3929 

We see certain strong points in H.R. 3929, principally the 

following: 

— The repeal of GRH wouId reduce somewhat the formula 

aspects of current budgeting practices.  More 

accountability for budgetary results would be placed back 

in the hands of Congress and the President. 

^Baseline amounts basically are projections assuming continuation 
of present law and adjustments for inflation and entitlements 
caseload. 



210 

— By  excluding  Social  Security  from  the pay-as-you-go 

fornula*   the bill comes  closer  to dealing with  the federal 

funds  deficit. 

-- A   required  5-year   reconciliation  feature would  extend   the 

tine horizon of budgeting,   reducing   the   incentives  to adopt 

measures  that produce short-term cash benefits but  higher 

long-term costs. 

— New points-of-order would make  it more difficult  for bill 

sponsors  to  avoid   the fiscal   restraints  of  the  budget 

resolutions,   such as a point-o£-order  against  certain bills 

to exclude  a  new or existing federal  entity from  the 

budget. 

— Restrictions  on slipping   pay days  and  using   special  asset 

sales  to  report  budget  savings  for  a  fiscal  year would 

eliminate or minimize  these budgetary  gimmicks. 

— H.R.   3929's  definitions  of  certain  budgeting   terms   {such  as 

"budget  authority**)   would  clarify some existing  budget 

scorekeeping  uncertainties  and   io^rove budgetary 

discipline. 

— The bill would provide   for   somewhat   improved  budgeting   over 

federal  credit   and  deposit   insurance programs. 

— A   requirement  that  outlays be  calculated   on a gross  basis 

would provide  better  disclosure over   the magnitude of 

federal   spending. 

— The bill's  restrictive definition of  government-sponsored 

enterprises   (GSE)   is designed  to prevent misuse of  the GSC 

concept   for  moving   federal  activities  off-budget. 

GAP Concerns About   H.R.   3929 

Despite  these strengths,   the bill  has,   in our   opinion,   certain 

weaknesses which can be summarized  as follows: 



217 

— Tb« bill  ttill  ha« « formla faatur* In tha pay-aa-you-go 

approach.     Thia  faatuta would,   lika GRH,   b* subject  to a 

naw ganaratlon o(  budgat accounting gimnicka.     Thia would 

particularly affact calcalationa of tha basalinaa  that 

(undar H.R.   3929)   bacoaa  tha starting point  for daternining 

tha daficit targats. 

— H.R.   3929 doaa not sat  forth an aasily undaratood daficit 

reduction plan.    Hhataaa  tha GRH  law haa a aat of  stated 

deficit  reduction  targeta,  H.R.   3929  haa a   fornula  (or 

coaputing  and racoaputing   tha daficit reduction target each 

year.     Thia could confuae aany people and   leasan  support 

(or deficit reduction. 

— The pay-aa-you-go approach could be manipulated   to  allow 

permanent spending   increaaaa  that are matched by  tenporary 

revenue  increaaaa.     Thia could give  tha  illuaion of  deficit 

reduction progreaa. 

— Tha bill'a credit budgeting  proviaiona would exclude  the 

nonaubaidy portions of  direct   loan outlays  from  the 

budget's  totals.     This would  lessen  the budget's 

conprahensiveness as  a   statement of  governmental 

tranaactiona. 

He aee H.R.   3929  aa  not going  far  enough   to  resolve our 

concerns about formla budgeting.     Like the GRH procedurea,   the 

pay-as-you-go procedures  would  obscure accountability  for  budgetary 

results and encourage  a new  round of  budgetary gimmicks.     It  also 

does  not deal with many of  the concerns  I  have raised   in ray 

testimony. 

I   therefore would  suggest  that  the Subcommittee consider  a 

more comprehensive bill which slight  include many  of H.R.   3929's 

provisions designed   to enhance budget discipline   (points of  order, 

definitions,   etc.).     These provisions  in  the context of a  multiyear 

bipartisan budget summit agreement could produce better 



218 

inplementation of budget resolution targets than was the case 

before adoption of the GRH law. 

I also urge consideration of GAO's budget restructuring 

proposal or similar proposals aimed at overcoming the limitations 

of the current unified budget.  Further, the treatment of costs, 

connitments, and unmet needs should be addressed.  I am convinced 

that sustained progress in overcoming the deficit requires that 

such matters also be covered in budget reform legislation. 

This concludes my remarks, Mr. Chairman.  I appreciate having 

had this opportunity to present out views, and I would be glad to 

answer any questions you or members of the Subcommittee may have. 

ATT»*B(r I 
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Chairman DERRICK. HOW would you build the capital budgeting 
into the process? 

Mr. BowsHER. Well, you would look at each of those three major 
categories and determine what categories are really capital invest- 
ments rather than operating. 

Without having capital, I think one of the things we have done 
over the years is we have kept our government labor intensive, and 
we have had a tendency to do whatever is the least cost to next 
year's budget, which is generally either to rent, if you are thinking 
of a building, rather than to build a building. 

Rather than investing in machines, let's say, in automation in 
some of our areas, why you kind of continue to not make the in- 
vestment, because you have to charge it all off in the one year of 
your budget submission. 

So we think the capital financing would give you a little better 
control, and a little better decisionmaking. 

Now, to do that, though, I think it is important that you have 
good financial reporting and good auditing. Because one of the 
things you can do in capital budgeting, which is what New York 
City did, unfortunately, is you can game that system, too. And so 
you have got to have some good economy, which I think the whole 
budgeting process needs here. 

I think we have got to get away from these gimmicks. I think we 
have got to get to where we are using the real numbers and we are 
auditing those real numbers to make sure that we are not playing 
a lot of games, no matter what system we have. 

Chairman DERRICK. The long-time chairman of the Ways and 
Means Committee in South Carolina is deceased now, but I remem- 
ber I used to go to him and he would say, "When are you guys 
going to balance that Federal budget?" And I used to tell him, 
'Well, if you would allow us the same accounting procedure that 

you have, we could balance it tomorrow morning." 
I am not sure I was exactly right, but I was trjdng to make a 

point. And I guess this is what you are suggesting, you know, they 
have an operational budget which they balance. But, of course, if 
they build a building, they sell bonds for 50 years or something like 
that. 

Mr. BowsHER. That is right, yeah. 
Chairman DERRICK. Whereas we under the unified budget pay 

for that building and it goes into the deficit or something like that. 
Mr. BowsHER. And the whole cost of the building goes in that 

first year. It has to go in there. 
Chairman DERRICK. What don't you like about the bill? 
Mr. BowsHER. I guess my major concern about the bill is the con- 

tinuation of formula type budgeting. In other words, it seems to 
me, and I think your point is right on the constitutional amount 
line-item veto, what we have here is a $200 billion deficit, and you 
are not going to solve it unless you really make some tough deci- 
sions. 

And so I don't think you are going to find any formula, or any 
mechanistic budget process that is going to get us out of this 
budget deficit that we have got ourselves into. And so I think 
that  
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Chairman DERRICK. Well, there certainly wasn't any that would 
keep us from getting in it to begin with. So I think it is a reasona- 
ble assumption that it isn't the one that is going to get us out. 

Mr. BowsHER. That is right. 
Chairman DERRICK. YOU know, one of the complaints we have 

heard about the bill, and I guess I am getting ready to be a little 
inconsistent here, is that there is no leverage. We are talking about 
the absence of any leverage other than a vote for more taxes or 
something like that. 

But Gramm-Rudman-HoUings was supposed to have leverage in 
it. The Budget Act was supposed to have leverage in it to make us 
do those things which we were not naturally incUned to do, 
and  

Mr. BowsHER. I am not a big fan of this leverage theory. 
Chairman DERRICK. I am not either. I want to tell you I was the 

only Member of the South Carolina delegation that voted against 
Grfunm-Rudman-HoUings. 

Mr. BowsHER. If you think of the debt limitation, that was an- 
other thing that was supposed to have great leverage. If you think 
of the CivUleti decision, for many years you kept the Government 
going at the end of the fiscal year, even if you didn't have quite all 
the appropriations done. And that was on a legal decision that my 
predecessor had issued. And then all of a sudden, I think it was 
President Ceuter and his Attorney General, Mr. Civilleti, decided 
we would close the Government. 

By God, that would make everybody pass all the appropriations 
on time and everything like that. If you remember when we 
changed the fiscal year, I was serving as Assistant Secretary of the 
Navy at the time and John Chaffey had just come in as the Secre- 
tary of the Navy. He was a former governor and he says, why are 
we changing the fiscal year of the Federal Grovemment? 

And I can also remember Frank saying, well, we will never again 
have to have a continuing resolution, because this will give us the 
additional time, and Chaffey says, you know, it is awful because we 
have just got all the States and everybody else on a June 30 fiscal 
year, and it makes a lot of sense to have everybody on the same 
fiscal year. 

And so, you know, we made that major change and one more 
time we thought because we had, you know, put a mechanistic 
change in there, that this was to solve the budgeting problems. It 
doesn't. 

Chairman DERRICK. Well I have seen it from the other end too 
for the last 16 years. I can't tell you how many meetings I have 
been in over there where we were going to outfox the administra- 
tion with this or that, and every time we mentioned sequestration, 
the administration just trembled, you know. 

And we found out that there was nothing to it, at least the last 
time. Maybe as we get into the future the figures will get better. 
The administration outbluffed us on that. 

But what would you say to the proposition that we do away with 
the Budget Committee, we do away with Gramm-Rudman-Hollings 
and go back to the way it used to be? 

Mr. BOWSHER. I would—we have been, and for some time now ad- 
vocating more of a leadership committee type arrangement, rather 

36-932  0-91 
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than the budget committees, and with some guidance to the com- 
mittee structure  

Chairman DERRICK. TO a large degree that is what you already 
have. 

Mr. BowsHER. To a large degree, and I think that is what you 
had 2 years ago when you had that £^eement worked out with the 
White House in 1987,1 think it was, in the fall. 

I would certainly keep CBO, because I think they do a good job 
as far as score keeping and some of the studies they do. And I 
think the Congress needs an independent unit. But I wonder 
whether it wouldn't work better with some kind of a leadership 
structure rather than the budget committees that we set up in 
1974. 

Chairman DERRICK. Well I think quite a few Members here look 
fondly back to that summit in, I guess it was 1987, and Jim Wright 
was able to get the appropriations bills out when he was the Speak- 
er for the first time in a long time. And I think that he—I don't 
want to take anything away from him—but I think that he was 
definitely aided tremendously by that agreement that had been 
made in 1987. 

Mr. BowsHER. Exactly. 
Chairman DERRICK. I guess what we are trying to do is to get 

around the fact that we at least for the last few years, have had 
permanently one party in the White House and one party control- 
ling the Congress. 

We need to bring that together in a more workable situation. Let 
me see if I have other questions here I would like to ask. 

Would you comment on just the credit reform provisions? 
Mr. BowsHER. Yes. 
We think your proposals are good. We testified along with OMB 

and CBO the other day before Mr. Schumer, and I think the three 
groups are—and as Chairmem Schumer pointed out, I think techni- 
cally now we have pretty much come into eigreement on how to do 
it. We have got a couple minor differences, but I think the impor- 
tant thing is that the credit area is not a freebie. In other words, 
today you can move a program off budget again by working it into 
the credit arrangements, like loan guarantees and things like that. 
And, therefore, it doesn't count against you in next year's budget 
and things like that. 

I think it is much better to get an estimate on what the losses 
might be, what your risk is going to be in some of these programs 
and to account for so you don't get that kind of incentive in there. 

I think we would have probably a better look at the credit pro- 
graxna than what we do now if they cost something in the budget 
process. 

Chairman DERRICK. Well, one thing concerns me. You said you 
followed the budget process for 20 years. I have the dubious distinc- 
tion of having served on the Budget Committee longer than any 
other Democrat, with the possible exception of Jim Wright. Of 
course, he was there in his leadership position. But, I don't see how. 
we can really get a handle on it without putting that credit part in. 

Mr. BowsHER. And the credit numbers are big now. In other 
words, if you look back 20 years, you know, some of those pro- 
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grams, they were mostly housing programs, and there you also had 
something over there that was fairly tangible. 

We moved a lot of programs into that credit area, where if you 
look over there and the program is not working, pretty soon the 
American taxpayer is picking up some pretty big chunks of money. 

Chairman DERRICK. Well, you know, back home when I have 
people ask me about the deficit I can put most of them to sleep in 
about 2 or 3 minutes if I start talking about the deficit because, as 
1 think you or the prior witness pointed out, we have heard so 
much about it and the dog just hasn't bitten. 

We have heard that the dog was going to bite. But what are we 
to do? We have gone down to Panama. It is probably going to cost 
us $3 billion by the time we get out of that place down there. We 
have got this S&L thing, which will cost $200 billion minimum, 
$300 billion maximum. We have the cleanup of our military nucle- 
ar facilities, which is another $200 billion over the next 20 years. 

Mr. BowsHER. We have another thing, too, that most people 
don't realize, and it is going to cost us money to get out of some of 
these overseas commitments. In other words, everybody is looking 
for the peace dividend. It is not going to come for a year or two, 
and the American people are going to be shocked on how much 
money they have to spend to leave some of these countries where 
they have been defending them for 4 years. 

And a good example is we have just done a study on this air base 
in Spain, and you know, we have to make good the environment. 
We have to have severance pay for the Spanish workers. It is cost- 
ing us millions and millions of dollars. So that is the next 2 years, 
2 or 3 years. 

Chairman DERRICK. I never have put a great deal of hope in the 
peace dividend. 

Okay. Thank you very much for your testimony, and themk you 
for coming. 

Mr. BOWSHER. Thank you very much, Mr. Chairman. Good to see 
you. We will be happy to answer any questions you have in writ- 
ing. 

Chairman DERRICK. Thank you. 
Thank you very much for coming before us. Mr. Reischauer, as 

everyone knows, I am sure, but for the purpose of the record, is the 
director of the Congressional Budget Office. We would be delighted 
to hear your testimony and be glad to have you summarize and put 
your statement in the record if you like or whatever. 

STATEMENT OF ROBERT REISCHAUER, DIRECTOR, 
CONGRESSIONAL BUDGET OFFICE 

Mr. REISCHAUER. Thank you, Mr. Chairman. I was relieved that 
the Comptroller General advocated the continued existence of CBO, 
and I will go on the record as advocating the continued existence of 
GAO. As you suggested, I will submit my prepared statement for 
the record and confine my remarks to a brief discussion of the effi- 
cacy of the Balanced Budget Act process and the need for further 
procedural reform along the lines that Chairman Panetta has sug- 
gested. 
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The defects of the Balanced Budget Act—Gramm-Rudman-Hol- 
lings—are well known to one and all. These defects have invited 
the use of overly optimistic assumptions for economic and technical 
estimating. These assumptions have become a substitute for real 
deficit reduction measures. The act has encouraged budgetary 
myopia. By that, I mean the excessive focus on measures that 
affect spending of revenues in a single budget year to the detri- 
ment of what happens to the deficit in the long term. 

The act has spawned accounting changes and other gimmicks 
that give the illusion of deficit reduction without the substance. Fi- 
nally, the act has fostered cynicism about the honesty of the budget 
process. This cynicism has undermined the public's image, not only 
of politicians but also of our political institutions. 

ChEiirman DERRICK. I think it would be fair to say you don't ap- 
prove of the present process. 

Mr. REISCHAUER. I am setting you up here. While these criticisms 
represent real costs, the bottom line is whether Gramm-Rudman- 
HoUings has produced benefits in the form of a reduced deficit. 

On the surface, the answer to this question would seem to be yes. 
If we look at the deficit in 1986, it was $221 billion and has fallen 
to aroimd $150 billion to $155 billion over the last 3 years. 

Of course, the extent to which this decline is attributable to the 
Balanced Budget Act is debatable. Those who believe that the act 
has been ineffectual—and there are growing numbers of them in 
the Congress and in the Nation—point to the fact that most of the 
improvements in the deficit come about from the growth of the 
soci£d security surpluses and from the restraints imposed on the de- 
fense budget. Both policies were set in motion before Gramm- 
Rudman-HoUings was enacted in 1985. 

Those on the other side—and I count mjrself as one—would argue 
that the Balanced Budget Act has provideid a mechanism to convert 
public and congressional sentiment to reduce defense spending into 
actual concrete reductions in defense budget authority. In addition 
the reforms that reduced medicare spending over the last few years 
have been driven largely by the Gramm-Rudman-HoUings require- 
ments, which clearly restrained new spending initiatives. Overall 
nondefense discretionary spending has grown no faster than GNP 
since the enactment of the Balanced Budget Act, despite public and 
congressional sentiment to increase this spending considerably. 

But, for the purpose of these hearings, the issue is not past per- 
formance but future. The important question is whether the key at- 
tributes of the Gramm-Rudman-HoUings system are likely to 
reduce deficits during the 1990's. One key attribute of the current 
system is the setting into law of rigid multiyear targets for the def- 
icit. The effectiveness of these fixed targets may diminish over 
time. We now know that the use of overly optimistic economic and 
technical assumptions and the demands of unforeseen events, like 
the drought and the savings-and-loan debacle, can render deficit 
targets that were previously set in law totally unattainable. 

When this situation arose in 1987, the targets were chsuiged. The 
targets could be redefined again this year because the magnitude of 
the adjustment required to meet the 1991 deficit target of $64 bil- 
lion will, quite frankly be tremendous. The need is sizable, especial- 
ly if one counts the working capital expenditures of the Resolution 
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Trust Corporation (RTO required under our current accounting 
practices. 

CBO's estimates of the amount of reduction that would be needed 
to reach that $64 billion target is about $97 billion. Bill Diefen- 
derfer suggested that the Office of Management and Budget's 
number is somewhere in the neighborhood of $50 billion due to 
changed economic circumstances. He did not mention what would 
happen with the RTC working capital issue. If CBO's estimate for 
R'TC working capital were added to his $50 billion the OMB esti- 
mate would be a reduction of $73 billion. In other words OMB's es- 
timate is not particularly different from CBO's. Both are several 
times larger than any deficit reduction that the Congress and the 
President have been able to conjure up over the last 5 or 6 years. 
These cuts are two, three, four times as large as any that we have 
accomplished in the past. 

If the supposedly fixed and immutable targets are changed every 
2 or 3 years, participants in the budget process will begin to accept 
this as one more way of escaping the required discipline. We might 
get into a cycle where we have 1 or 2 years of smoke and mirrors 
and a change of the targets, then 1 or 2 years of smoke and mirrors 
and a change of the targets again. 

A second attribute of the current budget process is the sequestra- 
tion procedure, which was intended as a threat to impel action by 
the administration and the Congress to reduce the deficit. A threat 
of sequestration may be less daunting and less balanced today than 
it was in the era when the administration was proposing large in- 
creases in the defense budget. This suggests that Gramm-Rudman- 
HoUings might be less effective in the future than it has been in 
the past. As I suggest, there is some controversy over how effective 
it has been in the past. 

If this is the case, some changes along the lines that have been 
proposed by Chairman Panetta may be warranted. Chairman Pa- 
netta's bill would set annual amounts of deficit reductions rather 
than a specified deficit level. 

In several respects, I think this represents an improvement over 
the rigidity of the current system. First, a miscalculation in one 
year would not destroy the realism of the deficit targets for future 
years, as it does now. 

Second, this approach would greatly reduce the incentive behind 
the overly optimistic economic and technical assumptions on which 
both the President's budget and the budget resolution are based. 
This would be a definite step in the right direction. The Panetta 
Bill would also extend the focus of deficit reduction beyond the 
budget year. This would cure the budgetary myopia that affects the 
current system. A longer-term view would eliminate the most egre- 
gious budgetary gimmick, namely, shifting outlays and revenues 
from one year to another to achieve favorable deficit reductions in 
the budget year. This would be a second step in an improved direc- 
tion. 

The Panetta bill would also eliminate sequestration, substituting 
in its place strengthened control through points of order. This ap- 
proach could be workable. In the current climate of cynicism, how- 
ever, internal congressional procedures may not be viewed by the 
executive branch, by financied markets, or by others as an effective 
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substitute for sequestration. I, for one, think it is extremely impor- 
tant that any substitute for sequestration under Gramm-Rudman 
be regarded at least as credible as what we have today. 

The Panetta bill employs a pay-as-you-go concept for setting 
annual deficit reduction targets. While this approach has some 
appeal, some unintended consequences could arise that should be 
considered carefully. For example, the importance of baseline defi- 
nitions to the pay-as-you-go concept could lead to a new budgetary 
game, namely, defining the baseline to give the appearance of defi- 
cit reduction without the substance. 

In addition, pay-as-you-go might require larger and more com- 
plex budget bills, which might result in bigger confrontations be- 
tween the Congress and the President over budgetary policy. The 
Panetta bill also incorporates credit reform and revises a number 
of accounting rules and definitions. These changes would help 
make the budget process more rational and could restore some in- 
tegrity to the budget process. 

In the end, however, the efficacy of any budgetary reform will 
depend primarily on its ability to raise the level of cooperation and 
compromise between the White House and the Congress. I wish I 
could offer some magic formula for attaining this goal, but obvious- 
ly there is none. 

What I can say is that I am extremely skeptical that a revision 
of the budget process is the silver bullet that can bring about the 
changes that are needed. Adopting real and long lasting deficit re- 
duction policies will do more to restore integrity to the budget proc- 
ess than any measures being considered by this subcommittee. 
Some changes in the budget process could make a modest contribu- 
tion to reducing the deficit and restoring credibility to the system. 
The large budget deficits and budgetary chicanery that we have ex- 
perienced in the last few years, however are not primarily the 
result of defects in the budget process. 

Rather, the process does not function well because profound po- 
litical differences exist over how to reduce the deficit. Until there 
is a meeting of the minds on these policy differences, the budget 
deficit will remain undesirably high and the criticisms of the 
budget process will continue. 

Thank you. 
Chairman DERRICK. Thank you very much for your testimony. 
[Mr. Reischauer's prepared statement follows:] 
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HI. Chairman, I am pleased to appear before the Committee this 

morning to discuss the efficacy of the Balanced Budget Act process and 

the need for further procedural reforms as proposed by Chairman 

Panetta in his bill H.R. 3929. 

My testimony today will make four nuyor points: 

0 It is important to continue efforts to reduce the federal deficit 

in order to increase national saving and investment; 

0 Setting longer-term targets for budget surpluses should wait 

until a balanced budget is closer to realization; 

0 The Balanced Budget Act has a number of problems, ami 

some procedural changes would be useful; but 

0 Achieving real and long-lasting deficit reductions in the next 

few years will do the moat to restore the integrity of the 

budget process. 
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THE NEED FOR DEFICIT REDUCTION 

The primary reason for continuing efforts to reduce the federal deficit 

is that national saving today is much too low by both historical and 

international standards. This low saving rate translates into alow 

growth in living standards by restricting the pool of capital available 

for productive private investment. While a net inflow of foreign capital 

can substitute for domestic saving and maintain productivity, it also 

means that an increasing share of our output must go to pay interest 

and dividends to foreign creditors, which will depress the growth of our 

living standards. 

The low rates of American saving and investment are particularly 

disturbing because of the demographic changes that are imder way. In 

the United States today, there are 3.3 members of the labor force for 

every Social Security retiree. This relationship will remain roughly 

constant for the next 20 years but then will decline sharply between 

2010 and 2030 to about two workers for each retiree. The best way to 

help the nation adjust to this demographic change is to encourage 

economic growth now so that the nation will be better able to support 

an aging population. 

The most direct way for the government to encourage economic 

growth in the long run is to take actions that add to national saving, 

and the most effective way to do that is to reduce the deficit. Reducing 

the federal deficit will increase national saving during the 20 or so 

years that remain before the baby-boom generation begins to retire. 

This increased saving will permit greater investment at home and 

abroad, promote higher economic growth, and raise the amount of 

income that will be available for sharing by future workers and 

retirees. These improvements should make the inevitable allocation of 

more resources to retirees less of a strain on the working population of 

that time. 

The President proposes to spur saving and investment by ex- 

cluding up to 30 percent of capital gains from taxation, establishing 

Family Savings Accounts, and allowing penalty-free early with- 



229 

drawals from Individual Retirement Accounta for Hrat-time home- 

buyers. These proposed incentives wfluld Increase the return to saving, 

but they cannot be counted on to raise the national saving rate sig- 

nificantly. Once again, the surest way to increase national saving is to 

reduce the federal deficit. 

Reducing the federal deficit could have several additional benefits. 

It could, for example, reduce interest rates and thus improve prospects 

for many interest-sensitive sectors in the United States as well as 

benefit debt-burdened countries abroad. It could reduce the trade 

deficit, and with it the inflows of foreign capital to the United States. 

Finally, it could also ease the burden of the Federal Reserve system in 

managing the economy and reduce the likelihood of sharp swings in 

financial markets. 

The Panetta bill (H.R. 3929) addresses this need for fiirther deficit 

reduction. It would strengthen current budgetary procedures for 

achieving deficit reduction. It would also extend the time horizon for 

deficit reduction efforts and try to achieve budget surpluses in the near 

future. 

SETTING DEFICITTARGETS 

Recent discussions of budgetary policy, however, have become mired in 

confusion over what the real federal deficit is. For the most part, this 

confiuion has arisen over accounting for the surpluses of the Social 

Security trust funds. Many proposals, including the Panetta bill, 

would take Social Security out of the budget calculations, and the 

President's budget also contains a proposal to change the accounting 

procedures for the Social Security surpluses. For some time, however, 

CBO has argued that the proper deficit to target is one that measures 

the extent to which the federal government draws on private saving to 

finance government consumption. 

The chief importance of the federal deficit as a measure is that it 

accoimts for the government's use of private saving. When the deficit 
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increases (other than for additional spending on physical or human 

investments), the government is diverting more private saving to 

public consumption. When the deficit is cut, the government is using 

less saving. The annual balance in the Social Security programs 

affects national saving in exactly the same way as the balance in any 

other government accounts and, therefore, should be included in any 

deficit calculations. 

This is not to say that the appropriate deficit target is necessarily a 

balanced total budget, including Social Security. Some analysts 

believe that limited deficits are acceptable because much federal 

spending yields long-term benefits. To others, a balanced budget is 

good enough. For example, Alice Rivlin and Henry Aaron have sug- 

gested recently that surpluses of about 1 percent of gross national pro- 

duct (GNP) would be desirable in the late 1990s. Still others, includ- 

ing the President and Chairman Panetta, propose that we go further 

and aim for overall budget surpluses after 1993 that are equal to those 

now scheduled for Social Security, which will average 2 percent of GNP 

in the late 1990s. 

With the current targets proving hard enough to reach, 

pinpointing ambitious targets for the late 1990s seems premature. The 

deficit currently hovers near 3 percent of GNP. To arrive at a surplus 

of 1 percent to 2 percent of GNP, involves passing through zero, or 

budget balance, first. Even if recent progress can be accelerated, 

achieving a balanced budget is still some years off. Setting realistic 

targets aiming to balance the budget over the next few years, and then 

attaining them, has to be the number one priority for deficit reduction, 

to my way of thinking. 

Once the balanced budget bird is in the hand rather than flitting 

around in the bush, so to speak. Congressional attention should then 

focus on longer-term budgetary goals. The case for surpluses in the 

total budget rests implicitly on two assumptions. One is that private 

investment should be the major focus of efforts to spur economic 

growth.   The second is that private saving will continue to prove 
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insufficient to fund such investment; thus, the government should 

supplement it with public saving or surpluses. 

Support for this case is, however, far from universal. First, a 

public investment strategy for spurring economic growth could be 

pursued. I am referring here to a set of policies that would stress 

expanding investment in human capital, infrastructure, and research 

and development. Pursuing such a strategy might imply long-run 

federal deficit targets quite different from the big surpluses the 

Panetta bill would call for. Second, the baby-boom generation is 

entering its years of high saving. So far, little evidence indicates that 

the overall saving rate is picking up. But it is too early to tell and, with 

each passing year, the evidence should become clearer. 

My task today is certainly not to recommend a public investment 

approach for spurring growth. My point is, though, that this approach 

deserves a serious hearing. A fair hearing will be possible only when 

the current huge deficit is much lower. All of this implies that it is 

premature to lock the government into a course of ever-growing 

surpluses before a specific approach to growth has been decided. I see 

absolutely no loss to setting and achieving near-term targets on 

balancing the budget, but you should reserve the choice of how much 

more the government should do to spur growth and how it should go 

about it. 

HOW WELL HAS THE BALANCED BUDGET ACT WORKED? 

By now, the defects of the Balanced Budget Act (Gramm-Rudman- 

HoUings) are well known, but let me briefly run through the litany of 

complaints about the act. To begin, it has encouraged the use of overly 

optimistic economic and technical estimating assumptions to avoid the 

need for making greater efforts to reduce the deficit. It has also focused 

the budget process on a single year and sometimes lost sight of the 

long-term objective, which is a slow but steady reduction in the federal 

deHcit. Moreover, it has spawned accounting changes and other 

gimmicks that give the illusion of deficit reduction without the sub- 
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stance. Finally, it has fostered cynicism about the honesty of the 

badget process and undermined the public image of politicians and 

political institutions. 

These criticisms are valid and important, but they beg the 

question of whether Gramm-Rudman-Hollings has worked to reduce 

the deficit. The budget deficit in 1986 was $221 billion, even with a 

sequestration of {11.7 billion. Since then, however, the deficit has 

been reduced to between $130 billion and $155 billion, and as a per- 

centage of GNP the decline has been sharper-from S.3 percent in 1986 

to 2.9 percent in 1989. 

But has the Balanced Budget Act produced these outcomes? 

Several factors can be cited to the contrary. One is that, as is widely 

discussed, growing Social Security surpluses accoimt for a substantial 

share of the progress being made. These surpluses were set into law in 

1983, before Gramm-Rudman-Hollings. Similarly, the change in 

public and Congressional sentiment toward restraint in the defense 

budget-another augor contributor to improving budget outcomes- 

antedates the Balanced Budget Act. 

On the other side, however, some people have cited the Balanced 

Budget Act's usefulness in converting a mere sentiment toward 

defense restraint to concrete action. Moreover, nondefense discre- 

tionary programs have grown no faster than GNP since enactment of 

the Balanced Budget Act, despite Congressional sentiment to increase 

them. On balance, I believe that the major effect of Gramm-Rudman- 

Hollings has been to restrain new spending initiatives. 

There is no profit, however, in exhuming the past accomplish- 

ments or lack thereof of Gramm-Rudman-Hollings. The important 

question is whether the key attributes of the act are likely to reduce 

the deficit in the fiiture. These attributes are the setting into law of 

rigid numerical deficit targets and establishing the sequestration 

procedure as a threat to impel action. Even if dollar targets are set five 

years into the future, one could virtually guarantee that they will need 

emendation and that they will encourage use of overly optimistic 
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assumptions. It is eqtially agreed that a threat of sequestration, which 

would set the defense share at 50 percent, is far less daunting today in 

an era when the Administration is proposing sizable defense 

reductions than it was when the executive branch was strongly advo- 

cating substantial real growth in the defense budget. Accordingly, 

some changes in Gramm-Rudman-Hollings seem warranted if it is to 

work as well—however well that may be—in the future as in the past. 

Chairman Panetta's bill sets annual targets for deficit cuts in a 

way that is less rigid than Gramm-Rudman-Hollings—a miscalculation 

in one year will not foredoom the realism of the targets ever after as 

Gramm-Rudman-Hollings does-and it kills sequestration altogether, 

substituting strengthened control through points of order in its stead. 

This approach strikes me as potentially workable, although internal 

Cmgressional procedures may not be as credible as sequestration. I 

think the efficacy of the proposed reform will depend much more on 

raising the level of cooperation and compromise between the Congress 

and the White House. I wish I could give you some magic formula for 

attaining that goal, but obviously none exists. What I can say is that I 

am extremely skeptical that any new legislation on the budget process 

is the key to the changes that are needed. 

SOME POSSIBLE PROCEDURAL CHANGES 

Unfortunately, fiscal year 1990 will prove to be disappointing in terms 

of achieving significant deficit reduction. The deficit target for 1990 is 

$100 billion, but 060*3 current estimate of where the deficit actually 

will come out is $159 billion. Roughly a third of this difference can be 

attributed to the failure to carry out fully the 1989 budget agreement 

and to the enactment of legislation that was not included in the 

agreement. I refer here principally to the repeal of the catastrophic 

health insurance program, the enactment of the savings and loan 

rescue legislation, and to the provision of fiinds for draught relief and 

disaster assistance. 
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The remaining portion of the higher 1990 deficit results from 

various economic and technical reestimates, almost half of which were 

projected by CBO, but not accepted by the Congress, when the agree- 

ment was reached in April last y«ar. Later reestimates have focused 

largely on the costs of resolving the savings and loan problem, most 

notably the provision of working capital to the Resolution Trust Cor- 

poration (RTC) by loans from the Treasury's Federal Financing Bank. 

Fiscal year 1991 will also prove to be disappointing. The Congres- 

sional Budget Office (CBO) estimates that the 1991 budget deficit 

under the President's policy proposals—which purport to meet the 

deficit target of $64 billion-would be $131 billion, almost $70 bilUon 

higher than the Administration's estimate. This difference in esti- 

mates arises largely because the President's budget makes no allow- 

ance for the sizable needs of the RTC for working capital and because it 

uses moie optimistic economic assumptions. 

The budgetary leindscape for the next several years is clouded by 

the costs of the savings and loan crisis, which can wreak havoc with an 

orderly plan for achieving the Balanced Budget Act deficit targets. For 

some time, CBO has argued that RTC spending should be included in 

the budget totals but largely excluded from the Gramm-Rudman- 

Hollings calculations. The rationale for excluding it is that such 

spending does not affect national saving or consumption in the way 

most federal spending does and that it would also be consistent with 

the treatment of asset sales under the act. The Panetta (H.R. 3929) bill 

does not specifically exclude the Resolution Trust Corporation from 

fiiture deficit calculations, although the transactions of the RTC could 

be excluded effectively under its credit reform provisions. 

The focus on reaching deficit reduction targets in the Panetta bill, 

rather than specific deficit levels, could be an improvement over the 

current Gramm-Rudman-HoUings procedures. It should lessen the 

incentive to adopt optimistic economic assumptions for the President's 

budget or Congressional budget resolutions. The more optimistic 

asstunptions used for the President's budget, for example, produce a 

projected deficit that is $26 billion lower than that projected by CBO. 



A particularly damaging defect of the Balanced Budget Act is its 

budgetary mjropia-its exclusive focus on next year's deficit with little 

heed to long-run consequences. Although looking too far into the 

future poses its own problems, total preoccupation with the here-and- 

now has two major flaws. First, it diverts attention from the real 

reason for fiscal responsibility-namely, to raise America's saving rate 

over the long run-and makes deficit reduction an end in itself. Good 

public policy can never be made when symbols subvert substance in 

this way. Second, myopia has encouraged budgetary chicanery, such 

as shifted pay days, accelerated tax collection, and other accounting 

gimmicks. 

The Panetta bill would extend the focus of deficit reduction beyond 

the budget year. It would eliminate the most egregious of budgetary 

gimmicks, that of shifting outlays or revenues from one year to another 

to achieve favorable deficit results in the budget year. The Panetta bill 

also revises and clarifies a number of other accounting rules and 

definitions that should help make the budget process more rational 

and comprehensible to the participants. These proposed changes are 

appealing and should help to restore the integrity of the budget 

process. 

Another appealing feature of the Panetta bill is its proposal to 

change the budgetary treatment of credit programs to reflect more 

accurately their real cost to the government, which would eliminate 

another source of budgetary chicanery. CBO has recently submitted a 

report to the Congress on the need for credit reform, which both the 

General Accounting Office and the Administration also support. 

While we would have some concern about some of the specific credit 

reform provisions in the Panetta bill—for example, treating deposit 

insurance as a credit program rather than excluding noninterest 

spending by the RTC~on the whole it would be a definite improvement 

over current budgetary practice. 

The Panetta bill employs a pay-as-you-go concept for setting 

annual deficit reduction targets. While the pay-as-you-go feature has 

some appeal, the experience of the last few years makes it clear that 
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every attempt at reforming the budget process has unintended 

consequences. The importance of baseline definitions to the pay-as- 

you-go concept, for example, could lead to some new budgetary games 

over calculating the baselines to give the appearance but not the 

substance of deficit reduction or deficit neutrality. Enforcing the pay- 

as-you-go concept could also lead to adopting even larger and more 

complex budget bills, which might result in bigger confrontations 

between the Congress and the President over budgetary policy. At the 

same time, however, these con&ontations might also promote more 

negotiation and settlement of issues, and in that sense the pay-as-you- 

go concept could produce some useful results in the long run. 

CONCLUSION 

In the end, adopting real and long-lasting deficit reductions policies in 

the next few years will do more to restore integrity to the budget 

process than the proposals in the Panetta bill. Some changes in the 

budget process might make a contribution to reducing the deficit or to 

restoring credibility to the process. But large budget deficits and 

budgetary chicanery are not primarily the result of defects in the 

budget process. Rather, the process does not function well because 

profound political differences exist over how to reduce the deficit. 

Until there is a meeting of the minds on these policy issues, the budget 

deficit will remain undesirably high and complaints will persist about 

the inequities and perfidies of the budget process. 
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Chairman DERRICK. The first question I was going to ask you is 
what you thought we could accomplish with these reform proce- 
dures. You answered that in your statement. Very little. Is that a 
correct summary? 

Mr. REISCHAUER. What we would? 
Chairman DERRICK. What we could accomplish with budget re- 

forms. 
Mr. REISCHAUER. It would accomplish cleaning things up in the 

budget process. But the fundamental problem will persist as long 
as disagreement exist between the executive branch and the Con- 
gress and within the Congress over, first, the necessity to reduce 
the deficit and, second, how to go about doing it. 

Chairman DERRICK. YOU think we ought to do away with the 
budget process, do away with Gramm-Rudman-Hollings? 

Mr. REISCHAUER. NO, I don't. I think this would send a bad signal 
to financial markets. The budget process as now exists represents a 
mechanism that can facilitate this process once the decision is 
made in the White House and in the Congress to resolve this issue. 
Some kind of mechanism is needed and this is a pretty good one; 
but the process can't substitute for political will. 

Chairman DERRICK. As we look at these reforms, what are the 
other goals that you think we should keep in mind, other than defi- 
cit reduction? 

Mr. REISCHAUER. An important thing to keep in mind is that 
budgeting is a cooperative exercise between the Executive and the 
Congress. The budget has a sequential element—in the sense that 
the President proposes a budget. Congress goes off and works its 
will. In the current situation, however where the work that has to 
be done is painful and imposes substanti£il political costs, the 
reform process should try and get cooperation and involvement 
from both branches. 

Chairman DERRICK. You think that this obsession that we have 
with the deficit is going to get in the way of some of these other 
reforms that might be desirable, such as the one you just men- 
tioned? Do you think this is like a big bale on top of the whole situ- 
ation? 

Mr. REISCHAUER. Clearly, this focus on the deficit has distorted 
and affected the way we have gone about trying to solve national 
and international problems. For that reason alone, I think that we 
shouldn't focus exclusively on the deficit. 

Chairman DERRICK. Could you elucidate just a little more on 
what you think we might do as far as the Executive and Congress 
in getting together as being an objective of budget reform. Is there 
anything we can do in reform legislation to bring that about? 

Mr. REISCHAUER. Well, one possibility  
Chairman DERRICK. For instance, there has been one suggestion 

made here this morning, that maybe what we need is some sort of 
leadership committee and do away with the rest of it. 

Mr. REISCHAUER. I think that it is often difficult to implement a 
budget resolution under our current system because those responsi- 
ble don't have as large a role in the formulation of that resolution 
as they feel they should. This is more an internal question for the 
Congress. 

Chairman DERRICK. Such as? 
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Mr. REISCHAUER. Well, I am skating out on thin ice here. The 
issue that I was really talking about is insuring that there is more 
involvement of the executive branch in the development of the 
budget. What happens now is that the President fulfills his obliga- 
tions early by putting on the table a large volume with numbers 
that meet the Gramm-Rudman law under his set of assumptions. 

The Congress is left to wrestle with this bear over the ensuing 6 
or so months. Delay, failure to move forward, or failure to meet the 
Gramm-Rudman targets leads to criticisms of the Congress, which 
is not altogether fair. 

Because, as I said, this is a process that must involve the execu- 
tive branch. Therefore, some of the onus for failure should fall on 
the executive branch. What we should be interested in is more in- 
volvement. One suggestion that was made this morning was to con- 
vert the concurrent resolution into a joint budget resolution that 
the President would have to sign. I think that this would draw the 
President into the process after he submitted his budget and 
reduce his ability to stand aside and criticize the action or inaction 
of the Congress. 

Chairman DERRICK. But don't you think when we passed the 
Budget Act to begin with, and later with Gramm-Rudmem-HoUings, 
don't you think that what we did was kind of kick the administra- 
tion out of the process to a large degree? 

Mr. REISCHAUER. YOU tried to increase the role for the Congress 
and provide an internal order or discipline to the budgetary actions 
of the Congress. This is why I would be very distressed about the 
abolition of the budget committees or the budget process eis we now 
know it. Currently, the process gathers together the information 
and the legislation and the planning so that people can look at the 
overall budgetary activity instead of piece by piece, as was the case 
before 1975. 

Chairman DERRICK. Well, that may have been what we tried to 
do, but don't you think what we did was kick the administration 
out of the budget process and assume that burden ourselves? And 
we have decideid, that really isn't a burden that we would like to 
have anymore? 

Mr. REISCHAUER. Well, I think you are right, and I think how 
much of this you want depends on how difficult is the problem 
facing you. If the problem is huge structural deficits, as it has been 
since the early 1980's, with a legal requirement to cut spending or 
raise taxes to meet deficit targets, then it is a responsibility that 
nobody really seeks. 

If we got back to a more healthy fiscal situation—that is, a bal- 
anced budget—the process that we had before would be quite ac- 
ceptable. 

Chairman DERRICK. DO you think we will have a balanced budget 
in your life time or my life time, assuming we live to our normal 
life expectancies? 

Mr. REISCHAUER. Yes. 
Chairman DERRICK. You can forget that question. That is opti- 

mism over refdity. What about the timetable? Do you think we 
need to do anything on the timetable? 

Mr. REISCHAUER. NO. I think that the timetable is quite com- 
pressed as it is. Tinkering around with it would really be a second 
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or third order response to the basic problems. I don't see the time- 
table as being an important component of the solution to the prob- 
lem that we race right now. 

Chairman DERRICK. I gather from your testimony that you think 
we should try to incorporate the summit agreements or some sort 
of deal to try to work out between the parties—and you think it 
might be advisable to put it in the legislation; is that right? I don't 
want to put words in your mouth. 

Mr. REISCHAUER. We are doing a paper on the pros and cons of 
making the concurrent resolution a joint resolution, which I will 
provide to this subcommittee. [See page 243.] The paper will basi- 
cally examine the joint resolution as a mechanism for involving the 
President and the executive branch, which, of course, depends on 
the willingness of the executive branch. We could end up with a 
situation much like the existing one but in which the President 
wants to play ball with the Congress. 

As you pointed out in your previous questioning of one of the 
witnesses, this is partially a problem that arises because the Con- 
gress is under the control of one party and the White House is 
under the control of the other party. If that didn't exist, one would 
expect more cooperation and earlier cooperation. 

Chairman DERRICK. One of the criticisms of the budget act and 
Gramm-Rudman-HoUings is that it is too complicated; it is a little 
more than our policy makers can handle. Can you think of any 
wajrs that we might simplify the process? 

Mr. REISCHAUER. Basically, no. All the things that one could pro- 
pose to make the process fairer, to close the loopholes and escape 
hatches that exist now, in fact make the process more complex. 

Budgeting for a $1.2 trillion government in a setting that in- 
volves two separate branches of government is a very complex 
problem. I don't think we should fool ourselves that we can make 
this simple. It is a little like the tax system. We tried to reform the 
tax system and make it simpler and fairer in appropriate ways. We 
succeeded in some of those dimensions in 1986, but we certainly 
didn't succeed on the simplicity issue. 

Chairman DERRICK. Well I don't know how many tax simpliHca- 
tion acts have passed since I have been here, but somehow they all 
end up being 1,300 or 1,400 pages, and they lose the right to be 
called that. One of the things that the Congress has been plagued 
vdth and also the administration is omnibus budget bills and also 
the continuing resolutions and what not. Do you see anything that 
we can do which would help us try to avoid these continuing reso- 
lutions in the budget act? 

Mr. REISCHAUER. They are basically a symptom of the underlying 
problem, which is the inability to agree on how to reduce the defi- 
cit. Because deficit reduction involves political pain, it is avoided 
until the very end, which gets us into continuing resolutions. 

Chairman DERRICK. All right. The Panetta bill does away with 
sequestration. Do you agree with that? Do you think this is some- 
thing whose time has passed? 

Mr. REISCHAUER. I would be very cautious about eliminating se- 
questration, as I suggested before, without substituting an equally 
credible devise for ensuring deficit reduction. The question in my 
mind is whether points of order or strengthened procedures in the 



240 

House and the Senate are an adequate substitute. They could be. 
They could be made to work. There is no question about that. But I 
think that most of the people off of Capitol Hill would be very 
skeptical, given the last few years. They would suspect that what is 
really happening is that a clear but crude system, which people un- 
derstand as a threat, is being substituted by something that is very 
confusing. 

There aren't 1,000 people in the Nation that really understand 
the rules and procedures of the House and the Senate, and they 
would be very unsure. The other thing is that sequestration is a 
part of the budget law that drags in the executive branch. 
They  

Chairman DERRICK. That is a good point. 
Mr. REISCHAUER. They hold the trigger. When they determine 

that sequestration need only be $5 billion rather than $50 billion, 
they get the criticism in the press for low balling the estimate. 
When they don't pull the trigger, they get the criticism for being 
chicken. So, if you eliminate sequestration, you are removing the 
executive branch from another stage of this process. 

Chairman DERRICK. I don't think there is any question about it. 
If you believe that the main thrust of Gramm-Rudman-HoUings is 
its discipline, it would seem to me that the Panetta bill does away 
with it. I don't, quite frankly, see much leverage that the Panetta 
bUl leaves in there. 

I think it probably relies on the good offices of the Congress, pri- 
marily. I don't know what you think about that. Anyway, how 
about the baselines? This has been a tremendously contentious 
point for as long as I have had anything to do with the Budget 
Committee. The Panetta bill simplifies it, at least. What do you 
think about the Panetta bill's treatment of the baselines? 

Mr. REISCHAUER. The Panetta bill's definition of the baseline 
uses it as a component in determining how much deficit reduction 
will be required in the upcoming year. CBO has been the promul- 
gator of base lines now for 15 years. What CBO is trying to set out 
in its baseline is what the expenditures and revenues of the gov- 
ernment would be if current policies remain unchanged. 

The baseline is an extremely useful device because it allows you 
to compare your actions within a policy environment of no change 
in a world where the economy is fluctuating up and down, where 
the numbers of recipients for veterans' benefits or social security 
benefits is changing up and down, and price levels are £dtemating 
up and down. 

I would strongly argue that we should continue presenting a 
baseline, such as CBO has presented over the last 15 years. I have 
no objection with the redefined baseline that Chairman Panetta 
uses for that particular purpose, which asks what a pay-as-you-go 
budget would look like, how much deficit reduction would we have 
to enact this year? But these are two very different purposes. 

Chairman DERRICK. DO you think that the CBO economic and 
technical assumptions are the ones that should be used by the ad- 
ministration, the Senate and the Congress in their assumptions? 

Mr. REISCHAUER. Clearly, you can't bind the administration to 
use congressionally developed  
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Chairman DERRICK. I think it is generally understood that your 
assumptions are the correct ones, or they come closer to being cor- 
rect than anyone else's. 

Mr. REISCHAUER. Well, we have no ax to grind: so I think CBO on 
the whole has a more unbiased set of assumptions. These assump- 
tions can be wrong. As you know, this is an art, not a science, both 
on the technical and on the economic side. I think a lot more is 
made of using optimistic economic and technical assumptions than 
we really should. 

They can be used to help out in one year but not in subsequent 
years. They say the economy is going to j)erform better than it 
turns out performing. For example, this year, the administration 
has a more optimistic set of economic assumptions, which causes 
the deficit to be $26 billion below where CBO would say it would 
be. 

Unless the administration is willing to make an equally leu-ge ad- 
ditional jump in optimism in the next year, which quickly becomes 
unreasonable, all it has is that original $26 billion leeway. So, if 
you stick with the targets, you have to pay for your past optimism 
eventually. 

But, as I suggested in my earlier remarks, the Congress hasn't 
stuck with its targets either, and there will be some question on 
whether it will do so this year. 

Chairman DERRICK. Would you mind commenting on multiyear 
budgeting? I don't think we have gotten into that. 

Mr. REISCHAUER. If you are talking about the Panetta bill's re- 
quirement that reconciliation instructions apply for 5 years and 
that the amount of saving has to be 120 percent of the first-year 
saving and over the 5-year period, I think that is a clear step in the 
right direction, and  

Chairman DERRICK. IS it attainable? Is it possible to do it that 
way? 

Mr. REISCHAUER. I think it is. 
Chairman DERRICK. Of course, the Panetta bill makes reconcilia- 

tion a required process rather than the optional process. There is a 
deficit objective that requires the committees to provide much 
more detailed information on the recommendations. Please give me 
your comments on that. Do you think that reconciliation has 
worked? I was chairman of the reconciliation subcommittee on 
budget for a number of years. 

Mr. REISCHAUER. Well, I think here we get back to an issue that 
was discussed earlier  

Chairman DERRICK. You know, the Rules Committee is really the 
enforcer of the reconciliation instructions  

Mr. REISCHAUER. Right. What the Panetta bill and many of these 
other bills would do is increase the responsibility £ind power of the 
Rules Committee and the Budget Committee. I am not really in a 
position to say whether your colleagues and the other committees 
will respond in a positive fashion to that increase in responsibility 
and power. That is a judgment for you to make. 

Chairman DERRICK. Well, let me ask you one other quick ques- 
tion and then I will let you go. Do you think the Panetta bill is 
going to encourage or do away with these gimmicks that we have 
been using, or do you think we are just going to have to spend a 
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little more time or maybe a little less time thinking up new gim- 
micks? 

Mr. REISCHAUER. Being a staff member of the Congress, I don't 
want to belittle the intelligence and ingenuity of my colleagues. I 
am sure that no matter how tightly we draw up a budget reform 
bill, new gimmicks will be found. 

But I think the Panetta bill would go a long way toward closing 
the largest of the loopholes. 

Chairman DERRICK. The Panetta bill would? 
Mr. REISCHAUER. Yes, it would. 
Chairman DERRICK. And which loophole is that? 
Mr. REISCHAUER. NO. 1, the Panetta bill would certainly elimi- 

nate the use—or reduce any incentive to use—optimistic economic 
and technical assumptions. No. 2, it would eliminate the advantage 
gained by shifting spending or revenues from one year to another. 
No. 3, it would make it much more difficult to remove items from 
the budget in the way that we have done in the S&L bailout, the 
post office, and FICO. No. 4, it would reform credit assistance pro- 
grams. So right there are four major changes. Additionally, it 
would make it more difficult to have what is called "directed score- 
keeping," which is one of these gimmicks that is so complicated 
few people understand what is involved. 

Chairman DERRICK. Thank you very much for your excellent tes- 
timony, and thank you for being so patient with us on the ques- 
tions. You did a good job. I wish you luck. As I said earlier, I have 
served on the Budget Committee longer than any other Democrat, 
with the possible exception of Jim Wright. I was even there when 
Alice Rivlin was there back in the dark ages. 

Mr. REISCHAUER. I was Alice's deputy back then, and I remember 
you doing your time. 

[The document referred to by Mr. Reischauer follows:] 
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This Congressional Budget Office Staff Memorandvm describes and 
analyzes a proposed budget process refom: passing the budget 
resolution In the fom of a law. It was prepared by Roy T. Meyers 
of the Budget Analysis Division under the supervision of Marvin 
Phaup. Sandy Davis of the Congressional Research Service provided 
valuable comments on a draft. Questions regarding the memorandum 
should be addressed to Roy T. Meyers at 226-2837. 
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IMTRODCICTION 

Tha budgat raaolutlon la a 'concurrant raaolution," irtiich la a 

raaolutlon paaaad by both Houaaa of Congraaa.   A concuxxent 

raaolutlon  la not a  law,  bacauaa  It doaa  not maet tha 

conatltutlonal raqulraaant that lava auat ba praaanted to tha 

Praaldant for approval.  A concurrant raaolutlon la Instead a 

vahlcla uaad by tha Houaa and tha Sanata to aaka or anand rules or 

to axpraaa poaltlons. "Bllla" and 'joint raaolutlona" ara uaed to 

anact lavs. Though thara ara distinctions batvaan bills and joint 

raaolutlona, thay ara not relevant here; propoaala to convert the 

budget resolution Into a law have suggested that tha joint 

raaolutlon label be uaad. 

During the extensive consideration of the Congressional Budget 

Act, there vaa next to no dlacuaslon of the possibility of having 

the President approve or veto the proposed budget of the Congress. 

A second detenaination of JSC [tha Joint Study 
COBBittae on Budget Control] was to create a process 
Independent of the Preaident and dependent solely on 
Congressional action. The linchpin of the new process 
vas to be a concurrent resolution, a legislative neasure 
vhlch ia not subnittad to the President for his review. 
After years of battling tha President on budget 
priorities and economic policies, Congress would have its 
own procedures, iinconstrained by presidential 
preferences.^ 

The next major budget process reform effort—that of the 

Bailenson Task Force for the House Rules CODmlttee—considered 

changes In the budget resolution, but did not pay much attention 

1/ Allen Schlck, Congress and Money (Washington, D.C.: Urban 
Institute, 1980), p. 60. See also Allen Schlck, "The Congressional 
Budget Act of 1974 (P.L. 93-344): Legislative History and 
Analysis," Congressional Research Service (February 26, 1975), pp. 
101-108. 
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to vhathar tha Praaidant should hava a rola in foraulatlng tha 

rasolution. Tha Rulaa Conmlttea raportad a bill that convartad tha 

prallBinaxy and final budgat rasolution procadura of tha 

Congrasslonal Budgat Act Into a singla binding resolution 

procadura, which was already being carried out in practice.2/ This 

refom was included in the Balanced Budget Act of 1985. 

Xxparience with the Balanced Budget Act led to more interest 

in Baking tha budget resolution a law.^ Tha sequestration penalty 

•ade it more important for the Congress and the President to enact 

bills that could be interpreted as meeting budget targets. One way 

of making this more likely was the negotiation of an agreement 

between the Congressional leadership and the President over certain 

budgetary allocations and procedures—a procedure that has become 

known as a "budget summit." Budget summits produced a two-year 

agreement for fiscal years 1988 and 1989, and a one-year agreement 

for fiscal year 1990. 

Evaluations of these agreements have been mixed. The 

agreement for fiscal years 1988 and 1989 did not develop until late 

in 1987, but subsequently contributed to the passage of all regular 

2/ See Report of the Committee on Rules, House of 
Representatives, "Congressional Budget Act Amendments of 1984," 
House Report 98-1152, Part 1 (October 1984), pp. 23-31. 

2/ See the brief discussions in House Committee on Government 
Operations, "Reform of the Federal Budget Process: An Analysis of 
Major Proposals" (June 1987), pp. 75-77; Allen Schlck, "Proposed 
Budget Reforms: A Critical Analysis" Senate Committee on 
Governmental Affairs (April 1988), pp. 28-32; and Rudolph G. Penner 
and  Alan  J.  Abramson,  Broken  Purse  Strings: Congressional 
Budgeting. 1974-88 (Washington, D.C.: Urban Institute, 1988), pp. 
113-115. 
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•ppreprlationa on tlaa for fiscal 1989, tha first tiaa that had 

occurrad sinca fiscal 1977.  In contraat, tlia agraaaant for 1990 

was roundly criticisad for ralying on quastlonabla assuaptions and 

accounting practicas to aaat budgatary goals.   It was also 

difficult to anforca bacausa of diffarancas batwaan tha branchas 

on tba aaanlng of tha agraaaant, particularly with ragarda to tha 

Prasidant's proposal to cut capital gains tax ratas. Haverthalaas, 

tbara is support for forsalizing budgat suaslts by raqulrlng a 

joint budgat raaolution. Tha Prasidant propossd this changa in his 

fiscal yaar 1991 budgat] 

A joint raaolution, which naads approval of tha 
Prasidant, would guarantaa Prasldantial Involvamant in 
budgat nagotiatlons aarly in tha procaas. Tha ansulng 
laglslation—appropriations bills, ravanua aaasuras and 
raforas of aandatory prograas in raconclllation bills— 
would raflect thosa negotiations and thus there should 
noraally be lass conflict batwaan the executive and 
legislative branchas over these bills in the later atages 
of each Congress. 

Thara will always be problaas of interpretation of 
budget resolutions and a joint resolution will not make 
the later budget process completely smooth. But it would 
at least assure a negotiation each year and should settle 
the basic boundaries for later legislative action.i/ 

At least six bills that would ast2U>llsh joint budgat resolutions 

have been introduced in the 101st Congress.2/ 

This maaorandua dascribas tha potential effects of enacting 

V Budaet of the anited States Govemaent. Fiscal Year 1991. 
p. 265. 

i/ Four omnibus bills include joint resolution provisions: S. 
391 (Doaenici, R-NH), H.R. 1957 (Schuette, R-HI), H.R. 2936 (Upton, 
R-MI), and H.R. 3464 (Patterson, D-SC). Two bills require joint 
resolutions: H.R. 191 (Ireland, R-FL), and H.R. 3068 (Lightfoot, 
R-IA). 



248 

tha budget resolution aa a law. It addraaaas irtiathar a joint 

raaolution could produca an aarllar agraaaant batvaen tha Congress 

and tha President and analyzes its effect on the distribution of 

power between theB. The aemorandua also discusses the argument 

that the Congress should forgo preparing a budget resolution and 

projects the effect of a joint resolution on enforcement. 

ANALYSIS  

Budget resolutions have typically been passed by partisan 

aajorities of less than two-thirds of each house's aembership, and 

split partisan control of the Congress and Presidency has been the 

rule rather than the exception since the end of World War II. If 

these conditions continue, reguiring the President's signature on 

a budget resolution could force the Congress to modify its 

preferred budget resolution to obtain the President's signature. 

Requiring such accommodation is far from the intent of the 

Congressional Budget Act, in which "Congress would have its own 

procedures, unconstrained by presidential preferences," to repeat 

Schick's description. But this desire for independence, if taken 

to its logical extreme, was clearly inconsistent with the 

constitutional design of "separate institutions sharing powers."£/ 

The President's veto power makes the President a roughly equal 

participant in the legislative process, absent cohesive, two-thirds 

£/ See Louis Fisher, The Politics of Shared Power: Conoresa 
and the Executive. 2nd. ed. (Washington, D.C.: Congressional 
Quarterly Press, 1987). 
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•ajoritiaa in both th* 8ea«« and SwMt« that would avmrvUm v«to*a. 

Th« v«to power anauraa that th« budgatary procaaa at BOB* point 

tarns into a bargaining saaaion botwaan tba Congrasa and tha 

Prasldant.Z/ Civan tlila raality, two critical issuaa ara utian and 

in what for» tha Congraaa ahould nagotlata with tha Praaldant. Two 

basic altamatlvas ara: at tha aarly staga of sattlng aggragata 

budgetary targata—tha joint raaolution altamativa—or latar, whan 

individual budgat billa ara conaidarad—as expactad in currant law. 

Tha Poaalbllltv of Early AaraaMnt 

Tha Objacts of dlaagraasant batwaan tha Praaldant and tha Congrasa 

in budgetary legislation are of three types: the aggregate levels 

of spending and revenues; specifIc program spending levels and tax 

provisions; and the legislative language Included In budgetary 

bills. One arguaent in favor of the joint budget resolution 

alternative is that it could lead to an early agraanant over 

budgetary aggregates and perhaps over amounts for sajor categories 

of apending and revenues. This could reduce the potential range 

of diaagreeaent over specific prograa apending levels and tax 

provisions whan individual budgetary billa are considered, 

presualng that a joint resolution's targets are enforced. 

Nothing guarantees that a joint resolution procedure would 

lead to an aarly agreeoent, however.  Either the President or the 

2/ See Robert J. Spitzer, The Presidential Veto: Touchstone 
of the American Presidency (Albany: State University of New Vork 
Press, 1988). 
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Congrass could calculate that not having a joint budget resolution 

ia preferable to having one, causing the negotiations over a joint 

budget resolution to be long and unproductive. The aajority in the 

Congress sight prefer to use the budget resolution to draaatize. its 

policy differences with a President froa the opposite party, with 

the goal of affecting the next election. Or the President night 

propose a "dead-on-arrival" budget—one that had no possibility of 

being adopted by the Congress, and was not even viewed as a 

reasonable first offer for a negotiation between the branches. The 

President could then refuse to sake any concessions to the 

Congress, Icnowing that in the past the public has tended to blame 

the Congress acre than the President for the failure to pass 

budgetary legislation, and hoping that the public would continue 

to apportion blame in this manner. This would place the Congress 

in a difficult situation. To do nothing could leave it exposed to 

the charge that it was shirking its responsibility to respond to 

the President. On the other hand, if the Congress proposed a joint 

budget resolution that would meet the constraints of the Balanced 

Budget Act and could be the basis of a bargain between the 

President and the Congress, this would require the Congress to take 

much acre political heat than the President. In particular, the 

Congress would probably have to propose higher tax increases than 

the President, which it has been extremely reluctant to do in 

recent concurrent budget resolutions. 

Another possible cause of delay In adopting a joint resolution 

would be the difficulty an incoming President could have in 
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slault«iMOusly dAvaloplng a nagotlating poaltlon and organizing th* 

adBiniatration, particularly whan thara haa baan a partisan ahift 

in control of tha Prasidaney. SiBilarly, it oftan takas a graat 

daal of tlaa for tha Congrasa to salaet its laadarahip, maka 

coiaittaa asaignaanta, and dabata and formlata party and coanittaa 

poaitions. 

Yat thaaa poaaibla cauaaa of dalay—political intranaiganca 

and organizational diffioultiaa—apply to concurrant budgat 

rasolutiona aa wall. Tha hopa of proponanta of tha joint budgat 

rasolution approach ia that by aaking an aarly agraaaant batwaan 

tha Congraaa and tha Prasidant a goal, tha branchaa would oftan 

dacida to nagotiata aoon aftar tha Praaidant'a budgat waa propoaad. 

Evan whan thia scanario did not occur—whan tha Prasidant propoaad 

an unraalistic budgat and tha Congrasa reactad with a joint 

rasolution that was votoad~tha hopa is that negotiations would 

bagin soon aftar a vsto. This is bacausa tha public would 

understand that it is tha joint rasponsibillty of the branches to 

develop a budget resolution, and both branches, rather than just 

the Congress, would be blaaad for the failure to adopt one. 

In addition, tha branches could learn that advance scheduling 

of joint budget resolution negotiations is In their own self- 

interest. Congressional leadership and the President have 

negotiated budget levels in recent years—1980, 1982, 1984, 1987 

(covering two budget years), and 1989—but agreeing to negotiate 

oftan took a good deal of tiaa because the Congress and tha 
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Praaldent dlstrustad each other's lntentlona.fi/ Each branch has 

taken the position that it would be willing to negotiate only if 

the other branch would prove that it would enter such negotiations 

with good intentions, and the required proof has usually been a 

publicly stated willingness to consider backing away from some 

preferred policy position, such as opposition to new taxes or 

benefit reductions. Because such statements might be viewed as 

abandoning a position without a commensurate reward, and thus as 

an indicator of weakness, each branch has been reluctant to make 

such statements. Nhlle this awkward ritual may help build a 

minimum level of trust for the eventual negotiations, it also takes 

a great deal of time for the little amount of progress that is 

made. It might be more useful simply to agree beforehand to 

negotiate over budget levels at the beginning at each budget cycle, 

and to transfer the energy currently used determining whether and 

when to negotiate to the resolution of policy disputes. 

Congressional and Preaidential Power 

Joint budget resolutions have been viewed in the past by some 

Congressional proponents as an unnecessary cession of power to the 

President. The basis of this belief is partially the fear that 

allowing the President to veto the budget resolution would prevent 

the Congress from expressing its own policy preferences.  But the 

fi/ For a detailed history, see Joseph White and Aaron 
Wildavsky,  XbS QfiXlsit and tbfi Eublis Interggt  (Berkeley, 
California: University of California Press, 1990). - 
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joint budgart folntloa precihaf tieald not prarant UM Congr— 

froa aoacting a >v«to-bait' bodqat raaolatloo, any Bora than it 

would prawant tha Prasidant froa propoalng a 'daad-on-arrival" 

budgat. T&a Congrasa coold pass a biidgat raaolatloo that w«a not 

•ccaptabla to tba Praaidant, tba Praaldant would vato it, and than 

tba branchaa could than daclda if and whan to nagotlata a 

coBpraaiaa. 

ml* dynaalc haa occaaionally occurrad during tha 

considaratloo of appropriation billa whan an inportant iaaua haa 

baan in diaputa, and tba raaolt baa uaually baan aarioua 

nagotiationa to raaolwa diapotaa vary abortly aftar tba v«te 

acanarlo haa baan playad oat for public eonauBptioa. tliaaa 

nagotiationa ara nacaaaitatad by tha fact that, without anactad 

appropriatlona, govamaant aganciaa auat dlscontlnua oparatlona. 

In contraat, a vato of a joint budgat raaolution might not laad to 

a aarioua nagotlatlon bacauaa tha panalty for not paaaing a joint 

raaolution would not ba aa iaaadiata or harah. Tha aoat likaly 

affact would ba a dalay in conaldaration of budgatary laglalatlon, 

aaaualng currant practicaa ara followad. Sactlon 303(a) of tha 

Congraaaional Budgat Act craataa a point of ordar againat 

ccmaidaring budgatary laglalatlon until a concurrant budgat 

raaolution haa baan adoptad, and although Sactlon 303(a) doaa not 

apply in tha Houaa aftar May 15 for ragular appropriation billa, 

aoaa propoaad walvara of thla proviaion hava baan danlad in tha 

36-932 0-91—9 
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S«nata.2/ Thaaa dalaya could avantually proaota poat-vato 

nagotiatlona, as could tba Incraasad lllcallhood of saquastration. 

Anothar raason for oppoaltlon to a joint budgat rasolutlon 

within tha Congrasa is tha baliaf that tha Prasidant would not ask 

for a joint budgat rasolutlon if it was not of advantage to the 

executive branch. After a decade of interbranch conflict, this is 

not an unnatural suspicion (although the danger of holding it, if 

Bistalcen, is failing to take up the President on an offer to 

cooperate). And on its face, a joint resolution clearly appears 

to be a grant of additional power to the President, who would now 

have the opport«inity to veto a budgat resolution that previously 

could not be vetoed. 

There is a slnple and strong counterargument to this view, 

however. A budget resolution is simply a plan that will be 

effective only if budgetary legislation is enacted. Since the 

President currently has the authority to veto budgetary 

legislation, the President already can prevent the Congress from 

converting its plan into action. Therefore, granting the President 

the authority to veto the plan as well gives the President no 

additional power. 

Even after acknowledging this point, it is still possible to 

believe that the Congress would be somewhat disadvantaged by 

2/ See Robert Keith, "Waivers of the 1974 Budget Act 
Considered in the Senate During the 100th Congress," Congressional 
Research Service (February 3, 1989), and "Senate Consideration of 
Regular Appropriations Bills Under Waivers of Section 303 (a) of the 
1974 Budget Act," Congressional Research Service (January 18, 
1989) . 
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nagotiatlng orvar aqgragata* aarly In th« yaar In addition to 

nagotiating ovar individual bllla lata in tha yaar. Ona 

•xplanation tbat haa b«an put foxvard la tbat tha Praaldant would 

not ba undar aa graat praaaura to concluda a daal in tha budgat 

raaolution. In contraat, Praaidanta ara aald to abandon bargaining 

poaitlona whan confrontad with a continuing raaolution bacausa of 

tha undaairabla affacta whan govamaant aganciaa discontlnua 

oparatlona. Thia axplanation aaauaaa that tha Congraaa doaa not 

alao draw back on aoaa bargaining poaitlona to pravant ahutdo%ma, 

but thara la a graat daal of anacdotal avidanca that both branchaa 

ara flaxibla anough to arrlva at accaptabla continuing raaolutions. 

Tba axplanation alao aaau>aa~probably Incorractly—that tha 

Praaldant la incapabla of tailing tha Congraaa aarly in tha procaaa 

which of ita poaitlona ara unaccaptabla, or that tha Congraaa la 

incapabla of Baking an accurata aaaaaaaant of thia thraat. 

Furthemora, It aaaas likaly that tha Praaldant can profitably 

bleune tha Congresa for cauaing a vato if It atubbomly raj acts tha 

Praaldant'a poaition. A raaaonabla concluaion la that lata 

nagotiationa ovar Individual billa do not aatarially diaadvantaga 

tha Praaldant, daaplta public Praaidantial protaata to tha 

contrary.10/ Givan that continuing raaolutions do not giva 

additional bargaining lavarage to tha Congraaa as a whole, thara 

10/ See Joe White, "The Continuing Resolution: A Crazy Way to 
Govern?" The Brookinos Review (Sunaaer 1988), pp. 28-35; and Louis 
Fishar, "Continuing Resolutions: Can't Live With 'en. Can't Live 
Without 'aa," Public Budgeting and Finance (Suoner 1988), pp. 101- 
104. 

11 
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would •••» to b« llttla, if any, strategic diaadvantag* to tha 

Congrasa from raaching an intarbranch budgat agreement earlier. 

Baaidea changing the timing of an agreement, using a joint 

budget resolution would also shift the initial focus of a budget 

agreement from individual bills to budgetary aggregates. This 

could change the character of the intarbranch debate, emphasizing 

how much borrowing la desirable rather than which programs should 

get how much funding. Some argue that this would cause a 

diminution of Congressional power, assuming that the Congress 

desires to spend and borrow more than does the President. There 

is no uncontestable evidence supporting this assumption, however. 

And even if the assumption was correct, the shift of emphasis would 

probably be small, as references to the likely sources of revenue 

Increases and spending cuts have always found their way into 

concurrent budget resolution debates, and cannot be expected to be 

absent from joint resolution debates. 

Finally, a joint resolution could be viewed as hurting the 

position of the Congress not only by changing the character of the 

debate, but also by restricting the ability of the Congress to 

structure agreements. In the current system, the Congress decides 

the order in which bills are sent to the President and the 

composition of these bills. Many observers believe that the 

Congress can benefit from using this "agenda power." For example. 

Presidents often complain that the Congress compiles Items Into 

12 
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appropriation bills in ord«r to wwakan tha vato powar.U/ 

Tha practical affact of such aganda powar ia probably saall, 

howavar. Considar tha affact of tha itaa vato in tha atatas—a 

uaaful parallal bacausa giving govamora tha Itaa vato takas tha 

powar to dataraina tha coapoaitlon of bills away froa lagialaturas. 

In thaory, atatas whara tha govamor haa tha Una itaa vato powar 

ahould hava lowar spandlng than thoaa statas whara tha govamor 

doas not, aftar controlling for othar factora, and aaaualng that 

govamora prafar to apand laas than lagialaturaa.U/ Eapirical 

raaaarchara hava concludad, howavar, that tbara ia no such affact, 

or that thia affact is quits saall.JJ/ A plausibla axplanation for 

this rasult is that govomors who lack an itaa vato alaply rafusa 

to sign bills unlaaa objactionabla provlalona ara droppad. 

11/ If thia ia tha caaa, tha Congraaa could ba advemtagad if 
it packaged plans about futura lagislativa provisions into anothar 
oanibus bill—tha joint budgat raaolution. Racant research, while 
far froB definitive, suggests that packaging spending decisions 
into a budget resolution doaa not necessarily lead to lower 
spending. Given some diatrlbutiona of Congressional preferences, 
using budget resolutions could lead to higher spending than would 
ba expected under a systea of separately-considered spending bills. 
See John Ferejohn and Keith Xrehbiel, "The Budget Process and the 
Size of tha Budget," American Journal of Political Science 31 (Hay 
1987), pp. 296-320. 

12/ For a foraal analysis, which also shows that the effects 
of the itea veto can be aore complicated than described here, see 
James A. Dearden and Thomas A. Husted, "Executive Budget Proposal, 
Executive Veto, Legislative Override, and Uncertainty: A 
Comparative Analyaia of tha Budgetary Process," Public Choice 65 
(i^ril 1990), pp. 1-19. 

13/ See, respectively, David C. Nice, "The Item Veto and 
Expenditure Restraint," Journal of Politics 58 (May 1988), pp. 487- 
499; and Douglas Holtz-Eakin, "The Line Item Veto and Public Sector 
Budgets: Evidence From tha States," Journal of Public Economigji 36 
(1988), pp. 269-292. 

13 
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SlBllarly, a Pruldant can rafuaa to sign aarly bill* tintll latar 

on«a ara presantad, or devalop a acorakaaplng ayataa that will 

raduca tha ehanca that algnlng an aarly bill will forca approval 

of an objactlonabla bill latar in tha yaar. 

In othar worda, a legislature's agenda power can become quite 

United If the executive refuses to accept legislative agendas as 

binding. In addition, a legislature can choose for other reasons 

to not use its agenda power. For exeuipla, to reduce internal 

conflict. Congressional conaittea emd subconmittae jurisdictions 

ara relatively fixed, but this reduces tha opportunity to vary tha 

conposltion of bills for strategic purpoaas. 

To tha extant that tha Congress has an effective agenda power, 

it seens unlikely that a joint resolution would materially limit 

this power. Joint resolutions could produce early agreements on 

spending for functional or other macro categories, much like the 

targets for the international affairs function of the last two 

summit agreements, but this would not prevent the Congress from 

subsequently tying passage of the foreign aid appropriation bill 

to Presidential approval of other bills. 

The Budget Resolution's Functions 

Another basis of opposition to the joint resolution is the fear 

that it would lead to overcentralization in the Congress. A 

negotiation between the branches over budgetary aggregates could 

take place only if the Congress is represented by a small group of 

negotiators.  In the budget summits, the negotiators have ranged 

14 
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froB tb* tMo laatexs In «»cfa boaa* to broad groupa of ImmOrnxm, 

coMkitta* cbaira, aad rmnklnq Baabazs. Maabara of Ooograaa hava 

oocaalooally Toioad tbaix diaaay at havljig tbair laadara bazqain 

OD tbair babaif vltboot havliig tba opportonity to inatruct tbaa 

through tba ragular laqlalatlva procaaa. 

Paars about tha potantial powara of laadara and Budqat 

Co—ittaaa bava contributad to tha high laval of budqatary 

dacantrallsatlon in tha Congraaa. Soaa obaarvara of tba Congraaa 

aoggaat that tbia dacantralixation, vbila oftan valuabla for tba 

folfillaant of ita rapraaantational function, aakaa tba Congraaa 

organixationally incapabla of foraulating a cobarant budqat.l4/ 

For avidanca, tbay cita tba fraquancy with which tha Congraaa 

•iaaaa daadlinaa and tha high laval of conflict ovar budgatary 

iaauaa. 

Baliaving that attaapta to conatruct a budgat raaolution-- 

whathar concurrant or joint—ara likaly to fail, aoaa argua that 

the Congress should be content with an activity for which it la 

•ore suited—responding to Presidential proposals. Louis Fishar. 

for axaapla, has suggested that tha budgat resolution ba aliainatad 

14/ A recent expression of the view that decentraliiatlon 
•aXes the Congress relatively Incapable of action can ba found In 
Michael Mezey, Congress, the President, and Public Policy (Boulder, 
Colorado: Westview Press, 1989). One paradox in this literature 
is that although the Congress is described aa incapabla of 
developing broad legislative packages, it is alao criticiiad for 
using onnibus appropriation bills. 

15 
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altogathar.J^S/ Hla thasls la that vhan tha Congraaa aasuaed tha 

taak of praparlng a budgat, it draw public attantlon away froB tha 

axacutlva branch'a parfomanca of thla rola, allowing tha Prealdent 

to aacapa opprobrlua for propoalng unraallatlc budgeta. 

Ellnlnatlng the budget resolution would take away tha opportunity 

for the Prealdent to blame the Congress for failure to formulate 

its budget. Thus, it is expected that the President would be 

forced to propose a budget that used more realistic assumptions and 

was baleuicad In Ita dlatribution of deficit raductiona.X£/ 

Yat if tha Congress were to disclaim responsibility for 

setting budgetary aggregates, increased presidential responsibility 

is not the only possible result. The President could still find 

the "dead-on-arrival" strategy attractive, supplemented with 

criticism of the congress if it did not pass bills that were 

consistent with tha President's budget. The President would be 

able to claim, as did Presidents before the passage of the 

Congressional Budget Act, that the Congress was enacting bills 

without regard to a budget total. 

Even allowing for the widespread discontent with the budget 

process within the Congress, it seems unlikely that Members of 

15/ See his Harch 21, 1990 testimony before the House 
Committee on Rules and "The Budget Act of 1974: A Further Loss of 
Spending Control," in W. Thomas Wander, F. Ted Hebert, and Gary W. 
Copeland, Congressional Budgeting: Politics. Process, and Power 
(Baltimore: Johns Hopkins University Press, 1984), pp. 170-189. 

.!£/ For discussion of a related proposal, see Bernard T. 
Pltsvada, "The Executive Budget—An Idea Whose Time Has Passed," 
Public Budgeting and Finance 8 (Spring 1988), pp. 85-94, and 
following comments on pp. 95-107 of the same issue. 

16 
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Conqrasa would want thalr budqat powara to atrophy. Not praparlag 

a bodgat raaolution would aaka It bardar for a partiaan aajorlty 

In Congraaa to ataow that It can 'qovam" aa wall aa, and parhapa 

battar than, a Pxaaldant froa tha oppoalta party. Evan without tha 

•otiva of partiaan oppoaitlon, Maabara of Congraaa hava a claar 

racord of propoainq coaprahanalva, conaanaua-oriantad aolutlona to 

tha daficlt problaa, in part bacauaa thay ballava that foraulatlnq 

a budgat la a conatltutlonal raaponalblllty for tha Inatltutlon 

that haa baan grantad tha powar of tha puraa. 

Bodgat raaolutlona aay rapraaant tha alnlaua aaount of 

cantrallxatlon that la nacaaaary for tha Congraaa to paaa 

Individual bllla and aaat ita own axpactatlona. Nlthout targata 

for aggragatas and for coaaittaaa, and without point of ordar 

anforcaaant provlaiona, coaalttaaa would hava graatar latltuda to 

raport laglalatlon that would cauaa tha daalrad but unapaciflad 

daficlt to ba axcaadad. Budgat raaolutlona alao craata 

reconciliation instructions, which diract coaaitteas to raport 

changes in aandatory spending and revenue law. Nlthout the 

agreement in a budget resolution that a portion of deficit 

reduction would coaa froa thaae araaa, there irauld ba no procedural 

expectation that conaittees other than the Appropriations 

Coimittees would report deficit-reducing legislation. 

It seeas unlikely that negotlationa over a joint raaolution 

would depart significantly from tha conaenaual nature of the 

current process of developing a budget resolution. Budget 

resolutions are not imposed by an overbearing leadarahip and all- 

17 
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powartul budgat comltt***; Instaad, thay ara eeaxad out of tlia 

•aabarshlp. Hhlla tha details of tha budgat ara oftan dlscussad 

during praparatlon of tha raaolutlon, coBaltteaa hava a graat deal 

of fraedoB to Ignore the programaatlc assuaptlons used In preparing 

the resolution, face no penalty for falling to aeet reconciliation 

instructions, and can propose that points of order triggered by the 

resolution be waived. Relying on the leadership to represent the 

Congress in interbranch negotiations seems lllce a low-risk 

strategy, given the aultlple opportunities the aenbershlp has for 

coBBunlcating with tha leadership. In addition, centralization of 

this type is traditional In tha Congress dxiring periods when it is 

facing challenges to its authority froa the President and difficult 

fiscal and other problems.17/ 

Enforcement 

The final issue discussed here is the potential effect of a joint 

budget resolution on enforcement. Because the budget resolution 

would be a law rather than a Congressional rule, it could create 

the presumption that the government's intention to meet the budget 

resolution's goals is stronger than under the concurrent 

resolution. Members of Congress and the President would have tha 

slight rhetorical advantage of a statutory basis for demanding 

12/ See H. Thomas Wander, "Patterns of Change in the 
Congressional Budget Process, 1865-1974," Congress and tha 
Presidency 9 (Autumn 1982), pp. 23-49; and Lawrence C. Dodd, 
Congress and Public Policy (Morrlstown, N.J.: General Learning 
Press, 1975). 

It 
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coBplianc*. 

This •ttmet would b« strictly ayabollc, for although tha 

budgat rasolutlon would ba a law, any subsa<iuant law In conflict 

with tha budgat rasolutlon would In affact aaand or rapaal It. In 

addition, tha Congrass could changa any anforcaaant provisions in 

a joint rasolutlon without having to pass another statute, because 

Article I, Section 5 of the Constitution stipulates that each house 

of tha Congrass shall determine its own rules. 

Should there ba concern about the Preaidant being able to veto 

procedural provisions for the Congreaa, the Congreaa could restrict 

the content of the joint budget resolution to budgetary aggregates, 

and also include functional and/or other aacro categorizations if 

desired. At tha sane time the joint resolution was passed, the 

Congress could pass a concurrent resolution that would establish 

committee budget allocations and any other procedures deemed 

naceasary by the Congress. The Congress would retain the 

flexibility to propose such changes In the content of the joint 

resolution In each year. 

Enforcement could also be eased if the experience of recent 

budget summits continues, in which some technical disagreements 

between the branches have been resolved as part of tha 

negotiations. 

COKCLHSIOH  

Among the various meanings of tha word "resolution" are "a course 

of determined action" and "a solution to a problem." The emphasis 
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in concurrant budgat raaolutlona has baan tha axpraaaion of tha 

pra£arrad couraa of tha Congrasa. A poaaibla affact of aaking tha 

budgat raaolutlon a joint raaolutlon would ba to shift tha procaas 

•oaawhat toward an intarbranch aaarch for a solution to tha budget 

daficit problaa. 

Adopting a joint resolution procedure would certainly not 

guarantee a successful negotiation between the branches. Some 

conflict is natural, given the constitutional design in which two 

powerful institutions have different electoral bases and 

overlapping powers and rasponsibilitiaa. But a joint resolution 

could create the expectation that the branches would begin 

negotiations early in the process. This could reduce the effort 

currently expended in just deciding to hold negotiations. 

A najor concern of Members of Congress is that having the 

President participate in drawing up the government's budget plan 

could cause the Congress to lose power. Given that the President 

already has the authority to veto budgetary legislation, such a 

loss of power would probably be small, to the extent that it exists 

at all. Moreover, the Congress has been willing to negotiate 

general budgetary policy with the President in the past, so a joint 

resolution process would not be a new undertaking. It would merely 

formalize the budget summits that have been held in recent years. 

By granting the President a formal role in preparation of tha 

budget resolution, the Congress would acknowledge that tha 

President is a constitutionally equal partner in the consideration 

of budget legislation. This could benefit the Congress by serving 

notice that the Presidential responsibility to participate in 

budgeting does not stop temporarily after the submission of tha 

President's budget and begin again whan enacted legislation is 

presented to the President. 
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Thla Congrasslonal Budget Office Staff Heaorandua describes and 
analyzes a proposed budget process refers: pay-as-you-go budgeting. 
It was prepared by Roy T. Meyers of the Budget Analysis Division 
under the supervision of Marvin Phaup. Questions regarding the 
•••oranduB should be addressed to Roy T. Meyers at 226-2837. 
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raT-AB-Ton-ao •DDa»Ti»a 

The budgeting concept of "pay-aa-you-go" la inharantly attractive 
to those who are fruatrated by high levels of govemaent borrowing. 
To SOBS, the concept iaplies a willingness to raise sufficient 
revenues to pay for spending, rather than to borrow. Yet the 
practical aeaning of pay-as-you-go has differed within govemaent. 
In a nuaber of state and local govamaants, pay-as-you-go has 
described a policy where proposed capital spending is not adopted, 
if financed with credit, but is deferred until enough cash exists 
to pay for the spending. In the federt.1 governaent, pay-as-you-go 
has traditionally described the rolling finances of Social Security 
and retireaent benefit prograas, where benefits based on past 
earnings are funded froa current tax receipts. 

A quite different pay-as-you-go concept has been suggested as 
a partial alternative to current procedures for reducing the 
federal deficit. Any proposed legislation that, if adopted, would 
cause the projected deficit to increase above a deficit target 
would have to be "paid for" by either offsetting spending decreases 
or revenue increases. Proposals of this type were offered by 
Representative George Killer (D-CA) and other House Meabers froa 
1982 through 1984, and by Senators Dodd (D-CT) and Proxaire (D-HI) 
in 1985, but were not adopted. House and Senate Deaocrats again 
considered pay-as-you-go in 1989, priaarily in search of a 
substitute for the budget targets and sequestration procedure 
established by the Balanced Budget Act. In 1990, Representative 
Leon Panetta (D-CA), the Chalraan of the House Budget Coaaittee, 
introduced a budget refora bill (H.R. 3929) that included pay-as- 
you-go provisions and repealed the aain provisions of the Balanced 
Budget Act. 

This aeaorandua describes the details of the Panetta bill but 
it priaarily addresses three issues that would be central to the 
consideration of any pay-as-you-go bill. First, how could a pay- 
as-you-go budget be defined? Second, how would setting deficit 
targets under the pay-as-you-go concept differ froa the process 
established by the Balanced Budget Act? Third, how could the pay- 
as-you-go concept be enforced through budgetary procedures? The 
memorandum concludes with a general coaparison of the pay-as-you- 
go and Balanced Budget Act approaches. 

DEFINIMG THE PAY-AS-YOD-GO BASE 

The pay-as-you-go concept is relatively siaple. A budget baseline 
deficit would be compared with a budget base deficit, which as a 
subset is different and saaller.  The aathematlcal difference is: 
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th« budget basalin* deficit 
nlnuB 

the budget base deficit 
equals 

the deficit reduction target. 

This section describes the budget baseline concept and outlines 
alternative changes to the baseline that would produce different 
pay-as-you-go bases. 

The CBO budget baseline is a projection of federal government 
revenues and spending during the next five years, if current 
policies were continued without change.1/ In general, CBO's 
assuBptions in constructing the baseline are consistent with those 
required by the Balanced Budget Act, as amended, for estimating 
whether seciuestration should occur. Table 1 shows the baseline for 
fiscal years 1989 through 1995. 

Changes in baseline revenues and spending are the result of 
forecasted changes in economic and programmatic conditions. Real 
economic growth, unemployment, interest rates, and Inflation are 
the most Important economic conditions. Revenue projections are 
especially responsive to assumptions about Inflation, economic 
growth, and unemployment.2/ Forecasted inflation is especially 
Important on the spending side. Programs financed through annual 
appropriations are assumed to receive constant real funding—that 
is, the base-year funding is raised by projected annual price 
increases. 

Many direct spending programs, for which the Congress provides 
funding directly in substantive legislation, are also sensitive to 
inflation. The baseline raises base-year funding for direct 
spending programs with cost-of-living adjustments (COLAs) and for 
programs that respond automatically to cost pressures (such as 
Medicare and Medicald). Assumptions about programmatic conditions 
also play an important role in baseline projections for direct 
spending programs. For example, assumed growth in the number of 
beneficiaries eligible for entitlement programs, such as Social 
Security, cause outlays to increase. 

The pay-as-you-go base is a projection of spending that does 
not include some or all of the growth from the current year's 
level. Table 2 shows the components of growth in outlays from the 

1. For a detailed description of the CBO baseline, see CBO, The 
Economic and Budget Outlook! Fiscal Years 1991-1995 (January 
1990), Appendix B. The data in this memorandvim are consistent 
with the projections in this report. 

2. See CBO, The Economic and Budget Outlook: Fiscal Years 1991- 
1995 (January 1990), pp. 53-58. 



TABLE 1.     BASELINE BUDGET PROJECTIONS 
AND UNDERLYING ASSUMPTIONS 
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Sarrica, which ia alao off-bodfltt. 

k    Tha BalaocadBudfat Act aatabliahadtariata for 1938 through 1393. 

c     CFI-U ia tha conaumir prica indax for all urban conatinaia. 
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TABLE   2    COMPONENTS OF CBO BASELINE SPENDING 
PROJECTIONS (By fiscal year, in billions of dollars) 

1991 1992 1993 1994 1995 

1990 Level 1,205 1,206 1,206 1,206 1,205 

Current Law locreases 
COLAs for entitlement 

programs* 10 26 41 67 74 
Increases in price of 

medical care* 4 9 16 24 32 
Increases in entitlement 

program caseloads 7 14 22 30 40 
Increases in use of 

medical carel> 11 18 8« 48 61 
Rising benefits for new Social 

Security beneficiaries^ 6 10 13 16 20 
Expected changes in 

offsetting receipts e •8 •« -9 •12 
Increased interest costs 6 12 20 25 29 
Other .11 -1£ J2 Jfi M 

Subtotal 69 106 164 209 257 

Inflation Adjustments to 
Maintain Real Spending for 
Discretionary Programs 

Defense purchases 
Defense pay 

3 9 16 24 32 
3 8 12 17 22 

Nondefense purchases 3 8 16 22 29 
Nondefense pay it 4 _§ _2 _2 

Subtotal 4S 70 93 

Total Increases 70 134 212 279 350 

CBO Baseline 1,276 1,339 1,418 1,484 1,555 

SOURCE:    Congnuional Budgit OIBet. 

•.    RcprtMDti profrsm growth that could b* tliiainatad b; frottinc cott-cf-liviag idjuitrntatt aod 
ctrtain medical tciDbuiMOMnt rat«. 

b.    All growth not txplaiaod by iacnaMi in cutloadi sad priew. 

c     LtM than tSOO Billion. 
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currant laval in flccal y«ar 1990 to tba basallna projactlon In 
futura yaara.2/ Thaaa coaponanta can ba "alxad and aatchad" to 
davalop altamatlva pay-aa-you-go baaaa. Tha following thraa pay- 
aa-you-90 baaaa llluatrata poaaibla optlona: "nonlnflatlon- 
adjuataant," "currant laval," and "diacrationary outlay fraasa." 
Conalatant with H.R. 3929, all thraa optlona hava daflnad tha pay- 
aa-you-go ravanua baaa aa aqual to tha ravanua baaalina, avan 
though tha ravanua baaalina Includaa Incraaaaa froa tha currant 
yaar'a laval of ravanuaa. In ganaral, auggaatad pay-aa-you-go 
baaaa hava baan daaignad to produca daficlt targata of prafarrad 
aizaa; thay of tan aaka arbitrary diatlnctlona batvaan apanding that 
would ba includad in tha baaa and apanding that would ba optional. 

Tha f irat and aoat coaaonly diacuaaad pay-aa-you-go baaa would 
aaauaa no inflation adjuataanta to prograaa. Spacifically, thia 
baaa aaauaaa that COLAa would not ba providad to antitlaaant 
prograaa, ralaburaaaant lavala for aadical aarvicaa would not ba 
incraaaad, and inflation adjuataanta would not ba providad to 
diacrationary prograaa. Tabla 3 ahowa thia "noninflation- 
adjuataant" pay-aa-you-go baaa, which iapliaa a daficlt of $112 
billion in flacal yaar 1991.i/ Thia pay-aa-you-go daficlt targat 
for fiacal yaar 1991 would ba $48 billion highar than tha Balancad 
Budgat Act targat for that yaar. 

Tha aacond and aoat atrlngant pay-aa-you-go baaa would atrip 
alBoat all aourcaa of growth out of tha baaalina. It would aaauaa 
that COLAa and inflation adjuataanta for diacrationary 
appropriationa would ba daniad, and that apanding growth froa 
Incraaaaa in banaficiariaa of antitlaaanta and in thair uaa of 
govamaant prograaa would alao not ba pamlttad. Thia varaion 
would aaka tha pay-aa-you-go baaa roughly aqulvalant to projactad 
current year apanding.5/ Tabla 3 ahowa thia "currant laval" pay- 
as-you-go baaa, which iapliaa a daficlt of $72 billion in fiacal 
yaar 1991. Tha pay-aa-you-go deficit target for fiacal yaar 1991 
would ba $8 billion highar than tha Balancad Budgat Act targat for 
that yaar. 

A third pay-aa-you-go baaa would ba laaa deaandlng, with only 
diacrationary prograaa aaauaad to ba frozen at their current outlay 
lavala. Thia baaa would perait apanding to increaaa for 
entitleaenta and other aandatory prograaa. Tabla 3 ahowa thia 
"discretionary outlay freeze" pay-aa-you-go baaa, which Iapliaa a 

Tha "currant level" ia an eatiaata of outlaya for the current 
fiacal year, baaed only upon enacted law. 

The three projected baaaa adjuat for tha effect of lowar 
apanding on net intereat outlaya. 

Tha only incraaaaa above current levela allowed for are for 
intereat coata. 
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TABLE 3.   Alternative "Pay As You Go" Bases and Deficit Targets 
(by fiscal year. In billions of dollars) 

1991 1993 1993 1994 1995 

Revenue Baseline 1.137 1.20<» 1.277 1.355 l.t38 

Noninflatlon- 
Adjustnent 
Outlay Base 1,21*9 1.273 1.302 1.312 1.319 

Current Level 
Outlay Base 1,209 1,207 1.203 1.189 1.170 

Discretionary 
Free2e 
Outlay Base 1.2&IJ 1.309 1.365 i.toit 1.416 

Noninflation- 
Adjustment 
Deficit Targets 112 69 25 -'•S -119 

Current Level 
Deficit Targets 72 3 -7'» -166 -268 

Discretionary 
Freeze 
Deficit Targets 127 105 88 '•9 8 

Balanced Budget Act 
Deficit Targets (A 28 0 a a 

SOURCE: Congressional Budget Office. 

a. The Balanced Budget Act established targets only through 1993. 
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daficit of $127 billion In fiscal yaar 1991. Th* pay-as-you-go 
dsficlt target for fiscal yaar 1991 would b« $63 billion higher 
than tba Balancad Budgat Act targat for that yaar. 

Ilia pay-as-you-go basa in tha Panatta bill, H.R. 3929, is a 
"noninflation-adjustaant" basa with tha iaportant axceptlon that 
COLka would ba Includad for tha two Social Security trust funds 
(tha Old Aga and Survivors Insurance Trust Fund and tha Oisability 
Insurance Trust Fund). The COLAs for these funds constitute 70 
percent of the COLA growth for entitleaent prograas, and 50 percent 
of the inflationary growth in direct spending prograas. 

SETTIMG DEFICIT RZDOCTION TARGETS 

Although proponents of pay-as-you-go would lllce to repeal the 
Balanced Budget Act, they have provided a substitute that reseables 
the Balanced Budget Act in sose respects. The Balanced Budget Act 
and pay-as-you-go both plan a aultlyaar series of deficit 
reductions, rather than waiting for each year's budget resolution 
to dsteraine how such the deficit should be reduced. 

Tha Balancad Budgat Act formula set declining annual deficit 
targets over five years toward the goal of a balanced budget. The 
required deficit reductions under this process are a function of 
the aictent to which the baseline exceeds these scheduled deficits. 
Pay-as-you-go budgeting would not establish specific deficit 
targets in advance; instead it would aake such targets a function 
of tha annual growth in revenues and in the pay-as-you-go spending 
basa. Deficit reduction targets would be the annual differences 
between the pay-as-you-go base and tha budgat baseline.fi/ 

If aultlyear deficit targets are preferred, what does pay-as- 
you-go have over the Balanced Budget Act approach? Three suggested 
advantages are exaalned here. First, pay-as-you-go budgeting Is 
thought to be soaewhat less procycllcal in effect. Second, the 
govemaent might use acre realistic figures with pay-as-you-go 
budgeting when addressing the problem of the deficit. Third, the 
coaposition of deficit reductions under pay-as-you-go budgeting 
could ba different than under the Balancad Budget Act. 

Proevcllcal Effects 

As econoalc growth slows, the government's revenue decreases and 
its spending Increases. CBO calculates that a real growth rate 
one percentage point less than currently forecast would cause 
revenues to decline by $23 billion and outlays to Increase by $4 

6.  H.R. 3929 would require an additional $10 billion of deficit 
reduction annually in 1991, 1992, and 1993. 
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billion for fiscal y«ar 1991.2/ Under tb« Balanced Budget Act, 
•lover growth could require that the govemaent sake larger deficit 
reductions than were expected at the beginning of the year if the 
downturn occurs between the submission of the President's budget 
and the econoaic forecast in July on which sequestration would be 
based. The Balanced Budget Act's deficit targets would remain 
unchzuiged even if the government's projected baseline deficit 
increased. 

Pay-as-you-go budgeting could also require larger deficit 
reductions than expected if a downturn occurs in this period, but 
the increase would be much larger under the Balanced Budget Act. 
Under pay-as-you-go, deficit targets would grow only to the extent 
that baseline spending rose further above the base (the previous 
year's spending). Unlike the Balanced Budget Act, revenue declines 
would not produce a requirement for additional deficit reductions. 
And if direct spending bills were enacted before a downturn in 
economic conditions was recognized, they could escape the pay-as- 
you-go requirement. 

This difference is not that meaningful. The Balanced Budget 
Act includes a provision that requires the Congress to vote on 
whether to cancel a sequestration or not, if one of two low 
economic growth "triggers" are activated.£/ This provision could 
mitigate Uie potentially greater procyclical effect of the Balanced 
Budget Act if a recession occurs or were projected. More 
importantly, the Balanced Budget Act would not require additional 
deficit reductions if economic growth declines unexpectedly after 
the July forecast. 

Budoatarv Realism 

Pay-as-you-go budgeting would still set smaller deficit reduction 
targets than those currently in place for the near term, assuming 
the "current level" pay-as-you-go base is not selected. These 
targets could be preferred for several reasons. First, smaller 
deficit reduction targets would require those in government to make 
fewer difficult decisions. Second, if pay-as-you-go targets are 
perceived as "reasonable," the government may be able to confront 
the deficit problem directly. 

The Economic and Budget Outlookt Fiscal Years 1991-1995 
(January 1990), p. 55. This assumes that growth slows 
beginning in January 1, 1990. 

nie triggers are (1) two quarters of less than one percent of 
real economic growth, and (2) a forecast of two quarters of 
negative real growth. See CBO, The Economic and Budget 
Outlooks Fiscal Years 1991-1995 (January 1990), p. 4. 
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Ona charg* frequently raised against tha Balanced Budget Act 
is that the deficit targets established are too aiobltious. For 
example, the required deficit reduction for fiscal year 1991 is $74 
billion (using CBO econoaic assuaptlons). Such a cut is beyond 
expectations given the political difficulty of Baking deficit 
reductions. A consequence of overly aobitious targets has been a 
tendency to use overly optiaistic econoaic assuaptlons and other 
giamlclca to "aeet" these targets. Such techniques were frequently 
used before the Balanced Budget Act, but this problea has probably 
worsened. 

Participants in the deficit reduction process feel that the 
Balanced Budget Act's requireaents are so large that even good 
faith efforts would fail, thus justifying unrealistic assuaptlons. 
A year or two of such stalling produces a required deficit 
reduction of such aagnltude that changing the deficit targets is 
the only reasonable option. The Balanced Budget Act of 1989 set 
the target date for balancing the budget at fiscal year 1991, but 
the Balanced Budget Reaffiraation Act of 1987 slipped the target 
date to fiscal year 1993. 

Proponents of pay-as-you-go budgeting feel that the 
reasonably-sized deficit reduction targets established under this 
approach would provida less of a justification to coaproaise tha 
process. Yet, even if the justification for using unrealistic 
assumptions bacaae weaXer, an incentive to do so would still exist 
for those who would prefer to avoid difficult decisions. Pay-as- 
you-go is clearly not a sufficient condition for honesty in 
budgeting. 

In addition, pay-as-you-go budgeting aight aake it aore 
difficult for soae to understand tha long-tera affect of using 
unrealistic assumptions (or of failing to enforce a realistic pay- 
as-you-go target). For example, if $20 billion of deficit 
reductions were required by pay-as-you-go—that is, if the baseline 
exceeds the budget base by $20 billion—what happens when tha 
government does not reduce spending or increase revenues to produce 
the required deficit reductions? The resulting $20 billion of 
excess spending would then be built into the following year's 
budget base, and pay-as-you-go would require only that tha 
projected growth froa this higher spending base be paid for with 
offsetting savings. In contrast, under the Balanced Budget Act, 
such failures to reduce the deficit are readily apparent because 
tbe deficit targets continue to decline. 

The compoeltion of Deficit Reductions 

Pay-as-you-go budgeting could cause the composition of deficit 
reductions to chiuige froa that required under the Balanced Budget 
Act. If appropriations and reconciliation legislation do not 
produce  sufficient  savings  to  aeet  the  deficit  target. 
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sequestration under this act detaralnes how programs will be cut. 
The reductions are equally divided between defense and nondefense 
spending. Sequestration excludes aost direct spending and prior- 
year obligations from coverage, applies special rules to the 
reduction of spending in some programs (primarily health spending), 
and then makes proportional reductions in the remaining spending. 
Using CBO assumptions, 35.3 percent of 1991 budget baseline outlays 
would be subject to sequestration, with discretionary 
appropriations providing over 95 percent of the savings. 

In contrast, if pay-as-you-go budgeting used the 
"noninflatlon-adjustment" base, and this base was enacted into law, 
the relative contribution of discretionary appropriation accounts 
to savings would be cut to less than one-half of the total. The 
remainder of the savings would result from not providing inflation 
adjustments for direct spending programs. 

This difference between pay-as-you-go budgeting and the 
Balanced Budget Act is probably overstated. The threat of 
sequestration would likely cause the government, as it has in the 
past, to produce some deficit reductions through cuts in direct 
spending and revenue increases, which would reduce the burden on 
discretionary appropriations. In a similar fashion, the pay-as- 
you-go base would probably not be enacted into law without 
modification. 

In addition, pay-as-you-go is at an earlier stage of 
legislative development than the Balanced Budget Act. The original 
version of the Balanced Budget Act was as broad in coverage as pay- 
as-you-go, but advocates for some targeted programs successfully 
lobbied for exemptions from sequestration. For example, low-income 
programs were exempted before its enactment, and spending by 
regulators of depository institutions and for COLAs were exempted 
through subsequent revisions to the act. The original breadth of 
the pay-as-you-go plan concept could be similarly limited as it 
moves through the legislative process. Under H.R. 3929, for 
example. Social Security COLAs are built into the base, but other 
COLAs are not. The protection for Social Security provides a 
rationale to press for other inclusions as well. 

The other possible effect of pay-as-you-go budgeting on the 
cooipositlon of deficit reductions is that emphasis could be shifted 
away from spending reductions to a balanced consideration of 
spending and taxing. This effect trauld be partially rhetorical. 
If spending Increases "must be paid for," proponents of these 
increases would have a better justification for suggesting new 
revenues. Some proponents of pay-as-you-go also hope that new 
procedures would be established to make tax Increases and 
offsetting spending cuts more likely. 

The reach of sequestration could be similarly modified to 
include revenue increases. For exuaple, draft legislation has been 

10 
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circulatad In which oiM-half of th« raqulrad deficit reduction 
would COB* froB ••quaatration and tha other half froB an autoaatic 
surtax on individual incose and corporate profits taxes. Another 
approach has bean suggested by HllllaB Nlskanen, foraar chair of 
the Council of Econoalc Advisers. He has pr^wsed that 
sequestration be replaced with an surtax on Incoaa taxes if outlays 
froB new legislation cause target outlays to be exceeded.2/ 

PROCCTDlgS FOR EMTORCIMG PAY-AS-YOO-GO 

Pay-as-you-go proponents have not discussed enforceaent at 
•uch length. Perhaps this is in part because of an assuBptlon that 
existing budget procedures could be Bodlfled to aaka pay-as-you-go 
worltable.io/ Thla view is not unreasonable, for certain axlating 
budget procedures follow the principle that proposed spending Bust 
be deficit-neutral. In the House, legislation is subject to a 
point of order when a coBaittee's allocation for new budget 
authority and antitlaaent authority would be exceeded and cause 
the aggregate budget authority calling to be violated. In the 
Senate, any lagialatlon that would cause a coBslttee's allocation 
of new budget authority or outlaya to be exceeded is subject to a 
point of order. These prohibitions force coBslttees that wlah to 
spend above their allocations to either find offsetting cuts or 
convince the House or Senate to waive the rules. 

This section describes various enforceaent procedures that 
could be used to convert tha concept that deficit increases "aust 
be paid for" into a workable process. It begins with tha 
predoainant "aacro* aodal of pay-as-you-go, which enphaslzes aaking 
tradeoffs in the budget resolution and the reconciliation process. 
It then turns to a "aicro" aodel of pay-as-you-go, which requires 
that spending above a coaaittee's base be sinultaneously offset 
with savings froa other coaalttees, without relying on the budget 
resolution to structure these tradeoffs. The aacro and aicro 
Bodels of pay-as-you-go budgeting create different enforceaent 
problaas. 

9. This procedure could be labeled "Pay After You Went." See 
National Econoalc Coaaission, Staff Papers. Background Papers. 
and Major Tastiaonv (March 1989), pp. 453-4. 

10. Ibe enforceaent provisions in H.R. 3929 are as follows: It 
requires that the President's budget aeet the "pay as you go" 
budget targets, including a specification of prograas that 
would receive spending Increases and the sources of funds for 
these increases (offsetting spending reductions and/or revenue 
Increases), and it also creates a point of order against 
considering bills that If adopted would cause the deficit to 
exceed tha "pay as you go" deficit. 

11 
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Macro Pav-A»-You-Go Enforcement Proc«durea 

In the Bacro model of pay-as-you-90, the budget resolution would 
determine which committees would l>e granted the authority to spend 
above the base and which committees would be directed to cut 
spending below the base and/or to raise new revenues to pay for 
this spending. The enforcement problem is how to ensure that the 
latter committees will comply with the budget resolution's 
expectations. Existing budget procedures would be adequate for the 
task if the Appropriations Committees were the sole source of this 
financing, because the Committees* allocations could be reduced 
below the base for their programs. For other sources of 
financing—cuts in direct spending or new revenues—existing budget 
procedures might not be sufficient. 

The only way to limit growth in direct spending progreuns is 
to change existing law; this is typically done through the 
reconciliation process. For example, under the "noninflation- 
adjustment" option, the relevant committees could be directed by 
the budget resolution to report legislation that would save amounts 
equivalent to what would be saved from cancelling COIAs and other 
automatic price adjustments.Xl/ But reconciliation instructions 
have traditionally not specified the source of savings, meaning 
that committees would be free to substitute savings from other 
sources to prevent the cancellation of inflation adjustments. The 
committees would probably be motivated to do so, given the 
political support for COLAs in entitlement programs. Vet, the 
composition of the pay-as-you-go base could create a strong 
presumption that the inflation adjustments should be cancelled. 
The conflict created in this situation might make it less likely 
that reconciliation would be a sufficient mechanism to convert the 
pay-as-you-go base into law. Reconciliation directives are not 
binding in the sense that a failure of a committee to respond leads 
to the immediate imposition of a penalty on the committee; and 
reconciliation instructions have often not been met in amount or 
on time, most recently in 1989. The result was sequestration, 
which penalized primarily appropriated programs for the failure of 
authorizing committees to reduce direct spending. 

How could the government make it more likely that the savings 
intended to finance pay-as-you-go increases be produced? One 
approach would be to comprehensively revise substantive law when 
pay-as-you-go budgeting is adopted, which would eliminate automatic 
spending increases. ProgriUis that under current law pay COIAs 
would be "deindexed." The government could still increase spending 
for these programs annually but only by taking positive actions. 

11. Changes in existing law would need to be quite radical for the 
"current level" base. Benefit payment levels would have to 
be reduced to provide the funds to pay benefits to newly 
eligible beneficiaries if the total population increases. 

12 
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On* ••thod of financing COIAs und«r thla approach would by 
requiring diacratlonary approprlatlona for paraanantly authorizad 
COIAa. Altamativaly, annual authorizing laglalatlon could alao 
ba requlrad to adjuat banaflt lavala for incraaaaa in tha coat of 
living, aa dona in tha vatarana coapanaatlon prograa. Tha othar 
mandatory apandlng incraaaaa, which ara typically drlvan by changaa 
in tha nuabar of banaficlariaa or changaa in thair uaa of aarvicaa, 
would probably hava to ba controllad by granting agancy 
adainiatratora tha authority to raduca banaflt lavala or to ration 
aarvicaa. 

Tha hiatory of tha indamtion of govamaant prograaa auggaats 
that It la unllkaly that tha govamaant would abandon indaxing 
wholaaala.X2/ An altamatlva approach to tha anforcaaant problaa 
would aaka anactaant of apandlng incraaaaa and ravanua dacraaaaa 
contingant on tha availability of 'aurplua funda.' Surplua funda 
would ba craatad by lagialatlva action and would rapraaant ravanua 
Incraaaaa abova tha baaallna and aavlnga froa tha apandlng baaa. 

Ona aachaniaa for holding dafIclt-lncraaaing legislation until 
tha ganaratlon of aurplua funda would ba dafarrad anrollaant. 
Enrollaant la tha procaaa by which a bill paasad in Idantical font 
by both tha Housa and tha Sanata is prlntad on apacial parchaant 
paper before it la aent to the President for approval or veto. 
Section 301(b)(3) of the Congreaaional Budget Act peralta the 
budget reaolutlon to aatabliah a procedure for deferring the 
enrollaent of billa providing incraaaaa in apandlng until the 
raaolution'a reconciliation inatructlona are aat.l3/ 

Another aechaniaa for anforceaent would be to have the budget 
raaolutlon identify the deflcit-increaaing legislation that would 
b« contingent on the availability of aurplua funda. A alailar 
approach waa uaed during flacal year 1987, when the budget 
resolution establiahed a procedure for increaaing committee budget 
allocations by a Halted amount if the Prealdent and the Congreaa 
agreed on the need for additional apandlng and financed it with 

12. see R. Kent Weaver, Autoaatle Government! Tha Politica of 
Indexation (Haahington, D.C.: Brooklnga, 1988). 

13. This procedure haa never been uaed in thla form, although a 
modified form of deferred enrollment has been uaed to threaten 
commltteea with a penalty ahould they exceed their committee 
allocations.     See  Committee  on  Rulea,  Houaa  of 
Representativea,  Isoiut—Presentations BaXfiTl till Bulftl 
Committee Task Force on tha Budget Process (October 1984), pp. 
138-9, 184-5. 

It 
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offaatting savings.Xl/ 

If surplus funds wars insufflclant to flnanca all of the 
daalrad daflcit-lncraaalng actions, which daficit-increasing 
actions would be approved and which would not? The Congress could 
anticipate this problea by ranking actions beforehand, or by 
allowing proportional increases above the base for all the actions. 
Alternatively, the Congress could enact a bill that would make 
specific changes to the bills that had already passed so that the 
pay-as-you-go deficit target would be set. This is siailar to the 
intended purpose of the reconciliation process when the 
Congressional Budget Act was enacted. This approach would require 
the Congressional leadership and the Budget Coamittees to broker 
a package in which bills that had completed almost all of the 
stages of the legislative process would be amended. 

A third enforcement mechanism would deemphasize the sequential 
budget resolution and reconciliation procedure and rely on an 
omnibus budget bill—one that Included all appropriations, direct 
spending legislation, and revenue legislation. This procedure 
would implicitly allocate surplus funds by simultaneously 
considering tradeoffs between proposed spending increases, spending 
cuts, and revenue increases. Representatives Obey and Gephardt 
advocated using such an omnibus procedure in the early 1980s.IS/ 
Passage of an omnibus budget bill could be subject to a point of 
order that would require the projected deficit after passage to be 
no larger than the pay-as-you-go deficit target. 

Using an omnibus budget bill would be a high-risk, high-return 
approach. On the one hand, the high risk is that it would slow up 
passage of portions of the budget because agreement would have to 
be reached on all controversial issues before the omnibus budget 
bill could pass. The number of controversial Issues likely to be 
considered would be large, as the omnibus bill would be the major 
"must-pass" legislative vehicle of each session. This burden could 
ensure that the Congress would have to rely on short-term 
continuing resolutions until a budget was enacted. The 
Congressional leadership and the Budget Committees would have to 
be given the authority to structure consideration of an omnibus 
budget bill in order to minimize the chances of such delays. 

14. See Section 3 of the resolution. The conference report was 
House Report 99-664, September 26, 1986. This procedure was 
not used. 

15. See H. Res. 313, introduced in the 98th Congress on May 29, 
1983. The Congress has relied on omnibus appropriation bills 
with increasing frequency in the 1980s. See Allen Schick, 
"The Whole and the Parts: Piecemeal and Integrated Approaches 
to Congressional Budgeting," House Budget Coimalttee, Serial 
CP-3 (February 1987), p. 44. 

14 



On th« other hand, tha high ratum ia that an oanlbua budgat 
bill would aiapllfy anforcaaant of pay-aa-you-go budgatlng. It 
would probably alao atlaulata aora Praaldantial Involvaaant In 
raaching a broad agraaaant on budgat policy. Aa a raault, an 
c»nibu8 budgat bill alght alao atrangthan tha Praaldant'a daalra 
to <Ataln tha Itaa vato and tha wllllngnaaa of Maabara of Congraaa 
to grant thia powar. 

Micro Pav-Aa-You-Co Enforeaaant Procaduraa 

In tha "alcro" aodal of pay-aa-you-go budgeting, coordination 
through tha budgat raaolutlon and aaaoclatad anforcaaant procaduraa 
would ba daaaphaalzad. Inataad, tha pay-aa-you-go concapt would 
ba appllad at tha coaalttaa laval. A coaalttaa Intending to 
propoaa a apandlng Incraaaa abova tha pay-aa-you-go baaa for tha 
prograaa within Ita jurladlctlon would alaultanaoualy hava to 
finance the increase froa one of two aouroaa—either an offaatting 
cut for a prograa within another coaaittea'a juriadiction, or a 
revenue Increaae. Thia approach would currently be unworkable. 
Nuaeroua Houaa and Senate rulea about referring bllla to connlttaea 
and floor consideration of bllla and aaandDanta would be 
substantial barriers for aost coaaittaes aeeklng to uae either 
option. Tha aajor exceptions would ba the House Ways and Means and 
the Senate Finance Coninittees, which have jurisdiction for about 
90 percent of direct spending outlays as well as for all revenues. 
These coaalttees could dedicate revenue Increaaes to finance 
spending increases for prograaa within their jurisdiction. 

One option for overcoalng this problea would be to relax tha 
rules that protect coaalttees froa raids on prograns within their 
jtirisdlctlon. A spending committee could ba given the right to 
draft legislation that would raise revenues or cut spending in 
prograaa not in its jurisdiction. This legislation could then be 
8«quentlally referred to the affected coaalttees, which would have 
the right to propose aodifications to the legislation before being 
autoaatlcally discharged after a specific tiae froa considering 
it. Such an approach would be a radical departure froa tradition. 
Coaalttees view control over their leglalatlve agendas as the aain 
sooFce of their power. Though there are nuaeroua exaaplas of 
coaalttees writing legislation for areas that other coaalttees 
c^ttsider to be their responsibility, these occasions have often 
created conflicts only reaolved after difficult coaalttee-to- 
cosaittee bargaining sesalona and heavy leadership Involveaent. 

If increased conflict were judged to be an acceptable cost, 
however, the leadership would also have to solve a queueing problea 
to aake the alcro version of pay-as-you-go workable. The 
requlreaent that coaalttees finance spending increases with surplus 
funds would create an incentive for coaalttees to rapidly report 
legislation in order to access potentially available surplus funds 
tefore other coaaittaes. On the one hand, ita advantage would be 

IS 
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the coMBittsas' incantiv* to pass budgat lagislation earlier rather 
than later. On the other hand, conltteas could plan to offset 
spending Increases with specific surplus funds, only to find that 
other coaaittees accessed these funds beforehand. This result 
would require the slower committees to return to the mark-up stage 
and to find new financing. In addition, this approach would 
penalize committees that had to report late for technical reasons, 
such as delayed authorizations. 

SnBSTITDTIHG PAY-AS-YOn-GO FOR THE BALANCED BUDGET ACT 

Pay-as-you-go budgeting is intended to serve as a substitute for 
the Balanced Budget Act; consequently, a comparison of the two 
processes is appropriate to conclude. When the Balanced Budget Act 
was adopted, it made two significant changes to the congressional 
Budget Act: the establishment of multiyear deficit targets, and the 
creation of sequestration as a penalty for failing to meet these 
targets in the regular process. What would be the impact of using 
pay-as-you-go budgeting instead to set multiyear targets and to 
force action on the deficit? 

Pay-as-you-go budgeting could lead to a different composition 
of deficit reductions with more cuts in direct spending and more 
revenue increases. These effects are uncertain, in part, because 
the legislation is in an early stage of development. The Panetta 
bill makes only one exception—for Social Security—to the 
"noninflation-adjustment" base, but pressure to add other 
exceptions is likely. Such exceptions are endemic to formula 
budgeting approaches. Contrary to the perception that formula 
budgeting is mechanical, almost any formula approach can be 
challenged for a failure to treat programs equitably. For example, 
under the "noninflation-adjustment" base, spending growth for 
entitlement programs due to an increased number of eligible 
beneficiaries would not be required to find offsetting spending 
cuts or new revenues, whereas any increased demand for programs 
funded by discretionary appropriations would have to be financed 
by deficit-neutral means. Because of the variety of ways progrtuns 
operate and because of political considerations, formula approaches 
like pay-as-you-go tend to progress from the simple to the complex. 

Pay-as-you-go budgeting would also produce higher deficit 
targets for the near term compared with the Balanced Budget Act. 
nils result would be by design, as various pay-as-you-go bases 
would be evaluated not only for their suggested composition of 
deficit reductions but also for the magnitude of deficit reductions 
required. Many believe that it would be more realistic to set 
deficit targets higher than the Balanced Budget Act does because 
of the greater likelihood that the higher targets would then be 
mat. This belief, however, suggests that the Congressional Budget 
Act's procedure for choosing deficit targets each year would be 
preferable to locking in deficit targets with either pay-as-you-go 

16 
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budgating or th* Bal«nc«d Budgat Act. 

How do the proc«dur«« In pay-as-you-go and th« Balancad Budgat 
Act coapara as stiaulants to raduoa tha daflclt? Tha Balancad 
Budgat Act aakas tba siza and distribution of tha panalty for not 
raduclng tha daflcit ralatlvaly claar aonths In advanoa. Tha hopa 
was that tha panalty would ba undaslrabla anough to forca action 
(tha Indlscrlslnata cuts at tha prograa, projact, and activity 
laval) but also not foolish anough to aaka It unllkaly (tha 
axcluslon froa saquastratlon of lagal obligations to spand, and tha 
Claxlblllty in saquastratlon of dafansa prograas). Saquastratlon 
would thraatan tha Intarasts of anough participants that strong 
afforts would ba aada to avoid It. If thalr afforts wara 
unsuccassful, than saquastratlon would at laast produca soaa 
savings. 

Obsatvars of fadaral budgating dlffar on tha contlnuad 
daslrablllty of saquastratlon, but all agraa that tha panalty of 
saquastratlon has not had all of tha Intandad affacts. In soaa 
yaars, tha axpactad saquastratlon was so larga that It caasad balng 
an affactlva thraat. In othar yaars, participants In tha procass 
bava coaparad tha projacted impacts on thalr favorad prograas froa 
saquastratlon with the regular legislative process and decided that 
saquastratlon is preferable. In addition, tha rule for calculating 
a sequestration creates an Incentive to delay passage of bills 
until after sequestration occurs.16/ 

Rather than keeping a panalty at tha and of tha process, pay- 
as-you-go budgeting would shift tha panalty for not raduclng tha 
deficit to an earlier stage in tha procass. In doing so, tha 
budget process is slnplified, at least to the extent that there is 
one fewer stage. Tha trend has been in. tha opposite direction. 
Tha Congressional Budget Act grafted tha budget resolution and tha 
reconciliation procass onto the existing appropriations and 
authorizations processes, and the Balancad Budget Act added 
sequestration. 

For pay-as-you-go budgeting to create an effective panalty, 
however, enforceaent procedures would have to prevent comnittees 
froa approving deficit-increasing legislation unless other 
conBlttees produced offsetting savings. If substantial deficit 
reductions are assuned to result froa savings in direct spending 
programs or froa tax Increases, the current reconciliation 
procedure aight not ba sufficient to produca these expected 
savings. Wholesale deindexatlon and a coBaittee-against-comsittea 
pay-as-you-go process are not likely to be acceptable. The aost 
plausible options for aaking anactaent of deficit-Increasing 

16. Sea Conaittae on the Budget, House of Representatives, 
President Bush's Fiscal Year 1991 Budget (Coaaittaa Print, 
February 2, 1990), pp.113-119. 
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legislation contingent on offsetting aavings are deferred 
enrollment, a reserve fund, or an omnibus budget bill. All of 
these approaches would make significant changes in the distribution 
of budgetary responsibilities within the Congress, and the omnibus 
budget bill would intensify negotiations between the Congress and 
the President over budgetary policy. 

It 
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Chairman DERRICK. Dr. Alice Rivlin, Lynn Martin was here ear- 
lier, and asked me to express her regrets that she couldn't be here 
with you. There was something that she told me about that was 
very important. Alan Wheat was here earlier; he had to go to a 
meeting, but we are expecting him back. 

We will be glad to have you put your full statement in the record 
and have you summarize any way you would like to proceed. 

STATEMENT OF DR. ALICE RIVLIN, SENIOR FELLOW, BROOKINGS 
INSTITUTION AND FORMER DIRECTOR, CONGRESSIONAL 
BUDGET OFFICE 
Dr. RivuN. Well, let me summarize it very briefly, Mr. Chair- 

man. I think my views are not very different from Mr. Reis- 
chauer's. It seems to me that the budget process has deteriorated, 
and I think much of the problem stems from Gramm-Rudman-Hol- 
lings. Gramm-Rudman-Hollings was a well intentioned effort, but 
it has given us very perverse incentives in the budget process. 

Chairman DERRICK. Fritz says he wants a divorce from Gramm- 
Rudman. 

Dr. RivuN. Yes. Perhaps one should just call it Gramm-Rudman. 
But in any case, it is given us incentives to focus only on the next 
budget year. It has resulted in the gimmickry that everybody now 
recognizes and in very short-sighted budgeting. The best thing 
would be simply to repeal Gramm-Rudman-Hollings and go back to 
where we were before 1985. At that time the budget process, for all 
its faults, was functioning reasonably well, and focusing quite heav- 
ily on 3-year resolutions. In that period—1982 to 1985—there was 
serious attention to voting 3-year resolutions, and progress was 
made on the deficit. 

Now, I don't realistically think you are going to do that. Repeal- 
ing Gramm-Rudman-Hollings in its entirety would send the wrong 
signals. It would sound as though the Congress was giving up on 
deficit reduction. So I do believe that you have to keep some kind 
of targets. But you should work very hard to change the incentives 
in the budget process so that there is much more emphasis on 
longer run budget deficit reduction. The system should reward 
longer run reductions, not encourage short run things, like taking 
items off budget and moving pay dates. 

It seems to me that the Panetta bill is a major step forward. It 
gets rid of sequestration, which was always a gimmicky sanction to 
enforce budget rules. Sequestration necessarily applies only to the 
upcoming budget year. That is its main defect. 

A sanction for not meeting the budget targets that applies only 
to the first year encourages gimmickry. The Panetta bill, by con- 
trast, would use the power of the House and Senate rules to en- 
force a 5-year budget resolution. I think that is feasible. If you 
can't do that, you can't do anything. 

Chairman DERRICK. Could I interrupt you just a moment? 
Dr. RivuN. Yes. 
Chairman DERRICK. Explain to me how you think this would 

work, on the 5 years. Are you telling me we need a sequestration 
for 5 years? 

Dr. RIVLIN. No. There isn't any sequestration in Panetta's bill. 

36-932  0-91   —   10 



Chairman DERRICK. I understand that. 
Dr. RivuN. As I understand it, and I may understand it imper- 

fectly, H.R. 3929 simply goes back to the notion that a point of 
order can be raised against anjrthing which violates the budget res- 
olution, whether in the first year or in its entirety. That seems to 
me the right sanction to be aiming for. 

Chairman DERRICK. I misunderstood what you said, I am sorry. 
Dr. RrvLiN. That seems to me the right way to go about it. It is 

not going to be easy, but none of this is going to be easy. Relsdng 
on the rules of the House and Senate to enforce what the Congress 
wants to do over a 5-year period seems to me sensible. 

The only thing that I would question about the Panetta bill is 
what it does with social security. My view is that we ought to be 
aiming for a surplus in the unified budget. That is the right kind of 
fiscal policy. But the Congress should achieve that surplus by 
simply sajring we need a surplus in the unified budget. That has 
the same implications as taking social security out of the budget 
and aiming for balance in the operating budget, which is what the 
Panetta bill strives to do. 

Chairman DERRICK. When you refer to the unified budget, you 
mean  

Dr. RiVLiN. I prefer to stick with the unified budget. Social secu- 
rity is a big government program. To pretend that it is not in the 
budget seems to me disingenuous. It is part of what the Govern- 
ment does and it affects the economy in major ways. I would like to 
see it in the budget. But I don't think that is very important. It is 
largely a political judgment. It may be easier for the public to un- 
derstand if social security is kept separate, and you aim for balance 
in the operating budget. If, in the political judgment of the Con- 
gress that is better, then it doesn't bother me very much. Just a 
little. 

Chairman DERRICK. I don't see the difference in what you are 
talking about. You are talking about having a unified budget, but 
having separate budgets within a unified budget, aren't you? 

Dr. RivuN. Social security is always going to be separate. It is a 
trust fund. It is always going to be a separate line in whatever 
budget you have. I am making a fairly fine point. The Panetta bill 
would say social security is outside the budget; it is not part of the 
budget. It is somewhere over there, eind we are not going to talk 
about it. We are only going to concentrate on the operating budget. 
That doesn't seem to me a very realistic way to run things, but it 
doesn't offend me deeply either. 

I think those are my main points, Mr. Chairman. 
[Dr. Rivlin's prepared statement follows:] 
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Statement of 

Alice M. RMin* 
Senior Fellow 

TTw Brookings Instttution 

before the 
Subcommittee on the Legislative Process 

Committee on House Rules 
U.8. House of Representatives 

Apr! 19,1990 

Mr. Chairman, when I testify on budget process reform, I always find 

myself wanting to make two basic points simultaneously. These two points 

may sound contradictory, but I believe both are true and need to be 

emphasized up front. 

The first point is that budget process reform is important. A well 

designed, smoothly functioning budget process can facilitate understanding of 

difficult budget issues and increase the chances that the Congress will make 

wise policy decisions. Conversely, a badly designed process can impede 

understanding and make wise policy less likely. Some features of the current 

Congressional budget procedures should t>e classed as impediments to wise 

decision-making, because they increase emphasis on the short-run and 

provide incentives for budget gimmickry. I believe these features should be 

eliminated and that H.R. 3929 would be a substantial improvement over current 

procedures. 

The second point is that budget reform is no substitute for substantive 

policy action. Right now the country has a short-sighted, irresponsible fiscerf 

policy~a persistent deficit in the unified budget when a surplus would be more 

*The views expressed in this statement are those of the author and do not 
necessarily reflect the views of other staff members, officers, or trustees of the 
Brookings institution. 



likely to foster healthy economic growth In the future. Moving from deficit to 

surplus will tal<e leadership and political courage. Process reform cannot help 

very much and should not be allowed to deflect attention from the necessity for 

action to cut spending or raise taxes or both-actions for which no process 

reform is necessary. 

Problems with the Current Process 

Budget decisions are inherently difficult and contentious. This is true in 

any organization, not just the U.S. Government. People generally, not just 

politicians, tend to delay or avoid hard choices and to focus on the short-run to 

the detriment of the long-run. A good budget process is one that: 

• helps both legislators and the public understand 

what choices have to be made and what their 

implications are; 

• helps legislators and the public think ahead instead 

of concentrating on the immediate; 

• gets decisions made in a timely fashion without 

excessive expenditure of time and energy. 

The current Congressional procedures get low marks on all these counts. 

The budget process, and the budget itself, are so complicated that even 

members themselves have difficulty understanding what is to be decided. The 

press and the public are totally mystified and frequently conclude that 

something nefarious must be going on. The incentives in the process are 

rigged to reward short-run deficit reduction at the expense of the long-run and 

to encourage budget chicanery, such as timing shifts, that reenforce the 

public's impression that government is involved in a charade or worse. 

Moreover, the whole process consumes so much time and energy that almost 

none is left over for actually governing the country. 

These budget process problems did not originate with the passage of 

Graham-Rudman-Hollings (G-R-H) in 1985, but they have been greatly 
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exacerbated by that legislation. G-R-H was a well-intentioned effort to rig the 

budget process in favor of deficit reduction, but it is now doing more harm than 

good. G-R-H reflected the hope that setting firm budget goals, and establishing 

sequestration as a sanction for not meeting them, would force the 

Administration and the Congress into the compromises needed to eliminate the 

unified budget deficit. Unfortunately, although the Act set deficit targets that 

declined to zero over a period of years, the penalty for not meeting them 

(sequestration) applied only to failure to meet (or appear to meet) the budget 

target for the year just ahead. This obsession with appearing to meet next 

year's target intensified existing incentives to use rosy forecasts of economic 

growth and interest rates, to move activities off budget, and to engage in 

financial gimmlcltry that reduced next year's deficit at the expense of future 

years. 

The resuit of the misplaced incentives in G-R-H has been two-fold 

damage to the budget process. First, the deficit has not, in fact, come down. It 

has been stuc(< at about $150 billion for the last three years. Second, and I 

believe ultimately more serious, the finagling and chicanery associated with 

G-R-H have undermined the credibility of the budget process and reenforced 

public cynicism about the Congress' ability to do its job. 

I believe the Congress would be well-advised to scrap G-R-H and return 

to the process that preceded it. Although the years between the creation of 

large structural deficits in 1981 and the enactment of G-R-H in 1985 are not 

remembered with much pleasure because they were so acrimonious, I believe 

the Congressional budget process functioned quite well in that difficult period. 

The deficit problem was enormous-actual deficits exceeded $200 billion in 

several years and were projected to grow to over $300 billion if action was not 

taken. Despite minimal cooperation from the President, Congress used the 

budget process to reduce projected deficits substantially. Both spending cuts 
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and revenue increases helped to reduce projected deficits. Budget gimmickry 

was minimal. Perhaps most important, Congress seriously debated and 

passed three-year budget resolutions. Steps were taken, including reducing 

the rate of defense spending growth, that had relatively little impact on outlays 

in the first year, but much.greater effects on deficits in the out years. 

Simply repealing G-R-H is not politically feasible, because it might be 

interpreted as abandoning the goal of eliminating the deficit. Hence, the 

Congress should try to find a way of retaining the targets while removing 

incentives to concentrate on the short-run and to engage in dishonest 

budgeting. 

H.R. 3929 

H.R. 3929 is designed to meet these needs. It would set multi-year 

targets and enforce them in the out years as well as in the budget year. 

Savings over the five-year period would have to be 120 percent of the first year 

amount in order to count. It would enforce the targets through the House and 

Senate rules, not by sequestration~a preferable procedure because 

sequestration is a bizarre sanction that necessarily applies to the budget year 

only. Asset sales and timing shifts would not count as real deficit reduction. 

It seems to me that H.R. 3929 is a substantial improvement over cun-ent 

law. It provides a better chance for Congress to undertake sensible long-run 

deficit reduction. 

H.R. 3929 would take Social Security out of the budget calculation and 

aim for balance In the unified budget. It would be more sensible to leave Social 

Security in and aim for a surplus in the unified budget. The fiscal policy 

Implications are the same, but Social Security is a very large government 

program which affects the economy and belongs in the budget. The question 

is not an economic one, however. It turns on political judgment about the best 

way for the Congress to demonstrate its concern for deficit reduction and 

protection of the integrity of Social Security trust funds. 
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Tlw Real Problem 

While I believe tliat H.R. 3929 would represent a substantial improvement 

over current budget procedures, I cannot close without coming back to the 

central issue facing the Congress: the budget deficit itself. The government is 

now engaged in short-sighted fiscal policy. It is using a substantial fraction of 

the nation's savings, including those generated by the Social Security System, 

to finance the on-going expenses of government. This policy reduces funds 

available for private investment, raises interest rates, and makes the United 

States dependent on foreign sources for a large fraction of the funds needed to 

finance productive investment. This situation cannot be corrected by tinkering 

with budget procedures. It requires a commitment of tfie Administration and 

the Congress to work out a long-run plan for moving the unified budget into 

surplus by some combination of lower expenditures and higher revenues. 

H.R. 3929 may remove some impediments to implementing that commitment, 

but will do nothing to bring it about. Thank you, Mr. Chaimian. 
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Chairman DERRICK. YOU think we ought to abolish Gramm- 
Rudman-Hollings. You think we ought to abolish the Budget Act as 
well? 

Dr. RiVLiN. No, I don't. I think that the budget act was a step 
toward responsible budgeting in the C!ongress. Before the budget 
act there was no forum for discussing or voting on fiscal policy as a 
whole, on a budget, including both spending and revenues. The 
budget act gave you that; I think you need that. 

The Budget Act added to the complexity, but I think in a neces- 
sary way. You have to have some moment in the congressional cal- 
endar in which you vote on the budget as a whole, when you are 
forced to make decisions about how much revenue and how much 
spending and how much deficit. The budget act has given you that 
and has given you budget committees whose job it is to worry 
about the whole budget. 

I think that is very important. What I don't think was a plus was 
the addition of Gramm-Rudman with this Mickey Mouse sequestra- 
tion procedure, and the resultant incentives to look only at the 
short run and not at the long run. 

Chairman DERRICK. Why don't we just get an accountant with a 
good adding machine and do away with the Budget Committee? Be- 
cause as I understand, that is what you think the primary function 
of the Budget Committee should be, to give us an opportunity to 
vote. 

Dr. RivuN. I don't think that is an accounting function. The ac- 
countant has to be there to add up the numbers, but I think  

Chairman DERRICK. What other reasonable function does the 
Budget Committee exercise? I mean what does it do? 

Dr. RivuN. I think the Budget Committee, when functioning at 
its best, proposes to the Congress a budget, an overall frame work 
within which the spending and taxing fits. The proposal reflects 
priorities on the spending side—how much for defense and how 
much for health and so forth—and the appropriate revenue 
number and a size of deficit. 

Somebody has to put together that plan, and  
Chairman DERRICK. Well, we will have two accountants then. I 

said we will have two or three accountants. 
Dr. RivuN. Well, in the old days you had two or three account- 

ants. You had somebody racking up the spending numbers, and you 
had somebody racking up the tax numbers, but nobody ever put 
the two together, nobody ever said to the Congress, is this really 
what you want to do? Do you want to spend this much and tax this 
much and have this big deficit? 

Cheiirman DERRICK. Well, why couldn't the President, as he did 
in the old days, before the Budget Act of 1974, perform that func- 
tion when it presents us with some sort of budget, and we could 
just deal with that? There are a lot of people that think that what 
the Congress did when they passed the Budget Act, was take the 
bear off of the administration's back and put it on the Congress'. 

Dr. RivLiN. I believe the Congress does have a role in formulat- 
ing priorities on the budget and in formulating fiscal policy. 

The President may have very different views about what the 
Government should do and what the size of the deficit should be 
than the Congress does. 
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One big problem is how you work out a compromise among those 
views. If you will forgive me a short digression, I was just in South 
Carolina, I was fascinated by how it is done down there. The 
budget control board representing both the Giovemor and the legis- 
lative branch sits down and makes up a budget. 

I presume the U.S. Supreme Court would say that was unconsti- 
tutioned, but it seems to work in an interesting way in South Caro- 
lina. It gets rid of some of the back and forth between the legisla- 
tive and the executive branch. 

Chairman DERRICK. They are the ones that actually spend it. 
Dr. RrvuN. But you have got to have some mechanisms in which 

the legislative branch is represented for formulating the priorities. 
I don't think you can just let the President do that. 

Chairman DERRICK. You stated that you think we ought to do 
away with Gramm-Rudman-HoUings. Is the reason that you sup- 
port Panetta because you would really like to do away with the 
whole thing, but Panetta is least offensive, is less offensive than 
Gramm-Rudm£m-Hollings? 

Dr. RiVLiN. I think that if you just repealed Gramm-Rudman- 
HoUings, you could do much of what the Panetta bill would accom- 
plish. However, I think that the Panetta bill has positive features. 
The most positive is the effort to get the Congress to think 5 years 
at a time. 

I don't think it matters whether it is 3 years or 4 years or 5 
years. The damage that is being done now is that you are only 
thinking about 1 year. The whole focus at present is how are we 
going to get past that next target or how are we going to appear to 
get past it. AH of the incentives are to rig the budget so that it 
looks as though it is going to get to the Gramm-Rudman-HoUings 
target the next fiscal year, whether it does or not. 

"The Panetta bill changes those incentives. It puts much more 
emphasis on a whole period of 5 years: how is the budget going to 
work for that period? That seems to me good. 

Chairman DERRICK. Let me talk to you just a little bit about 
budget summits. You know, many people around here are looking 
back to the 1987 budget summit with a great deal of fondness, fond 
memory, and I will have to say, and you know, Jim Wright during 
his Speakership here, for the first time in years and years and 
years was able to get the appropriations bills out on time, and I 
think not to take anjrthing away from him, I think he was aided to 
a large degree because of that summit. 

Now, do you think we can facilitate that? Do you think that is a 
good idea, other than what you just discussed a few minutes ago? 

Dr. RiVLiN. I believe that the President and the Congress should 
come together somehow and decide on a compromise that will turn 
the budget deficit into a surplus over a reasonable period of years. 
And I don't, frankly, understand why that isn't happening. 

Whether it is called a summit or just a meeting, that is the main 
thing that has to be done. The Congress and the President, the 
leadership of the Congress and the President and his people, have 
to sit down and say, how do we solve this problem? Let's give a 
little here and give a little there and get it done. Because the defi- 
cit is paralyzing the Government. 
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Chairman DERRICK. YOU think that we ought to revise the 
Budget Act to the point so we can include his signature in the proc- 
ess? 

Dr. RivuN. I don't think it would hurt to have a budget resolu- 
tion that had to go to the President for signature. I haven't 
thought about that one in awhile. 

It would certeiinly get the President in the process earlier. 
Chairman. DERRICK. YOU have observed this place around here 

for a long time. Do you think that that would just put an unreason- 
able crimp in the budget process, that we would never get a budget 
process out of here? I mean, do you think it is doable, just in your 
opinion? 

Dr. RivuN. Oh, I think the budget process is doable. 
Chedrman DERRICK. NO, no. I mean, if you include the President. 
Dr. RivuN. If you include the President? It depends, of course, on 

how the President views the power. A president who really wanted 
to work things out with the Congress would seize that opportunity 
to do so early. If he really just wants to gum up the works, then I 
guess that is one more tool to let him do it. 

Chairman DERRICK. I gather that this pay-as-you-go enforcement 
procedure isn't particularly appealing to you based on what you 
have said so far. Is that right? 

Dr. RivuN. I like the general idea of pay-as-you-go, and I 
think  

Chairman DERRICK. It is great politics. 
Dr. RivuN. Well, it is more than great politics. It is really right. 

If somebody is proposing major new spending, for instance, they 
ought to be willing to explain what is going to be given up to get 
that. 

Chairman DERRICK. Is it enforceable in the Panetta bill? 
Dr. RivLiN. I don't know whether it is really enforceable or not. 

But I think working toward that general view of how to think 
about the budget is a good idea. 

Chairman DERRICK. Thank you. 
Mr. Wheat. 
Mr. WHEAT. Thank you, Mr. Chairman. 
Let me apologize to you and our distinguished witness for not 

being here to hear your testimony. I have heard you speak before 
and I had the opportunity to read your statement today and I 
think it is particularly important that you point out that no mech- 
fmisms, no budget mechanisms of any kind, are going to substitute 
for policy decisions that need to be made by the Congress and by 
the President. 

I would ask you, just very briefly, why you think the deflcit is 
important at all. I was a little surprised by your statement that we 
move to a position of a surplus at some point in the future. While I 
think this budget deficit is made up of the wrong kinds of spend- 
ing, I don't know of any particular damage of having a modest 
budget deficit over an extended period of time. And I am wonder- 
ing—you say we need to move to a surplus? 

Dr. RiVLiN. I think the main reason has to do with two things: 
the low national saving rate and coming demographic changes. We 
have a low national savings rate. We are using a large proportion 
of our savings to finance the operating costs of the Government. 
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That means we have less left for productive investment and we 
have higher interest rates than we would otherwise have. 

And we are very dependent on the flow of foreign capital. We are 
borrowing abroad because we are not generating enough savings of 
our own and we are using so much to finance the Government. 

I would like to reverse that. Particularly because as we look 
ahead, we are going to have a smaller labor force and a larger 
group of retirees. We need to make that labor force much more 
productive if it is going to raise its own standard of living and pay 
for the continued well-being of retirees. 

That means we need more investment. And I think the best way 
to get that is for the Federal Government, instead of using up na- 
tional saving, to be adding to the saving pool. That would put 
downward pressure on interest rates and it would help the econo- 
my grow. 

Now, a way to do that is built into the social security system. 
Social security is now programmed to build up substantial surplus- 
es in the future. That money is now being borrowed by the rest of 
the Government, but it shouldn't be. That surplus should be al- 
lowed to be a surplus, and those funds should be used to buy back 
debt from the public and to get more funds out there to finance 
productive investment. 

The Panetta bill does aim for that. It would take social security 
out of the budget and aim for a balance in the operating budget. 
The way I put it in my testimony amounts to the same thing. It 
says, let's run a surplus in the unifled budget, including social se- 
curity. That is the basic reason. 

Mr. WHEAT. To amplify upon what the chairman said let me ask 
you about the pay-as-you-go concept. 

I appreciate the need for some discipline in the budget process 
due to the reality that there are not unlimited funds. 

Why would it not be better in the budgeting process, though, in- 
stead of having to propose either a new revenue or to demonstrate 
areas where you were going to cut programs in order to propose 
new programs, to just have one set of national priorities that are 
established by the Clongress in one process and a different process 
to fund that set of national priorities. Once Congress makes a de- 
termination what it is going to cost to do everything we want to do 
as a government, then we would determine how we would raise the 
funds as opposed to trying to come up with the funds on a program 
by program basis. 

Dr. RivuN. As I was saying to the chairman before, I think the 
Budget Act was originally designed to get into one place, those con- 
siderations. What do we want to do, and how are we going to fund 
it? That is what the budget committees are for. They are the only 
committees with the prerogative of looking at both sides at the 
same time. 

I do think you have to look at spending and funding at the same 
time. Nobody could get agreement on a set of priorities on the 
spending side without raising the question, how much is it going to 
cost to do that? I think we would all have a very long list of things 
that we wanted the Grovernment to do if we didn't have to worry 
about how the money would be raised. 
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So I simply think it has to be put together. There is no way to 
say how much is enough for defense or for child care or whatever 
unless you have at the same time to think what is the revenue 
available to fund all of these things. They are joint decisions. 

Mr. WHEAT. Theuik you very much, Mr. Chairman. 
Chairman DERRICK. Thank you, Dr. Rivlin. It was nice to see you, 

and thank you for your excellent testimony. 
Dr. RIVLIN. Thank you. 
Chairman DERRICK. The hearing is adjourned. 
[Whereupon, at 11:30 a.m., the subcommittee was a4)Oumed.] 



H,R. 3929, THE BUDGET PROCESS REFORM ACT 
OF 1990 

WEDNESDAY, MAY 9, 1990 

HOUSE OF REPRESENTATTVES, 
SUBCOMMITTEE ON THE LEGISLATIVE PROCESS, 

COMMITTEE ON RULES, 
Washington, DC. 

The subcommittee met, pursuant to call, at 2 p.m., in room H- 
313, the Capitol, Hon. Butler Derrick (chairman of the subcommit- 
tee) presiding. 

Present: Representatives Derrick, Frost, Wheat, Gordon, Martin, 
and Pashayan. 

Also present: Representative Beilenson. 

OPENING STATEMENT OF HON. BUTLER DERRICK, CHAIRMAN OF 
THE SUBCOMMITTEE ON THE LEGISLATIVE PROCESS 

Chairman DERRICK. The hearing will come to order. 
Members have been notified that TV cameras are present. We 

polled the members and understand there is no objection, so with- 
out objection, broadcast and still photographic coverage will be per- 
mitted today. 

Today we continue our hearings on H.R. 3929, the Budget Proc- 
ess Reform Act of 1990. We will receive testimony from several dis- 
tinguished Representatives and Senators, with hands-on budget ex- 
perience on special interest in the budget process. 

We are delighted the witnesses could join us today. We look for- 
ward to hearing their views. 

We will start with the Honorable Dan Rostenkowski, chairman 
of the Ways and Means Committee, and we will be glad to have 
your statement put in the record. 

STATEMENT OF HON. DAN ROSTENKOWSKI, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ILLINOIS 

Mr. ROSTENKOWSKI. Thank you, Mr. Chairman. I think I will 
make my own statement because it is so informative. 

Mr. Chairman, and members of the subcommittee, I would like 
to express my sincere appreciation for inviting me to testify on the 
subject of Federal budget process reform. 

I think that we all agree that no amount of budget process 
reform will substitute for strong political leadership on deficit re- 
duction at both ends of Pennsylvania Avenue. In my view, we need 
to be less focused on budget process reform and more committed to 
serious deficit reduction. 

(297) 
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As you know, I presented a budget "Challenge" several weeks 
ago which would reduce the budget deficit by over $500 billion over 
the next 5 years. I don't pretend this is a perfect plan, and I wel- 
come constructive suggestions for improvement. 

I will not go into the details of my proposal except to say that 
both parties, as well as the President, will need to compromise if 
we are to succeed in reducing the deficit and our massive borrow- 
ing, in reducing our dependence on foreign investors, in restoring 
our country's international competitiveness, and in enhancing the 
standard of living of our children. 

The last thing we need is a tax reduction bidding war. That 
would only result in a larger budget deficit, a lower national sav- 
ings rate, and a shift in the burden of paying for government onto 
our children and grandchildren. 

In the Rostenkowski Challenge, I have suggested that Gramm- 
Rudman be repealed because Gramm-Rudman would no longer be 
necessary if a bold deficit reduction plan is enacted. 

Gramm-Rudman is a crutch, a collective confession of our inabil- 
ity to lead and our unwillingness to face up to our responsibilities. 
We didn't have Gramm-Rudman for the first 209 years of the Re- 
public. It is my strong feeling that elected officials should govern 
the old-fashioned way by being accountable, exercising their judg- 
ment, making decisions in the national interest and honestly 
pajdng for the cost of government that their constituents demand. 

Nevertheless, I am aware that others, including the administra- 
tion, feel that Gramm-Rudman should be retained even if a respon- 
sible deficit reduction plan is enacted. They feel that Gramm- 
Rudman is necessary to protect against any inclination the Con- 
gress might have to "spend" the budgetary savings. 

Although I feel that concern is overstated, I fully agree that any 
enacted budgetary savings and revenue increases must be dedicat- 
ed to reducing the deficit and not to increased spending. I myself 
have proposed that the so-called "peace-dividend" be dedicated to 
deficit reduction, and not used for either increased spending or tax 
cuts. 

Mr. Chairman, I am introducing legislation today to ensure that 
all budgetary savings and increased revenues are, in fact, used to 
reduce the deficit. I am prepared to work with the administration 
and concerned Members of Congress on Gramm-Rudman-like mech- 
anisms to enforce a serious deficit reduction plan. 

Let me emphasize that my suggestion for enforcing a real deficit 
reduction plan contemplates more than "bookkeeping" adjust- 
ments, but rather substantive mechanisms to actually retire a sig- 
nificant portion of our Federal debt. 

For instance, under my "Challenge," borrowings from the public 
would actually be reduced because total receipts would exceed total 
expenditures in fiscal year 1994. Personally, I am prepared to make 
a commitment—a personal pledge—not to vote for any budget reso- 
lution or public debt limit increase which violates the deficit reduc- 
tion plan. 

We could also consider increasing the public debt limit in yearly 
stages consistent with enacted reduction plan. Then, if the public 
debt limit needs to be increased further due to additional spending 
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and not to changes in economic assumptions, such increaises should 
require a super-majority vote in both the House and the Senate. 

I want to emphasize that I am open to other proposals to ensure 
that the budgetary savings are actually used to reduce the budget 
deficit and not otherwise spent on new programs or new tax cuts. 

Mr. Chairman, I would now like to comment more fully on pro- 
posals relating to Gramm-Rudman and the budgetary treatment of 
the social security trust funds. 

While I continue to support the concept of a unified budget, I am 
certain that that determination by many Members of Congress to 
remove social security from the Gramm-Rudman deficit calcula- 
tions has reached its critical mass. 

The legislation I am introducing today includes a provision to 
remove social security from the budget and the deficit calculations. 
In addition to reassuring the public that we are serious about re- 
ducing the deficit in the Government's operating budget, such an 
action will necessarily force us to evaluate whether other trust 
funds such as the medicare, airport and airway and highway trust 
funds should also be removed from the budget. 

I feel that if social security is removed from the deficit calcula- 
tions, other self-financed trust funds where dedicated revenues (not 
counting interest earned) comprise at least 90 percent of the trust 
fund's total receipts should be removed as well. 

In the event social security is removed from the Gramm-Rudman 
calculations, I feel strongly that we must establish a point of order 
in the House and a super-majority point of order in the Senate 
against the consideration of any bill or amendment which provides 
for a net increase in social security benefit outlays or a net de- 
crease in social security revenues, thereby violating trust fund neu- 
trality, on either a 5-year or a 75-year basis. 

This concept is embodied in H.R. 3505, a bill I introduced last 
year, which has been endorsed by all majority members of the 
Committee on Ways and Means, and edso by most groups represent- 
ing the elderly. 

The same concept might be applied to other trust funds as well 
on a 5-year basis. 

The fixed deficit targets in Gramm-Rudman should be replaced 
with specific deficit reduction targets of $30 billion in the first year 
of each budget cycle and $40 billion for years two through five in 
each budget cycle. 

The budget process should be tightened to eliminate budget gim- 
micks and to change the focus from a 1-year deficit reduction proc- 
ess to a 5-year process. Changes in social security outlays or reve- 
nues should not count towards reaching these deficit reduction tar- 
gets. 

Until a balanced budget is achieved, revenues should be added to 
the Gramm-Rudman sequestration formula. Half of the required 
sequestration amount should come from increased tax revenues. 
Corporate and individual income tax liabilities should be increased 
by a uniform percentage. The other half of the required deficit re- 
duction should be sequestered equally between defense and domes- 
tic programs using the existing sequester formula. 

The rationale for the original Gramm-Rudman law was that 
Members favoring defense programs and those interested primarily 
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in domestic programs would compromise on a more rational deficit 
reduction package. Now, however, due to our changing defense 
commitments in Europe, defense programs will receive large reduc- 
tions and mutual interest in substantive budgetary compromise 
under the threat of sequestration no longer exists. 

Deficit reduction should no longer be required when a balanced 
budget is reached. A balanced budget would be defined as a deficit 
of less than one percent of the gross national product (GNP). That 
would imply a residual deficit of approximately $60 billion. 

For purposes of determining when a balemced budget is reached, 
the following trust funds should be excluded: social security 
(OASDI), medicare (HI), airport and airway trust fund, highway 
trust fund, hazardous substance superfund, unemployment trust 
funds and several other smaller trust funds. 

This accounting is consistent with my earlier suggestion with re- 
spect to 90-percent financed trust funds. 

Finally, Mr. Chairman, I want to emphasize my strong support 
for pay-as-you-go financing of new or expanded spending programs 
or tax cuts. 

The Ways and Means C!ommittee has a long history of budgetary 
prudence and responsibility, a history of which we are collectively 
and justifiably proud. The committee has developed its legislation 
on a pay-as-you-go basis for the last 9 years, long before it became 
fashionable elsewhere. 

Consistent with my "Challenge," I strongly support pay-as-you-go 
financing as a necessary complement to a serious deficit reduction 
plan. The primary concept is that all major spending increases or 
revenue reductions must be paid for by an equivalent amount of 
spending reductions or tax increases. Otherwise, a point of order 
should apply in the House and a super-majority point of order 
should apply in the Senate. 

I want to caution, however, that I have some concerns with the 
mechanics of implementing a pay-as-you-go system as embodied in 
the Russo plan, H.R. 4164. Thus, I would favor initial implementa- 
tion of the pay-as-you-go plan on a trial, experimental basis for 1 or 
2 years. After we gain some experience with an informal imple- 
mentation, we can consider structural chamges to the Congressional 
Budget Act. 

In conclusion, Mr. Chairman, our Nation's most important do- 
mestic priority should be the enactment of a real deficit reduction 
plan. Let me state again that savings achieved and revenues reused 
in the name of deficit reduction should not be used to increase Fed- 
eral spending. 

I have offered what I hope are constructive recommendations in 
my "Rostenkowski Challenge" several weeks ago and in my testi- 
mony here today. Whether they are my ideas or someone else's is 
not important. What is important—what is absolutely essential—is 
that we develop a serious, responsible deficit reduction plan in the 
national interest. If Gramm-Rudman-like mechanisms are neces- 
sary to ensure that end, I have no objection to their addition to 
such a plan. 

I strongly believe that our country needs to make investments 
for the future in the areas of education and health care for our 
children, in the infrastructure, the environment and the war on 
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dnigs. If these initiatives are true national priorities, then the Con- 
gress and the President must be willing to pay for them. 

I sincerely hope that I have made a positive contribution to the 
debate with the Rostenkowski Challenge, and my additional pro- 
posals presented today. Nothing less is at stake than our children's 
future and our country's ability to compete in the global market 
place. 

Thank you, Mr. Chairman. 
Chairman DERBICK. Thank you, Mr. Chairman, and I have been 

in the Congress 16 years. That is the most comprehensive and 
forthright statement I have ever heard on deficit reduction, and I 
thank you very much. 

But I would like to change gears with you for just a moment, if I 
may, and ask you how are you reading the President's lips these 
days? He seems to be backing off his "no new taxes" pledge. What 
do you make of it, what do you think will come of it, and what do 
you think has prompted it taking into consideration that he was 
certainly very definite a month or two ago, and this seems to be 
rather sudden. 

Mr. ROSTENKOWSKI. Well, Mr. Chairman, you know, some 8 
weeks ago I presented what I thought was an all encompassing def- 
icit reduction plan. At that point in time, the President made a 
suggestion that he was not intransigent on it, that he liked some of 
it, and he disliked some of it. I get a similar response from quite a 
few of my colleagues as well. 

At that point in time, the President also said that I would like to 
see what the Democrats in Congress propose. Secretary Brady and 
I went on television to discuss what was contained in the Chal- 
lenge. Both the President and Secretary Brady stated that they 
wanted to see what the Democrats produced in the budget process. 
The Budget Committee has since come forth with our program. 

As I understand it, the Senate Budget Committee has adopted a 
program on their side. So I conclude that after having looked at 
what the Congress produced in the budget process, the President 
made a decision, a decision that I very much favor, to sit down in a 
summit meeting with the four congressional leaders that met with 
the President on Sunday. I have also come to the conclusion that— 
that after those deliberations—maybe we won't have to worry 
about reading anyone's lips anymore, but will start digging in our 
pocketbooks and paying for the programs that we all feel are very 
necessary. 

I am not going to make any assumptions here. But as I under- 
stand it, the Director of 0MB has been on the Hill in recent days 
talking to the minority. The figures that Mr. Darman has forecast 
with respect to the possibility of sequestration or what the deficit 
will really look like are in a crisis proportion. So I would conclude 
if I were President, to change my mind. But I don't think I would 
have made the statement, "Read my lips" in the first place. 

Chairman DERRICK. Thank you very much, Mr. Rostenkowski. 
Do you think the budget process continues to serve a worthwhile 

purpose here in Congress? 
Mr. ROSTENKOWSKI. Well, it is a frustrating process. I imagine 

it's even more frustrating for Members who don't serve on the 
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Rules Committee or the Appropriations Committee or the Ways 
and Means Committee. 

As you know, Mr. Chairman, Jamie Whitten and I are the only 
two Members remaining in Congress that served on the commis- 
sion that created the budget process. When we concluded our delib- 
erations, it certeiinly didn't look anything like it does today. When 
we enacted the Budget Act, it was not our idea that we would have 
a 5-year window. 

As you remember, Al UUman, who was on the Ways and Means 
Committee weis the first chairman of the Budget Committee. I 
don't know what we can do to replace it, I am not enthusiastic 
about it. I think there are some things we can do to improve it. But 
it is frustrating to Members that work on the budget, to find that 
after they have concluded their deliberations, a summit takes place 
that overrides what the Ways and Means, the Rules Committee, 
the Budget Committee, and the Appropriations Committee recom- 
mends. However, until such time as we come up with corrections to 
the process, and as long as the administration feels that there is a 
need for Gramm-Rudman and the present process, I am willing to 
live with it. But I do think that it deserves some in-depth review. 

Chairman DERRICK. Thank you very much, Mr. Chairman. 
Mr. Frost. 
Mr. FROST. I would join the chairman in commending you on an 

excellent statement, Mr. Rostenkowski, and, of course, the Chair- 
man and I both served on the Budget Committee for 6 years pre- 
ceding this particular Congress, and Mr. Beilenson, member of the 
Rules Committee, now serves on the Budget Committee. So we 
have some experience in this Eu-ea. 

I was curious, and I am not—I won't take very much time. I will 
be brief. 

Mr. Rostenkowski, at one point you talk about a super-majority 
when you are going—when changes other than those attributable 
to economic assumptions are made, when the deficit is going to go 
up or when the debt ceiling is going to go up, to have some sort of 
super-majority required to do that. 

What happens in situations of national disasters? This is particu- 
larly on my mind because of what has happened in part of my own 
State in flooding just recently. It happened in the chairman's State 
of South Carolina with the hurricane not too long ago, happened in 
California with the earthquake. Would in fact—do I read your pro- 
posal correctly even in cases of national disaster if you were going 
to have increased spending to meet that need, you would have to 
come up with the revenues or have some authority—to do that or 
have some sort of super-majority to do that? 

Mr. ROSTENKOWSKI. AS I structured the legislation, Mr. Frost, 
that is true. You would need a super-majority. I honestly would not 
have a problem if in its wisdom the subcommittee found some lan- 
guage that could avoid that situation in the case of a national dis- 
aster. I favor the idea about the super-majority because I want to 
lay some groundwork for the administration to believe that the 
Congress won't raise revenues only to spend them in projects other 
than deficit reduction. That is the main purpose for me requiring 
this two-thirds votes. 

Mr. FROST. Okay. 
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I have no other questions. 
Chairmain DERRICK. Thank you. 
Mrs. Martin. 
Mrs. MARTIN. Yes, welcome. 
Members of the House especiaUy on the minority side are not 

used to asking the chairman of the Wajrs and Means questions. We 
are used to saying yes, Mr. Chairman. Considering the breadth of 
your statement, and we do welcome it, everyone does, I do have a 
few questions. 

One, we will start with kind of an easy one. There seems to me, 
as someone who serves on the Rules Committee an inordinate 
belief in points of order, I must tell you we waive them, depending 
on when the order comes from where. There already exists lots of 
points of order. If we followed them we might not be in the trouble 
we are in today. I mean, that is one of those process things that 
doesn't matter headlines but we get rid of—points of order just 
whizzes through here. 

Why do you think under your suggestion we would suddenly, the 
human—we change and follow your points of order? 

We already have them. 
Mr. RosTENKOWSKi. I don't know that I am answering your ques- 

tion, but we have something that is broke here and we better fix it. 
I don't know how much faith the minority has in the budget proc- 
ess. From what I gather, they are not too enthusiastic about it. So I 
am a firm believer, Mrs. Martin, in the fact "if it ain't broke, don't 
fix it." But if it is broken, you better do something about it, be- 
cause this lack of confidence is not just evident in the Congress, it 
is out there with the American people. And I just think we have to 
do something about that. 

Mrs. MARTIN. By the way, you and I have a total agreement on 
here is a problem in defining. I am suggesting that what seems to 
me, even with the nobleness of your expression and the same 
things that you are saying would fix it are what we supposedly al- 
ready have to fix it and they haven't worked. That is, points of 
order I am afraid do not impress me the way they did. I actually 
thought they meant something awhile ago, too. 

Suddenly, I sim a little confused, okay. In your statement, you 
emphatically state any enacted, and I am quoting you now, budget- 
ary savings and tax increases must be dedicated to reducing the 
deficit and not to increase spending. 

Then later on you go on, although saying you have some differ- 
ences with the Russo bill, you endorse the so-called pay-as-you-go, 
requiring offsetting spending cuts or tax increases with new spend- 
ing initiatives. 

I am not sure how you can do both. If all new—according to 
you—all new tax increases would go to balancing a budget, how 
could they go to new spending initiatives? 

Mr. RosTENKOwsKi. Actually what I am suggesting here is that 
until such time as you have met the requirements of deficit reduc- 
tion, at that point in time you want to initiate other programs, you 
have to find money for it. Initially, however, that money is directed 
toward a deficit reduction program. 
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Mrs. MARTIN. SO there would be, under your plan, as you are 
suggesting, there would be no increase in any spending until we fi- 
nally achieve a balanced budget? 

Mr. RosTENKOWSKi. Well, there could. 
Mrs. MARTIN. Unless there was a super-msgority vote to increase 

the taxes? 
Mr. RosTENKOWSKi. Right. 
Mrs. MARTIN. This is where I don't—if there is any increase in 

taxes, it would go to deficit reduction, unless there was a super-ma- 
jority, and then the super-majority could do it for a new program? 

Mr. ROSTENKOWSKI. That is something that I have discussed with 
many Members on your side of the aisle. Because of the lack of 
confidence of the minority as well as the administration, as to 
whether or not when revenues are raised and we have an agree- 
ment; that a bidding war to spend the revenues tfikes place. 

What I want to do is to try and avoid the bidding war. 
Mrs. MARTIN. I guess we are looking at it sort of from—you 

know, I think everybody emd not just insiders into the system, but 
outsiders viewing with distrust, lots of things. 

Some of us remember when there was another promise that for 
every increased dollar in taxes we would have a $3 decrease or sav- 
ings. I mean, I seem to recall that, and it is my recollection that, 
for every dollar that we increased, which we did in taxes, we got 52 
cents, so I think a lot of the distrust you hear isn't quite at the 
S£une issue you are talking about, it is about the fact there is no 
doubt in my mind we can get the taxes. There is a lot of doubt in 
my mind we don't get any savings. 

Mr. ROSTENKOWSKI. I don't want you to understand we are talk- 
ing about a super-majority to increase taxes. We don't need that. In 
order to increase taxes, it would just face a simple majority. 

Mrs. MARTIN. Let me try it again. 
If, according to your statement, I am trying to understand your 

thinking, it takes an ordinary majority to raise taxes, and either 
all that money goes to deficit reduction, which is what I thought 
you were saying in the beginning of it, but then at the end of it you 
said if you want new spending, you can do it by taxes, too. 

You can't do the same—I mean unless you have got a way to 
figure out there will be no deficit in 1 year. I mean you would be 
talking about the kind of taxes I don't even think Democrats £ire 
talking about. 

Mr. RosTENKOWSKi. What I am trying to say is this, if there is 
increased spending. 

Mrs. MARTIN. Yeah. 
Mr. ROSTENKOWSKI. Without an offset. In other words, if you 

want to put something in, you have to take something out. Take 
something out, put something in. If that situation arises, you would 
need a two-thirds majority. So you can spend if you have offsetting 
revenue, all that would face is a simple majority. But if you want 
to spend money without an offset, without comparable revenues 
being raised, you would need a two-thirds majority. 

Mrs. MARTIN. Okay. So you certainly with new taxes can't guar- 
antee it would go to the deficit—you just said that—even though in 
the beginning that might be your intention. It certainly—I have 
heard—you know we traveled a flight together. I understand your 
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strong commitments to this. You might believe that, but what you 
are now sajdng actually is, now taxes would just be new spending, 
if enough of us voted that way. 

Mr. RosTENKOwsKi. If you enact this plan, at the time that you 
initiate another program—let's take national health insurance— 
and if this plan is in place, you would be required to raise offset- 
ting revenues. 

Mrs. MARTIN. But if—stay with that a second. If we were $60 bil- 
lion in deficit, you still w£mt it or this person, this unknown Con- 
gress Representative, congressional Representative wants national 
health insurance, $30 billion, $30 billion, but you are $60 billion in 
deficit. As I read the first part of your statement, any $30 billion 
you raised would first go to that—to offsetting the $60. billion 
before you could even start your new program of $30 billion. 

You are saying no, that it just sits there. 
Mr. RosTENKOWSKi. But Mrs. Martin, you must satisfy deficit re- 

duction first. That is what has to be satisfied first. 
Mrs. MARTIN. SO the $30 billion  
Mr. RosTENKOWSKi. Any monejrs that are raised must be directed 

toward deficit reduction. You have to have offsetting revenues if 
you plan to spend it. 

Mrs. MARTIN. That doesn't, therefore, have—then there is no 
guarantee you do anything about deficits. It may guarantee you 
will not increase them via new programs, but that does nothing to 
guarantee you can take care of what you have, even now or the 
growth in old programs. 

Mr. ROSTENKOWSKI. I don't understand. 
Mr. PASHAYAN. Will you yield? 
Mrs. MARTIN. The matter isn't working. 
Mr. PASHAYAN. If I can ask one question 
I think I understand what Mrs. Martin is asking. Let me attempt 

to put it in other words. If it is another question, I will wait for my 
time. 

Just using her figures, suppose there is a $60 billion deficit and 
you wish to install a $30 billion national health insurance plan. 
Her question is, do you have to raise $90 billion, the first $60 bil- 
lion of which goes to retire the deficit and then the $30 billion of 
which would be  

Mr. ROSTENKOWSKI. The first obligation under the program is 
deficit reduction. If you have concluded and satisfied the deficit re- 
duction requirement, and you want to initiate another program 
without offsetting revenues, you have to have a two-thirds majority 
vote. 

If you have offsetting revenues, you would only need a simple 
mjgority. 

Mrs. MARTIN. I thank you. I still—as well-meeuung, and I think 
it is, and certainly as the Chairman aptly states, and addition to 
the dialogue about a problem we all wish to solve, it still means it 
is a step forward. It might not be adding to the deficit, but it still 
has no guarantee for the American people that any tax money 
would be going to the deficit. 

Chairman DERRICK. If I might  
Mrs. MARTIN. Yes. 
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Chairman DERRICK. What the Chairman, I think, is saying, all 
the first moneys go to raising the deficit. When you have met that 
requirement under his legislation, then and only then can you con- 
sider anjrthing else. 

Mrs. MARTIN. I don't think that is what he just said. 
Chairman DERRICK. He just wagged his head and said that is 

what he said. 
Mrs. MARTIN. Then that first $30 billion you raised for the 

health insurance would have to go to the deficit if you have one. 
Mr. RosTENKOWSKi. What you are satisfying first is deficit reduc- 

tion. After that, any program that you initiate without revenues, 
must be passed by a two-thirds majority. 

Mrs. MARTIN. So no new programs, none, until you got the deficit 
to zero. 

Mr. RosTENKOWSKi. Until that certain simount of revenue went 
toward deficit reduction. 

Mr. PASHAYAN. Yield? 
Mrs. MARTIN. Surely. 
Chairman DERRICK. NO new moneys until you have met your re- 

sponsibilities. 
Mr. ROSTENKOWSKI. In deficit reduction. 
Mr. PASHAYAN. Unless you have a two-thirds vote. 
Mr. ROSTENKOWSKI. Unless you have a two-thirds vote. At that 

point in time, you won't need offsetting revenues. But I don't think 
you would get that kind of vote. 

Mr. PASHAYAN. Are the offsetting revenues required to the two- 
thirds rule, too? 

Chairman DERRICK. Mr. Wheat. 
Mr. WHEAT. Thank you, Mr. Chairman. 
Before I, once again, rejoin this debate and I think I would like 

to get back on the same subject, let me join what appears to be a 
bipartisan sentiment for congratulating you for putting forth a 
comprehensive plan that would approach deficit reduction and 
budget process and realistic process we can do to approach real 
problems we have in the country. 

I wish there were comprehensive programs coming from other 
branches of government. Also, I think the approach you put for- 
ward is a vehicle we can all work with. 

I would like to agree with Mrs. Martin in one respect, as much 
as no Congress can bind the hands of any future Congress, I think 
with your plan, neither than we had with Gramm-Rudman, we 
have no assurance all revenue would go to reduce the deficit. If 
this Congress makes a law, the next Congress can adjust it, have 
gimmicks, assuming any of us here. That is why I particularly ap- 
preciate your statement. It is time we got away from budget gim- 
micks and Congress do its job of legislating. 

I want to ask you some specific questions. One of the things you 
talk about is in regards to sequestration. If sequestration becomes 
necessary in the future and you have this proposal, sequestration 
would be, one, have increased taxes as opposed to the current situa- 
tion where it is all cut in spending. 

How would you decide to levy new taxes under sequestration? 
How would they be applied? 
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Mr. RosTENKOWSKi. A 1 percent surtax on individuals and corpo- 
rations. 

Mr. WHEAT. One percent surtax on individuals across the board? 
Mr. RosTENKOWSKi. Actually, you have a scale in the percentage 

of surtax. It would be whatever is necessary in order to satisfy the 
sequestration requirement. 

Mr. WHEAT. But it would be the individual income tax that 
would  

Mr. ROSTENKOWSKI. And corporations. 
Mr. WHEAT. And corporate income tax. 
Another point that you make is that you support the unified 

budget or the allegedly, the unified budget that we have today, and 
I think we are all in support of it, yet you go on to suggest—and I 
want to make it very clear, I agree with you, that social security 
should be off the budget, but about these other budget trust funds, 
if you move past social security, we have the highway trust fund, 
the airport trust fund, the unemployment trust fund. Why take all 
those off budget? 

Mr. ROSTENKOWSKI. Mr. Wheat, I don't support the argument 
that one should be on-budget and the other should be off budget. If 
you are going to expose the deficit for what it really is, then I 
think those are committed revenues for a specific purpose. 

If you take social security off, then I would suggest that you have 
no argument in keeping the others on budget. So, in order to be 
consistent in that argument, and in order to be serious about defi- 
cit reduction, you should take them all off. 

Mr. WHEAT. In social security, we have a surplus that is not cur- 
rently needed to meet the obligations of social security, but in the 
others, in airport and highway, in psu-ticular, we have a surplus 
but we have people clamoring all eicross the country to spend the 
surplus. 

I assume the day these trust funds come off budget, the expendi- 
tures actually will go up and we start spending this money. 

Mr. ROSTENKOWSKI. We have had our own debates in the House 
of Representatives between committees of jurisdiction whether or 
not we should appropriate money and spend it. It seems as though 
the territory is violated and everybody starts screaming about not 
appropriating money. I think that is wrong. I think it is terrible 
that we have an administration that is using surpluses in some of 
these trust funds to reduce the size of the deficit. 

We are aU subject to the same transportation modes. The fact 
that there is a surplus hke that m the airport trust fund is to me, 
ridiculous. 

As you weU remember, in the Ways and Means Committee, air- 
port taxes were gomg to be reduced unless the revenues in the air- 
port trust fund were spent. We suspended the so^adled "trieeer " 

If you dedicate momes for particular areas, I think those Ernies 
should be spent with some pnidence.  My argument here, Mr. 
^^^*Vwif ri" ^^ T f "^ ^^ off-budget, and I see no prob- lem with that, I prefer that you take them all off 

T^e^^f^^"^^ ^*^ ^P^ct to taxing social security off-budget, 
and the Moynihan proposal is that Moynihan proposes to r^c^ 
the taxes. He does not replace that revenue. To me.Wchairman of 



808 

the C!ommittee of Ways and Means—the committee that has to 
raise those revenues—that is quite offensive. 

Mr. WHEAT. I understand how the Mo3niihan proposal would put 
a great deal additional pressure on the rest of the budget, but so 
would taking off these other trust funds. 

Do you have any idea offhand how much additional funds would 
be necessary to make up for taking these trust funds off-budget? 

Mr. RosTENKOwsKi. I am told all the trust funds are about $150 
billion, and half of that is social security. 

Mr. WHEAT. Other $75 billion or two more years under your plan 
before we could get to other kinds of needs in the country, because 
we would have to do deficit reduction first. I agree very strongly we 
need to have a comprehensive package. 

I hope you will look at adjusting this slightly. I see some prob- 
lem. We make a decision first the deficit is a major problem in this 
country, and it is, and it would be addressed under your proposed. 

We also understand your proposal to address some of our sdrport 
and highway plans, because the trust funds are there available to 
use, but other major problems, like housing, education, the nation- 
al health care plan, environmental protection, the war on drugs, 
edl of these would have to wait for deficit reduction. 

And we really genuinely appreciate the philosophy you express 
that legislators ought to set priorities, and we as a country, ought 
to make a decision to pay for those, and if somehow you could 
design into your proposal something that would allow us to look at 
these needs on a par with the needs that are getting preferable 
treatment, I think it would make it generally a more acceptable 
plan. 

Mr. RosTENKOwsKi. Thank you, Mr. Wheat. 
Chairman DERRICK. Thank you, Mr. Wheat. 
Mr. Pashayan. 
Mr. PASHAYAN. Thank you, Mr. Chairman, I shall try to be brief. 
First of all, Mr. Chairman, let me say that I appreciate your 

taking all your many years, your many decades here, especially in 
one particular very sensitive function of the Federal Government, 
which is raising money, and trying to reach beyond that and to lay 
down a comprehensive plan here. 

Let me also say that, as I observed, that none of what you have 
to suggest entails a constitutional amendment. I am correct in that, 
am I not? 

Mr. ROSTENKOWSKI. That is right. 
Mr. PASHAYAN. I share that philosophy with you. I have always 

been very dubious that it is possible to fashion a constitutional 
amendment in fact that would bind a majority of Congress against 
their will, and I certainly share your philosophy that this problem 
is going to be solved only by a political well to do so, and I just 
wanted to say that. 

In respect of the political will now—and I am asking in a general 
way—perhaps the same question my colleague was asking—Mrs. 
Martin. It has been my observation, as a matter of history, and 
maybe my relatively short time here, that when there is extra 
money coming in, this body has found it irresistible to find new 
ways to spend it. Now, as I understand the question of Mrs. 
Martin, and what you were saying, that the two-thirds requirement 
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down to a mcyority decision on this conunittee, if I am not mistak- 
en. 

But in a broad sense, do you think, as a matter of political will, 
this body has reached that point where we have the political will to 
attack the problem in the way that you are suggesting? In other 
words, we can still go back to a simple majority. It has been wa- 
tered down by your plan because you have put up this two-thirds 
barrier, but it is still reachable at some point in the overall process 
by the vote of a simple majority. 

I just wish you would talk about that in general terms. 
Mr. RosTENKOWSKi. Well, Mr. Pashayan, I doubt whether or not 

we could get the Senate to agree to what I am suggesting. That is 
hard to forecast. But because of the visibility and the proposal that 
I have laid out for some 8 or 10 weeks, I am firmly convinced that 
the American people are way eihead of us. 

I think the people will accept unique taxes, if we can prove to 
the people that we will spend their money prudently, that we will 
do our utmost to fight waste and the fraud, if we can convince 
them that they don't want to become a second-rate nation. I have 
made over 40 speeches. In the question and answer period the re- 
sponse usually is: "I will go along with this, but you guys in Wash- 
ington throw that money around like it is confetti." 

Well, if we make a decision to initiate a new program, or if we 
want to spend money, we will need a two-thirds majority. Then, 
we'll find out whether we are serious about lowering the deficit. 

As you well know, our problem here is, that we spend money on 
social security. We spend money on defense. We spend money on 
the interest on the national debt; and we don't get a damn thing 
for that. 

I think the American people are educated in that area. I think 
they are ready for us to take some positive action. I am distraught 
that so much politics is entering into the arena—not just on our 
side, Mr. Pashayan. The American people want us to govern. I 
think if we can work formulas in to help us, we should do that. 

Now, I view the challenge of Gramm-Rudman a little differently 
than a lot of people. We enacted that law because we felt that se- 
questration would impose discipline—that we would do something 
to avoid sequestration. If we don't, the triggering mechanism goes 
in. Then, of course, we all sit back and say: "Oh my gosh, we will 
be viewed as not being able to govern." Then why did we pass the 
law in the first place? 

I am not afraid of sequestration. But I will tell you, you know 
that this sequestration that we are on the verge of having will be 
so devastating, not only to the administration, but to all of us in 
Congress. So we have a problem here that we better start fixing on 
a bipartisan basis. And that is what I am trying to do. 

Mr. PASHAYAN. Does your plan contemplate, and if it doesn't con- 
template—would you consider—once again the idea of your plan is 
to have the two-thirds as a mechanism to control spending, and if 
we link the two-thirds in place, I agree that will be a violation of 
mechsuiism. That makes sense. But the idea of raising taxes to take 
that extra revenue to retire the deficit, is it a part of your plan 
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that when we bring the deficit down to zero that there is a tax re- 
duction? 

Mr. RosTENKOWSKi. That would be the will of the C!ongress. That 
is perfectly all right with me. 

Mr. PASHAYAN. Would you consider putting that sort of automat- 
ic tax reduction into your package at such time as we reach a zero 
deficit, there will be an offsetting tax reduction? You see, that 
might be something you might want to consider, because that 
would be a real carrot out there. 

Mr. RosTENKOwsKi. Let me just share with you an experience of 
some 20 years. 

Mr. PASHAYAN. Okay. 
Mr. RosTENKOWSKi. When we had the automatic increase in reve- 

nues through bracket creep because we didn't have indexing, we 
were the most popular people in the world. We never raised taxes. 
I stayed on the Ways and Means almost 20 years, and never raised 
a dime in taxes, while States, cities and counties did. But I have 
been on the committee for 20 years and never raised taxes a dime. 
Wouldn't that be beautiful? I am a politician too. I am not saying 
that my proposals are written in Illinois limestone. 

Mr. PASHAYAN. California granite. 
Mr. RosTENKOWSKi. You enact a program similar to this and the 

day that we have a balance budget and you want to reduce taxes, I 
will be there right along side you. 

Mr. PASHAYAN. Mr. Chairman, I was hoping you would put in a 
provision to make it an automatic offsetting. 

Mr. ROSTENKOWSKI. It is a long way in the future. 
Mr. PASHAYAN. It might be a nice carrot out there. 
Thank you. 
Chairman DERRICK. Thank you, Mr. Pashayan. 
Mr. Gordon. 
Mr. GORDON. Mr. Chairman, if you can remember back over all 

those decades you have been here, you probably remember being 
on the end of the bench and not wanting to keep a witness waiting 
any longer, but I do want to take just a moment to say that you 
can't find the answers to tough questions until you start talking 
about some solutions, and I think it was your courage and boldness 
that put some solutions on the table. As you said, we may not 
agree with them completely, but it started the process and I thank 
you for that. 

One quick question. There is legitimate growth of inflation in 
good programs, whether it is scholarships or whatever, each year. I 
assume—are those sort of things taken care of by the natur£il 
growth in revenues that will be coming now? 

Mr. ROSTENKOWSKI. They are automatically adjusted, Mr. 
Gordon. 

Mr. GORDON. Thank you. 
Chairman DERRICK. 'Thank you very much, Mr. Rostenkowski. 
Mr. ROSTENKOWSKI. It has been a pleasure, Mr. Chairman. I en- 

joyed it. 
Chairman DERRICK. We will now hear from Pete Domenici, 

former chairman of the Senate Budget Committee, and a gentle- 
man I have been working with for a number of years when I was 
"•n this committee. 
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Welcome. We know what you are going to have to say is going to 
mean a great deal to us. We will put your full statement in the 
record. 

STATEMENT OF HON. PETE V. DOMENICI, A U.S. SENATOR FROM 
THE STATE OF NEW MEXICO 

Senator DOMENICI. I appreciate that, Mr. Chairman, members of 
the committee. 

Mr. Chairman, we have been shipmates in this war. The budget 
processes we have are difficult and sometimes too erroneous. And, 
sometimes even with the best of intentions, they don't work. 

I would say that ultimately, deficit reduction is going to be a 
matter of will, not a matter of processes. But I am firmly convinced 
that we have to put the best processes in place and get the deficit 
under control. 

I would like to share three things with you that I didn't plan to 
talk about. I am rather intrigued that we have all been talking 
about trust funds and their impact on the Federal budget, the uni- 
fied budget, and hardly anyone has referred to an official document 
of the U.S. Congress dated February 26, 1990 written by the CRS, a 
neutral, somewhat academic body. I think this should be of interest 
to you as you look at the explanations of what happens to the trust 
funds in the unified budget. 

I understand there is a very, very big commitment around here 
to get social security, in a sense, out of the unified budget. Both 
those of you who have been inquiring and Chairman Rostenkowski, 
who is an advocate of the unified budget, nonetheless suggest that 
the time has come regarding social security. 

It is rather interesting to note that over the last 20 years, accord- 
ing to this study, the trust funds have not had a positive impact on 
the budget; in other words, their surpluses have not reduced the 
deficit. 

As a matter of fact, the cumulative effect is that under the cur- 
rent accounting system, even in 1989, the cumulative trust funds 
have increased the deficits, not reduced them. 

If you are going to look at trust funds comprehensively vis-a-vis 
the national budget, and look with some seriousness at the value of 
a unified budget, this document may be relevant. 

Mrs. MARTIN. I ask unanimous consent that that document be in- 
cluded in the record. 

Chairman DERRICK. Without objection, it will be included. 
Senator DOMENICI. I also have two other articles that I have writ- 

ten which I hope we can make a part of the record. 
Some time ago, January 13, with a fellow Senator, Senator John- 

ston of Louisiana, I wrote an article called, "How to Fix the Budget 
Process;" and in this I was really talking about the budget process, 
not necessarily all the other processes of Congress. 

I think it is a very succinct statement of what Senator Johnston, 
myself and three other Senators outlining what we think Congress 
ought to do. 

Chairman DERRICK. Without objection, that will be made a part 
of the record. 
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Senator DOMENICI. Might I join in the accolades for the distin- 
guished Chairman of the Ways and Means Ck)mmittee's so-called 
Rostenkowski game plan for fiscal responsibility and a budget. 

I submit to you that we are going to have to do more in this eco- 
nomic summit with the President and other Members certainly is 
more than drafting a budget. Rather, we must go beyond that. 

And I submit to you that we are going to have to recommend 
changes in our processes and procedures which will guarantee re- 
sults for those who vote for the agreement, if there is an agree- 
ment. For the American people it must be a guarantee because 
they have to live by the agreement which should last, not only for 
one year but for a sustained period of time. 

So I think we will have to have budget reform at this economic 
summit table, and I submit to you my notion of what we ought to 
do to make this summit the last summit of this decade. 

I contend that we have to do much more than merely arrive at a 
few reductions here and there and perhaps put revenues on the 
table. I submit we have to correct things so that the American 
people can be assured that we, in Congress, are going to live within 
the fiscal umbrella. If we can do this, the response of American 
markets and world markets may be positive. 

Having said that, I will tell you what I will not do. I am not 
going to talk about my preferred budget with numbers. Rather, I 
am here to talk about the budget process and five or six changes 
that I think we ought to make. 

Since the President's announcement with our leaders on Sunday 
which called for a budget summit, there has been great speculation 
about what is on the table and what is not. Let me say there has 
been a lot of talk about whether taxes are on the table or not. 

I believe we are missing something. Budget process reforms are 
also on the table, and it is your job to propose them. If you are seri- 
ous about making changes, I hope that the summitteers will be in 
touch with you week by week for your recommendations, because I 
believe the process must be changed in a dramatic way if we are to 
achieve the summit's long-term budget objective. 

I don't believe we are going to get a summit without very signifi- 
cant process reform. What heis been wrong with the budget process 
is our own inability to meet the goals in past budget agreements. 

For example, what is the missing ingredient that always forces 
you to a summit? I think it is plain and simple as contained in the 
prior agreements—we have to bring the executive branch into the 
budget process. 

We made a mistake. The Presidents sent us their budgets; we 
throw them away. A President's budget has never been adopted as 
it was submitted to Congress, only parts of that budget. We then 
enter into serious times with tough problems of our own, but the 
President isn't part of the solution. Summits them ensue. 

Chairman DERRICK. Senator, I have been advised there is a 5- 
minute vote on the Senate floor. 

Senator DOMENICI. I will be finished in 2 or 3 minutes. 
Chairman DERRICK. Can you come back for questions? 
Senator DOMENICI. We are in conference on the appropriation 

supplemental, but I will try. 
How long will you be here? 
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Chairman DERRICK. I expect another hour. 
Senator DOMENICI. Three points: First, I think, ultimately, the 

budget resolution has to become a joint resolution signed by the 
President. 

Second, we have to eliminate all the numerous functions of the 
budget that are not relevant and turn the budget into several 
m£^or super functions. 

I think you should take no more than four super fimctions: de- 
fense, foreign assistance, non-defense discretionauy, and entitle- 
ments which will be binding as they walk their way through the 
process. Debate on those large chunks of government would be to- 
tally relevant, because these levels would establish binding limits 
for these categories. 

Let me suggest that we have got to decide how to accoimt for the 
trust funds appropriately. 

Credit programs don't fit neatly into our cash-based Federal ac- 
counting structure. You all know that. We have to find a way to 
reform the credit programs, make them fit into a budget process so 
they are meaningful. 

Ultimately we will not have multi-year success without some- 
thing like Gramm-Rudman mandatory targets, followed by a se- 
quester. I hope there is no real serious contention that we can fix 
this budget once and for all with real reform smd then trust the 
system, without a multi-year Gramm-Rudman type ceiling of one 
sort or another. 

I have not had a chance to review Chairman Rostenkowski's 
annual incremental deficit reduction versus fixed deficit targets. 
But I would suggest that if you really can get the annual reduc- 
tions of $30 billion or $40 billion each year, there may not be much 
difference. 

If you don't, you get a sequester. But don't forget we are all 
having trouble determining the exact size of the deficit, when we 
should begin the budget process, and what we should use as a base 
line. 

We are all speculating on the economics, therefore we don't 
know what these numbers will look like in 6 months, which makes 
it very difficult. 

I would conclude that reform is not only a good subject for you, 
but I think it is an urgent subject. I don't think we can get an eco- 
nomic summit conference of any significance without mcgor reform 
in these processes. 

I have outlined a few of them. There are many more included in 
my written remarks, and I will be glad to return after the vote and 
we will try to communicate with you so we won't inconvenience 
others. 

[Senator Domenici's prepared statement, with attachments, 
foUow:] 
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Senator Pete V. Domenicl 

Hearing of the 
House Rules Subcommittee on Legislative Process 

to Reform the Federal Budget Process 
May 9, 1990 

Mr. Chairman and distinguished members of the 

subcommittee, thank you for allowing me to share my views on 

proposals to reform the federal budget process. 

Clearly, the past few years have demonstrated the need for 

some obvious changes In our budget process. 

o      First, we must incorporate the President into the development 

of a budget resolution. 

o      Second, we have negotiated the past three budgets and this 

year's budget using broad categories, such as defense, 

discretionary, entitlements, and revenues,   i thinic it is time we 

wrote our budget resolutions by these categories. 

o      Finally, we need to reform the process In order to adopt multi- 

year, enforceable budgets. 

Mr. Chairman, I would like to focus on my own budget reform 

legislation, as well as other budget reform proposals, and then 

make a few closing comments on the distortion of our budget 

through efforts to legislate the budgetary treatment of Individual 

programs. 

S.391:   Domenlcl-Johnston Leoisiation 

As i stated at the onset, our recent experiences demonstrate 

some needed changes.  The bill Senator Johnston and i introduced 
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at the beginning of this Congress incorporates these changes.   Our 

legislation also would strengthen enforcement mechanisms and 

streamline the process. 

First, the Domenlcl-Johnston bill would replace the two budget 

committees with one Joint leadership committee and require the 

President's approval of the budget resolution, which would be In 

the form of a Joint resolution.   With the Republican loss of the 

Senate In 1986 and the subsequent clear split between a 

Democratic Congress and a Republican Administration, Congress 

has been unable to produce and Implement a budget resolution on 

Its own.   For each of the past three budgets, Impiementabie 

budgets have only been adopted after a budget summit with the 

Administration. 

Second, S. 391 would replace current budget functions with 

three major categories - defense. International affairs, and domestic 

spending, split between discretionary and mandatory spending, plus 

receipts. 

Once again, for the past three budgets, we have negotiated 

and Implemented these budgets based on broad categories and not 

the individual functions.   Both the House-passed and Senate- 

reported budget resolutions were developed In this fashion. 

Third, there Is universal agreement about the problems with 

the one-year focus of our current budget process.  The Domenlcl- 

Johnston bill would establish a two-year budget resolution, but 

would retain the annual appropriations process.   In addition. It 

would extend the scope and enforcement of the budget beyond Just 

the first year.   Besides a binding two-year budget resolution, S. 391 

also would strengthen and expand points of order to cover the out- 

years. 

There are other Important features to the Domenlcl-Johnston 

bill that would streamline the process.   If Congress did not meet its 
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deadlines for completion of a budget resolution and enactment of 

appropriations bills, the bill would provide for an automatic budget 

resolution and an automatic continuing resolution. 

Ottier Budget Process Reform Legislation 

Over 100 pieces of legislation have been Introduced to reform 

the budget process, addressing almost every conceivable aspect of 

the budget process.   I want to touch on some of the more 

prominent proposals. 

There Is a rising call for the repeal of Gramm-Rudman- 

Hollings.   i oppose repeal of Gramm-Rudman-Hollings sequester. 

At a time when we are struggling with large deficits and the 

Congress Is coming under attack for our Inability to address this 

problem, I just cannot believe the American people are going to 

support the removal of the one measure that forces some discipline 

in the process - the sequester process. 

Besides the proposal to repeal Gramm-Rudman-Holllngs, a 

number of House proposals claim to adopt a new "Pay-as-You-Go" 

approach.   I would argue that Gramm-Rudman-Holllngs already 

requires us to "Pay" $36 billion a year In deficit reduction and 

adopts a "Pay-as-You-Go" approach for additional spending by 

requiring that It be deficit neutral. 

When many long for a simpler budget process, I fear some of 

these budget reform proposals may further complicate our process, 

and may weaken, Instead of strengthening, our budget process. 

The Distortion of our Budget 

iUlr. Chairman, I want to conclude by expressing my concern 

about how we are distorting our budgetary system by legislating the 

accounting treatment of our federal books. 
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In 1967, a distinguished bi-partisan panel of 16 experts, known 

as the President's Commission on Budget Concepts, unanimously 

endorsed a recommendation to establish a unified budget  This 

recommendation led to a greatly simplified presentation of the 

federal budget and has served as a foundation for our budgeting 

practices for the past two decades. 

This budget structure Is being picked apart by Individual 

proposals to change the budgetary treatment of certain programs. 

We increasingly make decisions In isolation on the accounting and 

budgetary treatment of federal programs,   in addition, we seem to 

make federal accounting decisions as a means of showing support 

for a particular program or on the basis of meeting deficit targets. 

in addition to individual proposals to take programs off- 

budget, there are a number of proposals to make broad changes In 

the presentation of the budget, including a capital budget, reform of 

the budgetary treatment of credit, and a better accounting of 

unfunded liabilities. 

I think it Is time to reinstate the President's Commission on 

Budget Concepts to study these issues and provide the President     j 

and Congress with a new set of recommendations. 

36-932  0  -   91   ~   11 
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THUST FUND PROGRAMS AND THE FEDERAL DEFICIT 

SUMMARY 

lie treatment of truit liind program* in the Federal budget ii 
complicated and confusing. As a result, the impact of these programs on the 
financial condition of the Government is often misunderstood. Perhaps the 
biggest misconception today is that these programs are offsetting the Federal 
deflcit by $124 billion and thereby masking the true size of the deficit 
Although attention has been drawn to the large social security surpluses, trtist 
fund programs overall actually have been running cash deficits. 

This aggregate cash deficit is not at first visible. Official budget 
documents show that overall income credited to Federal trust funds in FY 
1989 exceeded the spending posted against them by $124 billion-an apparent 
surplus. However, what is commonly called trust fund income is not just the 
amount of receipts from the public generated by these programs. Trust {bnds 
also receive credits from the Treasury, what might be called paper income. It 
can be misleading to treat this paper income like cash when assessing the 
Federal deficit, which is the gap between total cash income and total 
expenditures in any given year. When only receipts from the public for trust 
fund programs-cash income-are compared to Federal spending for them, a 
deficit emerges; spending exceeded receipts by $18 billion. 

Moreover, this is not an aberration. On the whole, trust fund programs 
ran deficits in their cash transactions with the public in 19 of the last 21 
years. Even social security went through a long period when its expenditures 
exceeded its revenues. And even social security receives paper credits that 
make its current surpluses appear larger. 

Because the official or traditional approach to accounting for Federal 
trust funds shows them to be running surpluses, the blame for the Federal 
deficit frequently is placed on the rest of the Government. Thus, all the 
Government's borrowing is usually attributed to its non-trust fund activities, 
and the interest expense or debt service is generally considered part of this 
category. However, because trust funds have regularly run operating or cash- 
flow deficits, they, too, can be considered responsible for the Government's 
need to borrow-i.e., for increasing the debt and the resulting interest expense. 
If interest expense were not included in the 'rest of the Government' category 
of the budget, this category would show a surplus. The point is that no one 
program or sector of the Government is responsible for deficits and the 
resulting buildup of Federal debt. The Government borrows as it needs to, 
for whatever obligations it has to meet. 

Trust fund programs are a major part of what the Government does. In 
FY 1989 they generated 39 percent-some $386 billion-of the Government's 
tax revenues and were responsible for 3S percent—$403 billion—of its spending. 
If deficit reduction efforts are based on the erroneous assumption that trust 
funds overall are generating actual cash surpluses for the Government, the 
result may be to distort the process by which Congress determines fiscal 
priorities~what Congress wants to spend money on and how it will raise the 
resources to do so. 
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TRUST FUND PROGRAMS AND THE FEDERAL DEFICIT 

OVERVIEW 

Tnut fund programs have received a great deal of attention in recent 
diaeuiaioni about the Federal budget and the budget deficit. The Federal 
Qovemment, like mo«t governments, accounts for a variety of its activities 
throu^ 'trust fiinds.* Trust funds serve useful purposes in budgeting and 
in the allocation of Federal spending authority. However, the 'budgeting' and 
'accounting" features of trust funds are often confused with their impact on 
fiscal policy. 

Fiscal policy concerns the Federal Government's transactions with the 
public: how much the Government spends and raises in the economy throu^ 
tax receipts and borrowing. The effect of trust fund programs on the Federal 
deficit is simply put: it is how these programs affect the Federal 
Government's total revenues, spending and borrowing. This can be analyzed 
as separate from how the Government keeps its books. This paper concerns 
itself with how trust funds affect fiscal policy. 

In a 1988 report, the General Accounting Office (GAG) identified 167 
Federal trust fund programs. However, while many in number, the bulk of 
their spending and revenues is concentrated among a few. In FY 1989, the 
8 largest ones accounted for 97 percent of all revenues and 99 percent of all 
spending caused by trust fund programs. Most of the big funds (in terms of 
revenues and spending) are for retirement- or pension-type programs, with 
the two social security programs-Old Age and Survivors Insurance (OASI) and 
Disability Insurance (DI)~accounting for 69 percent of all revenues and 58 
percent of all spending caused by trust fund programs. The next seven largest 
include two for medicare-Hospital Insurance (HI) and Supplementary Medical 
Insurance (SMI)-civil service retirement, military retirement, unemployment 
insurance, and the highway fund. 

In FY 1989, trust fund programs collectively accounted for 35 percent of 
all Federal spending and 39 percent of all Federal receipts (aside from 
borrowing). Oflicial budget documents show that in the aggregate their 
income exceeded their outgo by $124 billion. Including this apparent surplus, 
the Government ran a deficit overall of $152 billion. Ckinsequently, many 
observers state that trust fund surpluses mask the "true' size of the deficit, 
which they would put at $276 billion (the official unified deficit of $152 billion 
plus the trust fund "surpluses' of $124 billion). 
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CHART 1.   The Largest Federal Trust Fund Programs, FY 1989 

Social MCwnty U 3% 

Trust Fund Revenues Trust Fund Spending 

The perception that trust fund programs produce surplus cash for the 
Government is inaccurate, at least in the aggregate. In FY 1989 spending 
for them actually exceeded the receipts they generated from the public by $18 
billion. The confusion arises in part from a misunderstanding of what trust 
fund income is. While specific taxes and premiums are often levied on 
segments of the population to help cover a trust fund program's expenditures, 
trust funds also 'receive income' from the Govemment-i.e., 'credit' from one 
Government account to another—or what in essence is paper income. No 
economic resources are moved, no actual money collected. In fact, in FY 1989, 
some 28 percent, or $147 billion of the aggregate 'income' received by Federal 
trust funds, consisted of these Government 'payments." 

Also contributing to the confusion is the perception that Federal trust 
funds are independent financial entities, and that the taxes and premiums 
paid by the public to help finance their spending are deposited in them. The 
money actually goes into and out of the U.S. Treasury, not the trust funds. 
The trust funds are special accounts maintained by the Treasury Department. 
Their "income" and "outgo" are ledger entries. Usually "income" is recorded by 
posting Federal securities to them. "Outgo" is recorded by deleting securities 
from them. 'IVP><^^ly> ^^^ securities are what are called special issues. They 
are non-marketable securities, meaning that they cannot be sold to the public' 
Althou^ less frequent, there also are times when the trust funds simply 
receive "credits" for cash taken in by the Treasury or for other reasons, i.e., 
no special issue or other security is actually recorded. The point is that the 
trust funds themselves do not hold money or other tangible assets. 

'The Government could convert them into new marketable securities that 
it could then sell, but that is tantamount to the Government simply borrowing 
the money to pay the benefits, as it might borrow to cover any other form of 
spending it makes. 
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What the trust fund securities, along with any other 'credits' to the fund, 
do is represent 'spending authority* for the programs involved. As long as 
there is a balance posted to a trust fund account, the Treasury Department 
has authority (that is either permanent in the law or periodically-renewed by 
Congress) to continue to pay that program's bills.' But the money itself-the 
resources needed to make actual payments-comes from the receipts and public 
borrowing of the Government as a whole, throu^ the U.S. Treasury. 

In some instances, trust fund balances are based largely on how much 
revenues a program generates from the public (e.g., social security). As the 
revenues are received by the Treasury, the trust funds are credited with 
securities. Other times the balances are based only in small part on such 
revenues (e.g.. Federal Civil Service Retirement). The revenues cause new 
securities to be posted to the trust fund account, but even larger postings are 
made to reflect Government 'payments.' Still other times, the balances are 
based totally on Government 'payments' (e.g., military retirement); the entire 
amount is paper income. 

Thus, while the concept of trust funds and dedicated receipts connotes 
separate pots of money, the Federal Government really operates as a single 
financial entity. Revenues generated by trust fund programs are not handled 
separately, invested separately, or managed separately. Their operations are 
only separated from other accounts as bookkeeping entities. When money 
reaches the Treasury, it is commingled with other receipts, and the Treasury 
Department, after properly crediting the various accounts, uses whatever funds 
are available to pay its bills. Hence, the existence of a 'trust fund' in the 
Treasury does not detach the program from the financial operations of the 
Government. 

People sometimes argue that when a trust fund shows surplus income, 
this money is loaned to the Government, and the loan represents money the 
Government would otherwise have had to borrow from financial markets to 
cover other spending. In effect, the trust fund is presumed to have saved 
the Government from borrowing more from financial markets and from the 
interest expense such borrowing engenders. 

In the case of some trust fund programs—in particular, civil service 
retirement, military retirement and the SMI portion of medicare-this is 
incorrect. Their receipts from the public are smaller than the expenditures 
they cause. But even when a trust fund program does run a cash surplus, as 
is the case with social security today, to conclude that these funds provide the 
Government with a substitute form of borrowing is speculative.   There is no 

'In the case of entitlement programs such as social security and medicare, 
the balances of their trust funds represent permanent spending authority. In 
the case of other programs, such as highway programs, the balances represent 
the amount available to be spent with annual or periodic approval by 
Congress. 
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way of knowing whether over time a eurplus leads to a reduction in 
Government borrowing from the public or whether it permit! the Government 
to spend more or tax less. 

A one time change that causes a trust ftind program to have surplus 
receipts can be deemed to reduce Government borrowing from the public, in 
the absence of any offsetting fiscal policy. Fiscal policy, however, is not 
determined by any single program or change to it. It is the outcome of many 
actions taken by Congress. The resulting aggregate (unified) budget deficit 
today, and the borrowing from the public it causes, is a product of all the 
spending and taxation decisions made by Congresses and Administrations over 
many years. To say a surplus or shortfall of social security taxes reduces or 
increases the deflcit assumes that all other spending and taxation decisions 
have generally been made without any regard for social security's income and 
outgo, and vice versa. 

Althou^ the way Federal trust funds are labelled and portrayed leads 
many people to view them as separate money sources, the cash flow these 
programs create for the Government does not affect the financial markets and 
the economy independently of the rest of the Government. Trust funds 
contribute as greatly as any other program to the Government's financial 
condition. With respect to the deficit, it is really the Government's overall 
financial condition that is of primary importance to the markets and the 
economy, not the cash flow created by individual components of the 
Government. 
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WHAT ABE FEDERAL TRUST FUNDS AND HOW DO THEY WORK? 

An account of the Treasury Department is designated as a 'trust fund' 
by the Office of Management and Budget (0MB) in consultation with the 
Treasury Department, based on whether the law authorizes such a 
designation.' This differs from the private accounting concept of a 'trust,* 
which refers to the fUnds of one party held by a second party (the trustee) in 
a fiduciary (caretaker) capacity. For a Federal account, the term 'trust fUnd' 
does not mean that the Federal Government is acting in a fiduciaiy capacity, 
it is merely a special account designation based in law.' 

Federal trust funds typically have been established for programs that 
have very long-term purposes. Some were established with an understanding 
that in exchange for the public's paying certain new taxes or premiums, the 
Government would commit itself to finance some specific activity. Others do 
not require the payment of a specific tax, but still represent a long-term 
commitment of the Government to do something for a segment of the 
population. Yet a third group represents a blend, with partial funding coming 
from taxes or contributions paid by the affected population end the remaining 
funding coming fh>m the (jrovemment. In some instances, trust funds were 
seen as a means of accumulating reserve spending authority for future 
Government spending. Others were intended to simply provide reserve 
spending authority to meet contingencies-no large buildup was intended. 

Whatever their intended purposes, Federal trust fUnds are basically 
recordkeeping devices that account for the spending authority available for 
certain programs.   Their 'accounting* treatment by the Treasury is specified 

*U.S. General Accounting Office. Budget Issues: Trust Funds and Their 
Relationahip to the Federal Budget. GAO/AFMD, Sept. 1988. In their report, 
GAO states that trust fund designations are sometimes inconsistently applied; 
that programs doing similar things in a similar manner are sometimes 
designated as trust funds and sometimes as accounts of the Treasury 
Department's general fund. They cite two similar programs: the 
Environmental Protection Agency's Hazardous Substance Superfund, which is 
designated a trust fund, and the Department of Energy's Nuclear Waste Fund, 
which is designated a 'special fund.' 

'The distinction is made in U.S. OfDce of Management and Budget. 
Historical Tables, Budget of the United States Oovemment, Fiscal Year 1990. 
Jan. 1989. p. 14. There is one special account that the Government manages 
that may closely resemble a 'trust' in the private accounting sense: the 
Federal Employees' Thrift Savings Plan (TSP). It is neither a trust fund nor 
an account in the general fund. The TSP is a special entity that establishes 
individual accounts owned by their contributors, with the owners capable of 
periodically shifting their funds among three investment options (Federal 
Government debt, common stock, and fixed income investments). Because of 
this feature, the TSP is not considered part of the Federal budget. 
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TABLE 1.   Total Income Credited to Trust Funds and Total 
Outgo Recorded Against Trust Funds, FY 1989 

($ in billions) 

Total Total 
income outgo Difference 

Social security $286.1 $233.6 $52.6 
Unemployment insurance 2S£ 18.7 6.8 
Civil service retirement* 4M 29.2 19.6 
Medicare 118.9 96.6 22.3 
Military retirement 34.0 20.2 13.8 
Hi^way le^ 14.6 2.4 
All other S02 24.0 6.2 

Total 560.4 436.8 123.6 

TABLE 2. Receipts and Payments from and to the Public 
for Trust Fund Programs, FY 1989 

Receipts Payments 
from the to the 

public public Difference 

Social security $267.4 $232.5 $34.9 
Unemployment insurance 22.0 16.8 5.2 
Civil service retirement* 4J6 29.2 -24.7 
Medicare 6BA 85.0 -18.6 
Military retirement 0 20.2 -20.2 
Hi^way 16.» 14.5 1.1 
All other lOJI S.1 5.2 

Total 385.7 403.3 -17.6 

'Includes both the old civil service retirement and disabiUty system and 
the new Federal employees retirement system (FERS). 

NOTE: In table 2 receipts from the public represent social insurance and 
other taxes. However, in conformity with budget accounting practices, 
payments to the public for trust fund programs are reduced here to take 
account of proprietary receipts (such as medicare premiums) and 'payments' 
fVom certain trust funds to the Treasury's general fund. See technical notes 
in the appendix for details. 

Source: Both tables were derived from data contained in the Budget of 
the United States Oovemment, Fiscal Year 1991.  Jan. 1990. 
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Trust Fund Transactions with the Public 

What happen* to the money that trust fund programs do raise fh>m the 
public? As with all other money taken in by the Government, it goes into the 
Treasuiy.' Does it remain there until needed to pay the trust fund program's 
bills? No, it goes out almost immediately to pay whatever obligations the 
Government has incurred. The Treasuiy Department, acting as the 
Government's banker, credits the proper trust fund account with the receipts. 
It typically does this by posting a nonmarketable Federal security (a bill, note, 
or bond) to the account-in essence, providing the program with an lOU.'' In 
some instances, it simply posts a "credit" (not a security), but this is a far less 
common practice. As expenditures are made for trust fund programs, the 
Treasury Department issues checks and reduces the amount of lOUs posted 
to the account-it reduces the trust fund's balance. 

In other words, as in the case of almost all other Government financial 
operations, the actual money to and from the public for trust fund programs 
flows tbrou^ the Treasury. The transactions are reflected as bookkeeping 
entries to the various trust fund accounts. 

Chart 2 on the following page depicts the separation between the 
Treasury Department's handling of money and its accounting for trust fund 
transactions. 

"The Treasury is actually a generic term for cash management or 
depository accounts that the Government maintains with financial institutions 
across the country. Some 15,000 such institutions-mostly national banks- 
serve as conduits for money exchanged between the Goverrmient and the 
public. No money is exchanged between these institutions and Federal trust 
funds. 

^The trust funds also may be credited with marketable Federal securities, 
however, this is done infrequently. As of the end of FY 1989, only about $15 
billion of the holdings of Federal trust funds were in marketable form (out of 
total trust fund holdings of $660 billion). 
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CHART 2. How the Treaanry Manages Tniat Fund Programa 

Tlie Public 

The Federal 
Government 

Th« TrMluiy Dtputnunt 

f  

The Public Spandinf GuMniad bjr 
Tnwt FIUMI ProfTmBia 

The securities that Federal trust funds hold represent a promise of future 
funding for the programs involved. Notably, they carry many of the same 
attributes as Federal securities sold to the public: a' maturity date is set for 
each one, interest is accrued, and they count as part of the Federal debt. 
But they are not traded in the marketplace, and they do not fluctuate in value 
with rising and falling interest rates. Moreover, the interest they accrue, 
unlike securities held by the public, does not cause an exchange of economic 
resources. Although these interest "payments' are posted to the trust funds 
as income and as expenditures from the Treasury's general fund, they simply 
take the form of another nonmarketable security (i.e., another lOU). And 
since no money is actually paid to anyone, this interest is excluded from the 
budget totals. However, if the trust funds were made independent of the 
Government, the interest they earn would be considered a budget expenditure. 
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In this case, payments would flow from the Treasury, and money would have 
to be obtained to make them.* 

Viewing the Federal Government as an extended family may be helpful. 
Assume that one bank account is used to collect all the family's income and 
to pay all its bills. The family keeps records of who has earned what and how 
much it will spend for each member. The gas company, the family doctor, and 
the grocer care about whether the family can pay its bills. The banker is 
concerned about whether the family can make its mortgage payments. Who 
earns the money or whether interest-bearing lOUs are exchanged between 
family members is really of no concern to them. To outsiders, it is the 
financial condition of the family as a whole that determines whether they will 
supply the family with goods and services and assist it financially. 

In a similar vein, the gross Federal debt is comprised of two parts: (1) 
debt "held" internally by the Government (mostly by trust funds) and (2) debt 
held by the public' When the Government sells new securities in the 
marketplace, it is asking individuals, businesses, and other Governments to 
lend it money. And by so doing, it is absorbing funds that would otherwise 
be available for investment in the financial markets. Internally issued debt 
to trust funds has no effect outside the Government. It is the portion of the 
Federal debt issued to and held by outsiders that influences the economy. 

THE BUDGET IMPACT OF FEDERAL TRUST FUNDS 

The role of trust fund programs in the Federal budget and economy has 
expanded tremendously since World War n. Much of the increase is due to 
the growth of social security and other retirement programs (e.g., civil service 
and military), and the creation in the mid-1960s of the medicare program. 
Chart 3 on the following page shows these trends. Receipts from the public 
for trust fund programs increased steadily in the post war period as a percent 
of Gross National Product (GNP), while all other Federal receipts fell. By FY 
1989, receipts for trust fund programs accounted for 4 out of every 10 dollars 
collected by the Government (excluding borrowings from the public). 
Expenditures for trust fund programs also grew steadily as a percent of GNP, 
while all other Federal spending remained fairly constant. By FY 1989, trust 
fund programs accounted for 1 out of every 3 dollars of Federal spending. 

'It should be noted that if a trust fund program were taken out of the 
budget (i.e., placed "off budget") but not made independent of the Government, 
interest payments to the trust fund would show up as an expenditure in the 
budget totals, as would any other "Government payment" to a trust fund. In 
this situation, the budget would include expenditures that did not cause a flow 
of funds out of the Treasury. 

It should be noted that the Treasury Department can issue new debt 
only to the extent that the amount Federal debt outstanding at any given 
time stays within a limit established and periodically ai^usted by Congress. 
This limit includes both debt held by the public and by Government accounts. 
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CHABT 3.   Share at Total Federal ReoeipU and Spending Caused 
by Tmt Fund Programs, FY 1947-89 (Percent of G^^»)'• 
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Source:   Budget of the United States, FY 1991. 

'"See note at the bottom of table 2 for deflnition of trust fund receipts. 
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Effect of Tnut Fund Programa on the Federal Deficit 

The unified budget deficit is the diflerenee between total receipts and 
spending of the Government. It represents the amount of funds that must be 
raised by the Government through the sale of bonds, i.e., how much it must 
borrow. Said another way, only financial transactions with the public affect 
the amount of borrowing the Government must undertake in ^e financial 
markets. Internal transactions of the Government, such as the crediting of 
trust funds with interest, do not change governmental receipts and spending 
and therefore have no direct effect on bow much the Government must 
borrow." 

Removing the internal transactions from the recorded trust fund income 
and outgo figures presents trust fund operations on the basis of what the 
Government receives and spends for them, i.e., a cash-flow basis. An excess 
of receipts from the public over spending would mean that they have run a 
cash "surplus"; an excess of spending over receipts indicates a cash "deficit." 

Chart 4 shows the trends in the Government's cash flow for these 
programs from FY 1940 to 1989. Chart 5 shows the annual surpluses and 
deficits resulting firom these trends. Together, they show a picture that is 
understandably very different from that usually described. Rather than 
running huge surpluses, these programs have been in chronic cash deficit since 
1970. From 1940 to 1970, the surplus years outnumbered the deficit ones 18 
to 12; however, the largest of these surpluses occurred during World War n, 
or immediately thereafter. Trust funds consistently ran surpluses from 1940 
to 1948, and again during the early- to mid-1950s, but ran deficits from 1957 
to 1966. Since 1969, the last year the Government ran a unified budget 
surplus, trust fund programs ran a surplus in only 1 year (1970). On a cash- 
flow basis, even social security experienced deficits in all but 5 of the years 
from 1957 through 1984.   (See tables A.1 and A.2 in the appendix.) 

"The total Federal expenditure figure shown in budget documents 
(outlays) represents only payments to the public. All internal accounting 
transactions are "netted out" of that figure, since they do not cause the 
Treasury Department to write a check, pay cash, or make an electronic 
transfer of funds from the Government to the public. While internal 
transactions are displayed in individual accounts of the budget-most 
frequently in the form of Government "payments" to them-offsetting 
adjustments are made in arriving at the budget totals. 
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CHABT 4.   Caah Rsoeipta and Spending Caused by Tnut 
Fund Programa, FY 1940-89 (Percent of GNP)  
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It frequently is asserted that because trust fiinds generally are showing 
surpluses in their individual accounts, the Federal deficit is caused by 
eveiything else the Government does. On a cash-flow basis both parts of this 
assertion are misleading. First, as previously shown, for many years trust 
Aind programs overall have not raised as much revenue from the public as 
they have spent-they ran deficits. This means that on a cash-flow basis, the 
rest of the Govemment-i.e., the non trust hind part-has not been exclusively 
responsible for Federal borrowing and the resulting build-up of debt held I7 
the public. Second, the rest of the Government is currently running a surplus 
if interest on debt held by the public is excluded. Althou^ this interest is 
often attributed to the non-trust fund part of the budget, trust fund 
programs-by running cash flow deficits-also can be considered responsible for 
the current level of publicly-held debt. Therefore, both trust fund and non- 
trust fund deficits have contributed to the current level of Government 
interest expenditures. 

Table 4 presents the Federal deficits over the past decade in three parts: 
(1) trust fund transactions to and from the public, (2) other Government 
transactions to and from the public, and (3) interest payments to the public. 
The first column shows the total Federal deficits. The second column shows 
surpluses or deficits for trust fund programs on a cash-flow basis. The third 
column shows surpluses or deficits for the rest of the Government on a cash- 
flow basis (excluding interest). The fourth column shows interest expenditures 
on the publicly-held debt (what is often referred to as "net' interest). 

TABLE 4.   Federal Defldta, FY 1980-88 ($ in billlona) 

Other 
Trust funds Government 

cash-flow cash-flow 
Fiscal Total                  surplus/ surplus/ Net 
year deficit                 deficit deficit interest 

1980 - $73.8                 - $36.4 -h $16.1 -$52.5 
1981 -  78.9                 -  43.6 +   33.4 -  68.7 
1982 - 127.9                 -  54.1 +   11.1 -  85.0 
1983 - 207.7                 -  72.4 -  45.6 -  89.8 
1984 - 185.3                 •  39.1 -  35.1 - 111.1 
1985 -212.3                 -  47.9 -  34.9 - 129.4 
1986 -221.2                 -  50.8 -  34.4 - 136.0 
1987 - 149.7                 -  41.4 +   305 - 138.6 
1988 - 165.1                 -  30.3 +  27.0 - 151.7 
1989 - 161.9                 -   17.6 +   34.7 - 169.1 

Source: Derived from data contained in the Budget of the United State* 
Government, F^acxil Year 1991, Jan. 1990. 
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BHaet of Trast Fond Programa oa the Fedefal Data* 

A ria* in tnut ftmd holding generated either from axcaae receipt* from 
ttw public or Government *paymenta,' increaee* the reported KToa* Federal 
debt. However, the portion of the debt held by truat fund* doe* not 
repreeent a financial claim on the Government by anyone outaide of the 
Government. A truat fund program may entitle people to certain benefita; but 
h i* thi* entitlement to which people have daima, rather than the 
Government'* accumulation of internal lOU*. Moreover, debt held by tnut 
fbnd* doe* not represent a reaource that the Government can draw upon to 
fulfill uxy obligation* incurred on behalf of truat fund program*. Ttiarefore, 
building truet fund reaervee and adding to debt held by Government account* 
today doee not by itmelf reduce future budget deficit*. In fact, auch action mqr 
increase future deficit* (and hence rai*e the debt held by the public), *ince thi* 
internal debt i« baaically (pending authority that may be available to truat 
fiind program* without further congre**ional action. 

Debt held by the public, on the other hand, represent* financial claima 
by domestic households, businesses, and foreign entities on the Federal 
Government. For economic analysis, it is the debt held by the public, not the 
groe* debt, that i* relevant. 

TABLE 6.   Federal Debt Held by Trust Funda and the Public, 
November 30, 1989 
 ($ in bilUons)  

Trust fund Holding 

Social *ecurity $ 156.7 
Medicare 88,6 
Civil service retirement 216JI 
Military retirement 684, 
Unemployment insurance 464 
Hi^ways 184 
All other 884 

Total trust fund holdings 6B8.7 

Other Federal account holdings 98.7 

Federal debt held by the public 2,260.7* 

Gross Federal debt 2,946.1 

'Includes $19.2 billion in net discounts on public debt securities. 

Source: Derived from the Monthly Treasury Slatemeru, Nov. 30, 1989. 
For a more detailed summary, see table A.3 in the appendix. 
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CHART 6.   Federal Debt Held by Trust F'unds as a Percent 
of Gross Federal Debt, November 30, 1989 
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Source: Derived from the Monthly Tnaaury Statement, Nov. 30, 1989. 
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CONCLUSION 

Federal trust fUndi generally are perceived as independent or quasi- 
independent flnancial entities. In reality, however, they are not. Their 
existence is based on Federal laws and policies; their programs are 
administered by agencies of the executive branch; their special taxes and 
premiums are collected by the Treasury Department and deposited in the U.S. 
Treasury; and their holdings are, for the moat part, Federal non-marketable 
securities. More importantly, their financial operations are not separate 
transactions in the financing of the Government, and, therefore, they are 
relevant in the formulation of overall budget and economic policies-their 
income and outgo to and from the Government matter. If they were 
considered irrelevant, the Government would be ignoring 39 percent of its 
revenues and 35 percent of its spending. 

A summary look at the Federal budget suggests that trust funds are more 
than carrying their load and that all other accounts are 'overdrawn,* but the 
formal presentation and accounting reflected in the budget is only one way of 
examining the data. Ignoring internal credits to trust funds-credits that are 
important for budget formulation and the Government's allocation of spending 
authority-reveals that trust funds have had cash-flow deficits with the public 
for many years. Even social security, which is currently running cash-flow 
surpluses, had cash-flow deficits for many years. If the overall Federal deficits 
are not completely caused by the non-trust fund part of Federal activities, 
then the resulting build-up of Federal debt held by the public and subsequent 
interest on that debt also are not exclusively attributable to the non-trust 
fund portion of Federal activities. And if interest expenditures are excluded 
from both trust fund and non-trust fund expenditures, the non-trust fund 
portion of Federal activities currently shows a surplus. The point is that, on 
a cash-flow basis, no one program or sector of the Government is responsible 
for deficits and the accumulation of Federal debt held by the public. It is the 
Government's operations in the aggregate that matter in determining the 
deficit. 

The buildup of trust fund holdings adds to the gross Federal debt figure, 
but that buildup simply reflects the Government's holding of lOUs to itself. 
What really matters to the economy is the change in Federal debt held by the 
public. This is what has a market impact, affects interest rates, and causes 
expenditures from the Treasury for debt service. Debt service to a trust fund, 
although important for internal allocation purposes, is simply a ledger entry. 
Debt held by the public reflects the accumulation of unified budget deficits- 
or how much more overall the Government spent than it received in 
revenues-and interest payments on this portion of the debt require the 
Govertmient to acquire and spend real resources. 

Federal trust fund programs do not by themselves affect national savings, 
and their holdings do not necessarily represent national savings. They are 
claims on the Government, not for the Government. Their value depends on 
the Government's ability to draw money from the economy to honor them 
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when program obligations are presented for payment. For their financial 
health, trust fund programs are just as dependent upon the financial health 
of the Government as is any other Government program. The financial health 
of the Government comes from the health of the economy and the 
Government's ability to draw resources from it. Many economists contend 
that greater national savings is important for the long-run health of the 
economy. Government borrowing from the public, however-for whatever 
reason-can run counter to that objective. Government borrowing takes fUnds 
from the financial markets, and the concern is that it limits the amount of 
potential private sector investment, causes interest rates to be hi(^er than 
they otherwise would be, and makes the U.S. dependent upon foreign 
investment capital. Reducing this borrowing~i.e., the aggregate (or unified 
budget) deficits-is potentially one way that the Government can contribute 
to national savings. 
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APPENDIX 

TABLE A.1.   Reoeipta From the Public, Outlays, and Surphu/Deflcit 
for All Federal Trust Funds Combined, FY 1940-1989 

($ in millions) 

r^ai B«o«ipu from 
th* public 

PayoMnt to 
th* public 

Surplu*/ 
dafidt (-) 

1»40 
U41 
1B43 
1943 
1M4 
1»4S 
1946 
1947 
194S 
1949 
1960 
1961 
1962 
1963 
1964 
1966 
1956 
1967 
1968 
1969 
I960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1976 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1986 
1986 
1987 
1988 
1989 

1,«73 721 
1.814 •71 
2,297 M9 
2,883 IM 
3,279 * 
S.281 • 
2,935 US4 
3,144 1.446 
3,746 1.932 
3,572 2,333 
4.114 5,888 
6,440 3,077 
8.188 4,257 
6,546 4,653 
6,962 6,313 
7,611 7,467 
9,025 8,119 

11.176 11.461 
12,959 14,83« 
13,502 17.348 
16,910 19,729 
19,276 21,463 
20,049 23,283 
23,099 23,921 
25,504 26,790 
25,957 26,706 
29,492 31,501 
37,089 35,148 
38,346 40,798 
43.667 42,996 
49,733 48,099 
53,449 58,075 
58,668 65,694 
69,563 79,988 
82,207 89,776 
91,725 110,220 
97,153 130,098 

114,427 142,000 
129,329 153,771 
147,919 168,933 
166.623 203,065 
189.666 233,177 
209.269 263,346 
220.347 292,772 
256.889 295,988 
285,685 333,550 
304.678 355,356 
324,692 366,062 
367,425 387,764 
385.740 403,296 

963 
1.143 
1.877 
2,699 
3.279 
3.281 
1,701 
1.609 
1,814 
1.340 

• 1.774 
2,363 
1.931 
1,893 

•40 
164 

1.877 
3,846 
2.819 
2,187 
3.234 

as2 
3M 
749 

2,009 
1.941 

•2.452 
671 

1.634 
-4,626 
-7,126 
-10,426 
-7,S88 
-18,496 
-32.945 
•27,673 
-24,442 
-21,014 
-36,442 
-43,611 
-64,077 
-72,425 
-39,099 
-47,865 
-50,778 
-41,656 
-30,642 
-17,666 

*Denot«e negative outlays. 
Source:   Derived from Budget of the United States, Fiecal Year 1991.  Jan. 19S0. 
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TABLE AJi. Socda] Security Receipts from the Public, Outlay*, and 
SurpIus/DeHcit, FY 1940-1989 

($ in miUions) 

FiK*l Raceipta firom Paymant to Surplua/ 
yu the public the public de&dt (-) 

mo S    660 S   39 $    522 
IMl 688 91 697 
IMS 896 U7 768 
IMS 1,130 IN 964 
1M4 1,292 >13 1,076 
IMS 1,310 SST 1.048 
IMS 1,238 sss SSO 
W« 1,469 «R on 
IMS 1,616 sso 1.067 
1M> 1,690 SSI 1,030 
U60 2,106 784 1,322 
UBl 3,120 1,568 1,652 
aa 3.694 2,067 1,627 
uss 4,097 2,717 1,880 
UM 4,689 3.364 1,326 
uss 6,081 4.437 S44 
UBS 6,425 6,486 •10 
UB7 6,789 6.666 US 
USS 8,049 8,221 -    ITS 
USS 8.296 9.737 -1.441 
uso 10,641 11.609 -    968 
USl 12,109 12.475 •    366 
U82 12,271 14.367 -2.096 
USS 14,176 15,790 - 1,616 
UM 16.366 16.622 -    266 
USS 16.723 17.463 -    740 
USS 19.085 20.701 - 1.616 
US7 24.401 21,726 2,675 
USS 24,917 23.864 1.063 
USS 28.953 27.298 1,655 
vm 33.459 30,270 3.189 
vm 35.845 35.873 -     28 
wn 39,907 40,158 -    251 
UTS 46.084 49.090 -3.006 
W74 53.925 65,867 - 1,942 
UI» 62,458 64.658 -2,200 
MS 66.389 73,899 - 7,610 
UT7 76,817 85.060 -8,243 
UTS 85,391 93,861 - 8,470 
vm 97.994 104,073 -6.079 
uso 113.209 118.559 -6,360 
USl 130.176 139.584 -9,408 
uss 143,467 155.964 -12,497 
uss 147.320 170.306 -22.985 
UM 168,350 177.677 -9,327 
USB 189.540 188,268 1.282 
uss 203,786 198.598 6,188 
US7 216.709 207.362 9.357 
uss 244.882 219,340 25,642 
uso 267.439 232.543 34,897 

Source:  Derived from Budget of the United Slatea, FUeal Year 1991.  Jan. 1990. 
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TABLE A.3.   Federal Debt Held by Federal Trust Funds, 
November 30, 1888 

($• in bllUons) 

Tnut ftind 

Old age and survivors insurance         ~~ $147.9 
Disability insurance                          " 7.8 
Hospital insurance 82.6 
Supplementary medical insurance 10.9 
Civil service retirement 216.3 
Military retirement 66.1 
Unemployment insurance 46.3 
Highways 16.4 
Airport and airways 13.1 
Railroad retirement 8.6 
All other 44.7 

Total trust fund holdings 669.7 

Source: Table prepared by CRS based on data from the Monthly Treatury 
Statement, Nov. 30, 1989. 
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TABLE A.4.   Total Interest, Interest Paid to the PubUc, and 
Interest Credited to Government Accounts, FY 1962-1988 

($8 in billions) 

Total Public 

Government accounts 

Fiscal year Trust funds Other 

1962 $9.5 $7.9 $1.4 $0.2 
1963 10.3 8.7 1.6 0.1 
1964 11.0 92 1.6 0.2 

1965 11.8 9.8 1.8 0.2 
1966 12.6 10.4 1.9 0.2 
1967 14.2 11.6 2.3 0.3 
1968 15.6 12.6 2.7 0.3 
1969 17.6 14.1 3.1 0.4 

1970 20.0 15.6 3.8 0.6 
1971 21.6 16.3 4.8 0.5 
1972 22.5 16.6 5.1 0.7 
1973 24.8 18.5 6.4 0.9 
1974 30.0 22.4 6.6 1.1 

1975 33.5 24.7 7.7 1.1 
1976 37.7 28.7 7.8 1.2 
1977 42.6 33.0 8.0 1.6 
1978 49.3 39.2 8.5 1.7 
1979 60.3 48.3 9.9 2.2 

1980 75.2 60.4 12.0 2.8 
1981 96.0 78.9 13.8 3.3 
1982 117.5 97.7 16.1 3.8 
1983 128.9 107.7 17.1 4.2 
1984 154.1 129.0 20.4 4.8 

1986 179.4 148.2 26.2 5.0 
1986 191.5 155.4 27.9 8.3 
1987 197.1 157.6 36.0 4.6 
1988 216.5 169.8 41.8 4.9 

Source: Derived from the Budget of the U.S. Qovemment. Fiscal Year 1990, 
Hiatorical TabUa. Jan. 1989. U.S. Treasury. Treasury Bulletin, summer issue, 
Sept. 1989; Firud MonOUy Treasury Statement of Receipts and Outlays for FY 
1989. Sept. 1989. 
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TECHNICAL NOTES 

The information on truit ftind reeeipti and spending in thii paper is 
from various documents released with the President's FY 1990 and 1991 
budgets in January 1989 and 1990. Most important to this analysis is 
differentiating between total trust f\ind income and outgo, as reported in 
these budget documents, and receipts <rom the public and outlays made to 
the public. This was done using only the published information; therefore, 
some of the idiosyncracies of Federal accounting may affect the accuracy of 
trust fkind programs' transactions with the public reflected in this paper. 

Trust fUnd 'income' and 'outgo' in this paper represent the figures shown 
in traditional analyses of trust fUnd transactions. Income is the amount 
credited to the trust ftind over a year; outgo is the amounted debited fW)m the 
trust ftind. These figures, however, do not represent the Government's 
transactions with the public that are generated by trust fund programs (that 
is, the cash flow to and from the Government). The transactions with the 
public are not reported as such in official budget documents, but must be 
derived from the detailed information on trust fund activities shown therein. 

Deflnition of Reoeipta and Outlays 

The Federal deficit is the difference between the Government's revenues 
received from the public and payments made to the public. A surplus or 
deficit for trust fiind programs can similarly be defined as the difference 
between receipts from the public and payments to the public. 

In the Federal budget, receipts from the public are accounted for in two 
ways: (1) as tax receipts and (2) as proprietary receipts. Tax receipts 
represent payments to the Government resulting from the exercise of the 
Federal Government's sovereign power to tax; that is, they represent 
compulsory payments from the public. Proprietaiy receipts are payments from 
the public for various "business activities' of the Government. For example, 
proceeds from sales of Government property and user fees are proprietary 
receipts. Medicare premiums for SMI similarly are considered proprietary and 
not tax receipts, since the program's recipients voluntarily enroll with the 
Government for SMI coverage. 

The Federal budget accounts for tax receipts as 'governmental receipts," 
and most analyses shown in the budget for total Federal receipts include only 
tax receipts. Likewise, the tables that show "trust fund receipts from the 
public" in this paper represent only the revenue raised through taxation. 
Proprietary receipts are accounted for in the Federal budget as an offset to 
outlays. (That is, rather than being added to total income to the Government, 
proprietary receipts are subtracted from total outgo from the Government.) 
In this case, trust fund outlays represent net payments to the public (spending 
minus proprietary receipts). While such an accounting may complicate an 
analysis that attempts to highlight income from and outgo to the public, the 
lack of a published historical series on trust fund proprietary receipts requires 
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this report to conform with standard Federal accounting by having proprietary 
receipts reduce outlays. It should be noted that the accounting of proprietary 
receipts as either additions to the receipts-side of the budget or a subtraction 
from the spending-side of the budget does not affect the resulting deficit 
figure. 

Truat Fund Receipts and Outlajrs 

Trust fund tax receipts from the public were identified by using 
information from the historical tables section of the Budget of the United 
States, Fiscal Year 1991 and f^om the budget Appendices for various years. 
Trust fund tax receipts represent: 

1. Social insurance taxes and contributions and excise taxes 
identified as going to trust funds in table 2.4 (p. A-288 to A- 
289). 

2. Trust fund amounts included in "Other Receipts* in table 2.5 
(p. A-291). 

3. Corporate income taxes for trust funds identified in the footnote 
of table 2.1 (p. A-285). 

4. Income taxes to the medicare SMI trust fund for catastrophic 
health insurance (FY 1989 only), shown on table 13.1 (p. A- 
329). 

In addition, the trust fund tax receipt information shown in this report 
includes receipts from the income taxation of social security and railroad 
retirement benefits. In official budget documents, these taxes are receipts to 
the general fund and are then 'transferred'—credited-to social security. 

Trust fund net outlays (payments to the public minus proprietary 
receipts) are somewhat more complicated to derive because of the off-budget 
status of social security and the lack of a historical series on 
intragovemmental accounting transactions from trust funds to the 
Government's general fund. However, interfund payments from trust funds 
to the general fund are generally small; thus any errors in identifying these 
transactions would not substantially affect the data shown in this report. 

In the historical data series, intragovemmental receipts to social security 
(for interest, for the Federal employer share of the tax, etc.) are deducted 
from the total off-budget outlay amount. Thus, the off-budget total outlay 
figures are smaller than total social security payments to the public. Social 
security payments to the public are gross social security outlays without 
deduction for intragovemmental receipts. 

Interfund transactions from non-social security and medicare trust funds 
to the general fund were obtained from the status of the funds schedules in 
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the FY 1991 budget and the Special Analyses accompanying earlier yean' 
budgets. They were obtained from the early-1970s forward, when certain 
trust funds (for example, unemployment insurance), began borrowing "budget 
authority* credits from the general fund and repaying them. It is possible 
that some interfund transactions from non-social security and medicare trust 
fiinda to the general fund were omitted from the calculations shown in this 
report. 
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Pete V. Domenici and J. Bennett Johnston 

How to Fix the Budget Process 
Now that the lOlst Congreaa has convened, we 

have new chainnen heading the two congreMonal 
budget committees, to be followed aoon by a new 
director of the Congienional Budget Office, 

It's lime we also had a new budget process. We 
suggest six changes, ones we will propose in 
legislation. 

First, we need to fold the two existing budget 
committees into a single joint budget committee 
that inchides the leadoahip o( both the House ti 
Representatives and the Senate, plus the current 
chaimwn and ranking Republicans of the Appropri- 
ations, Budget, Finance, and Ways and M^na 
committees. It would be a committee with—and 
this is key—leadership ckMt. 

Second, the president must become more in- 
voked in the budget decisions. Tliat can be aocom- 
pbshed by making the budget resolution the kind of 
resolutun that requires the president's flicnatmc. 

That way, the liudgef wodd csny the face d 
bw, not aimf^ serve as a congressional tlue- 
print. 

Third, the new joint oominittee ahodd produce 
twoyear budgets at the beginning d esch Con- 
gress. President Kesgm endorsed die multi-yesr 
approach in Ma final budget. President Bush will 
concur. The old and new chsirmen of the House 
Budget Committee hs'/e aupfxsted two^resr budg- 
ets. Sudi budgets would include msnlBtoiT targets 
(or three genosl categories o< spending: domestic, 
defense, and international sfEairs. It has proved too 
easy in the past to siphon money pronlied to 
defense and intemationsl aSairs in the budget into 
domestic spending later In the annual cyde. 

Next, what if Congrea fails to adopt a joint 
budget tesohitkii snd sips back into business as 
UBial? We suggest a simple attonative: an "mta- 
maticr budget that would take eOect on May 15, 

aetting the apenfing lid at a level conaistent with 
the Gramm-Rudman-HoUinga law. 

Fifth, we need to strengthen enfotceiiient of a 
two.year budget, however adopted. Oifierent sets 
of rules now apply in the House, the Senate and at 
the OCBce of Management and Budget over how to 
"score" legislation. These current rules not only 
confuse, but permit manipulatkxi to circumvent a 
budget agreement 

Finally, we ahouM add new, tighter Gramm-Rud- 
man-HoUngs targets beyond 1993, the year Amer- 
ka is supiiosed to attain balance n the entire 
budget It is well known that the Social Security 
Truat Find ia projected to run a surplus of around 
$100 NDnn in 1993. So even when we readi 
overall tafance" that year, wel stiD run a deficit of 
1100 UffiGn n norvSodal Security spending. We 
need "mplus target^ beginning in 1994 to einii- 
nate gndualy the nao-Sodal Security deficit 

It was 1974 wfien Congress approved a '^lew" 
budget process. Since then, it has received kits of 
ctitkism, both from inside and outskle Congress. 

But in our haste to criticize that process, we 
must not forget what preceded it. Does anyone 
really want to return to the days when neither the 
Congress nor the White House could track spend- 
ing until kng after the laws were adopted? We 
hope not. 

It's time for Congress to strengthen the budget 
process, not junk it. It is time we changed the way 
Congress budgets the dollars gh«n us by the 
American taxpayers and create a process that the' 
presktent. Congress, and—most importantly—the 
American people can really count on. 

Stru. Domenici (R-N.M.) and Johnston 
(D-La.) an members of Ike Senate Budget 
Committee 

36-932  0 91   —  12 
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Toward a No-Gimmieks Dudget ^mmit 
Leaders must lead even if they are not followed. 

April really is the cruelest momh. MpetuUy (or 
tliote who waich tor cherry blouoms and ihoM of 

* us involved m the nation's budget-making. 
Here it is another Washington April, and 

Congress returns (rom its recess about as con- 
* fused on what America's I'iscal pobcy ought to be 

ax It IS every year at Uus tune. 
We in Congress seem to be dri/lin^ toward 

mother year of temporizing, "small steps.' 
p(^tical posturing and a general confirmation of 
the low esteem in which we are held by many of 
our constituents. 

What IS wrong? What should we do about it? 
What are the chances we will do anything at all? 

First, what is wnxig? If we cannot agree that 
present levels of federal government borrowing 
needs are excessive, that present deficits and 
contingent liabibties are dangerously large and 
that these distortions are the ciuse of the policy 
gndlock that has afflicted Washington in recent 
years, then we should all agree to end this 
prolonged and painful defxnt debate nght now. I 
bebeve, as do others who have wntten of budg- 
ets on these pages recently, that our defiat 
situation in some ways is more crippling and 
potentially more hannful to our nation's growth 
prospects than ever before. 

Second, what should Congress do about it? 
Let me toss in a note of realism here. Con- 

gress oiten overestimates what it can do about 
most problems, gets frustrated when its unrealis- 
tic expectations aren't met quickly and ends up 
doing very bttle in consequence- We cannot, by 
fiscal policy changes alone, improve the nation'i 
educaLKMial shortcomings, cure drug and crime 
problems, eliminate homelessness or prevent the 
problems that changing demographics will bnng 
us. We can. however, use fiscal pobcy to improve 
naiionai savings, to invest more wisely for the 
future, to strengthen ourselves for the global 
competition ahead and to end the general pubbc 
policy gndlock we have endured for too long. 

Simply put, we can discharge our responsi- 
bility to create a fiscal pobcy framework within 
which these larger questions can be addressed 
with the greatest likelihood of success. 

Within these realistic expections, then, what 
we should do is: 

1. Admit the reality of [wesent policy stale- 
mate and the part that recent budget behavior 
has played in this stalemate. 

2. Reform pro-actively. not reactively, targe 
commitments to future generations for w^tch we 
won't have the money if present policy continues. 

3. Take advantage of thu rare opportunity to 
mandate a rational multiyear defense buikl-down. 
instead of creating a messy defense melt-down. 

4. Eliminate programs that dram resources 
from more fundamenul. and cntical. federal 
K'tiviCKs. such as education. 

5. Reform and increase the tax base of the 
federal government to match the demands of the 
next century. 

6. Stress improvements in growth and pro- 
ductivity and investment policy through ux in- 
centives, research and devekipment emphasis, 
and expansion of our inteUeciual capital. 

7. Change the way we do budgeU and keep 
our bcnks. particularly m the so<aUed off-budget 
and contingent liability areas, to rellea the true 
costs of federal activity. 

Third, how do we go about iccompliriiing the 
daunting goals 1 have outlined? 

I bebeve that a planned, comprehensive budg- 
et summit (for want of a better word) between 
Congress and the administration is necessary, if 
both sides sign on to the proper agenda. We 
cannot, and should not. try another exercise in 
futibty that results merely in a makeshift, one- 
year budget. I urge a summit that produces a 
policy agreemen :hat allows us to teU Ameoca 
honestly, "No more games, no more gimmicks, 
this is tiw real picture.' 

Here IS what I propose for the agenda for my 
ideal ~Usi Budget Summit of the Century.' 

1. Mi aspects of federal fiscal policy are on the 
negotiating uble. as I have recommended in 
budgets past. 

2. Both pension policy and health policy will be 
fundamentally reformed to conform to the new 

demographics of our nation, with the leform to 
be impiemenied fully within the next five years. 

3. Defense spending wiil dechne as part ot' a 
five-year plan designed to meet most effeniveiy 
and efficiently the new chaos we will face m the 
next 20 years. 

4. When the summit is done we shouM have 
eliminated scores ot federal programs, reassign- 
ing savings to both deficit reduction and increas- 
es in more fundamental programs. 

5. Tax receipts (or government programs *ill 
increase, coupled with reforms to the tax code u 
that we renew our commitment to savings, 
productivity, growth and investment. 

6. We will produce new budget processes, so 
that we never get in the present fix again and. 
not incidentalty. so that those of us who have 
budget-making responsibility can kiok our cot- 
leagues and our nei^bors in the eye and say, 
'never again.' 

Congress and future administrations ultimate- 
ly wilt make these decisioos. of course. The 
questkm is whether we will make these decisiuiia 
as a parr of a kmg-term. unified plan, or in our 
normal, ad hoc and sk>ppy fashion. If we folkiw 
the ordinary haphazard course, we will miss the 
chance to do this all nght. We cannot assume 
that Amenca in the 21st century will have the 
luxury of indulging in tlw same partisan pobtics. 
preemng and posturvig that have charactemed 
the past 30 yean. Global competuion grows 
more unforgiving every year. We enxiy every 
advanuge necessary to prosper except the ad* 
vanuge of hard-nosed fiscal policy. A multiyear 
budget agreement, now and not later, couU five 
us that last advanuge. 

I have voted for. and will vote again under 
the right circumstances, for each of the agenda 
items I've outlined above. 1 fear, however, that 
what 1 will have to vote (or is another budget 
driven by the need to meet a one-year deficit 
urget only, not a budget dnven by the impera- 
tives I've outlined. 

Alas, many mwe people than just this one 
senator count in this process. 1 am unsure that 
even if t were able to persuade the president 
and the joint leadership o( Congress we would 
be able to round up the votes to carry it off. 
Politics may have become so paralyzed by fear 
and nanow, short-term interest that nothof 
bold or far-sighted can be done. 

But, by trying my approach, at least we 
would have earned our pay—we would have led 
even if we were not followed. 

The writer, a senator from AVw Mexico, u 
tke ranking Republican on the Budget 
Committee. 
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Chairman DERRICK. Thank you for excellent testimony. Senator. 
Why don't we leave it instead of asking you to come back, would 

you reply to any written questions that this committee might have 
about your testimony? 

Senator DOMENICI. I would. In fact, I enjoy the dialog, so I will 
talk with you about whether it is convenient for you for me to 
come back or not. 

Senator COATS. If I could, since I have a commitment at 3:30 
which I can't change—I just checked to see if I could—could I 
submit my statement to you? 

Relative to process reform, it is the enhanced recision package. 
Mrs. Martin, along with Congressman Tauke and Congressman 
Penny, are the sponsors in the House; and she could answer any 
questions you might have better than I could. I will let her explain 
the bill to you. 

If that is acceptable, I would like to do that. 
Chairman DERRICK. Without objection. 
We may present you with some written questions. 
Senator COATS. I will be happy to do that. 
Let me say one thing about having been a former colleague here 

in the House. When I went to the Senate, one of the first joys I 
experienced was the fact that there was no Rules Committee, and I 
therefore then could offer any amendment that I wanted to. 

One of the first great disappointments I discovered was being on 
the floor at 10 o'clock wishing we had a Rules Committee. 

Chairman DERRICK. I have always contended that the Senate 
would be productive if they had a Rules Committee. 

Senator COATS. You come by at 10 o'clock, and you will get a lot 
of votes for that. 

[Senator Coats' statement, as though read, follows:] 

STATEMENT OF HON. DAN COATS, A U.S. SENATOR FROM THE 
STATE OF INDIANA 

Senator COATS. Themk you for allowing me to participate in this 
hearing on budget process reform. We take up this subject at a fit- 
ting moment, as attention turns to a budget summit. You can tell 
it is that time of year £igain when a Congressman's fancy lightly 
turns to thoughts of taxes. 

I suppose I am still new enough to this process to be occasionally 
shocked. It was shocking to see, over the last few days. Members of 
Congress on national television greeting the prospect of new taxes 
with barely restrained joy, squirming with delighted anticipation. 
It is difficult to explain such enthusiasm for something so economi- 
cally devastating and politically unpopular. 

Viewed from the inside, our Federal spending crisis seems 
arcane, difficult and intractable. From the outside, it is distressing- 
ly simple. I have never spoken to a Hoosier who believed he was 
undertaxed. I have spoken to thousands who are convinced the 
Government spends too much. There is something obscene in the 
spectacle of a Congress that crafted a budget process in 1974 that 
encourages, rewards and hides waste now reveling in the hope of 
taking more money from its constituents. 
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When Americans see this kind of display, they come to some nat- 
ural conclusions. They conclude that the Government actually 
enjoys increased taxation, since it multiplies its power £md control. 
They conclude that Congress views their wealth, not as the just 
reward of their own work, but as a source of future revenue. 

I believe we have a duty, before beginning our frenzied rituals of 
confiscation, to consider alternatives. Before I vote to take more 
money from Hoosiers, I want to be sure we have made every effort 
to cut spending. I believe one of the strongest options we have is 
the legislative line item veto. 

I and over 60 of my colleagues on both sides of the Capitol, Dem- 
ocrat and Republican alike, have sponsored this bUl as a common 
sense approach to budget reform. It is the result of a thoughtful 
and workable compromise. It has already had one close vote on the 
Senate floor last November. Now we plan to offer it again in the 
next few weeks. 

As you know, there is no comparable "Rules" Committee in the 
Senate as you have here in the House. Senate rules allow for such 
amendments to be offered directly on the Senate floor to various 
bills, and I and Senator McCain will be t«iking advantage of that 
opportunity in short order. 

S. 1553—H.R. 3271 in the Houses—is not complex. It will amend 
the Budget Control and Impoundment Act of 1974 to put some 
teeth into what is now a largely impotent rescission process. Our 
bill will permit the President 20 days from receipt of sending bills 
to identify items that he believes are flagrant examples of congres- 
sional pork. Instead of being forced to choose between vetoing the 
entire bill and eillowing taxpayers dollars to be spent on these often 
frivolous programs, the President will be able to send all or por- 
tions of the pork back to Congress. 

If we in the Congress can make the case that these prc^rams are 
worthy, we can reaffirm our support under the glare of public scru- 
tiny. The House and Senate would have to pass a resolution of dis- 
approval saying no to the President's cuts. These bills would be un- 
amendable on the floor of the House and Senate, and if we do not 
act within 20 days, the cuts would go into effect. Our resolution of 
disapproval must then be sent to the President for signature. If it 
is vetoed again. Congress must override that veto with a two-thirds 
vote. 

Our bill also gives the President another shot at cutting congres- 
sional waste, by allowing him to submit proposed rescissions along 
with his annual budget, providing that these same programs had 
not been rescinded before in that same fiscal year. 

When the present Budget Control and Impounding Act was cre- 
ated. Congress was smarting from a President who had used his 
impoundment powers broadly and often. The intent of the 1974 law 
was partly to create a new budget process for the Congress, but 
mostly to strip the Executive of the budget power it could exercise. 
Under the current scheme, when the President sends up his recom- 
mended rescissions, if Congress does not approve them they are 
simply ignored. 

Any attorney will tell you that who bears the burden of proof 
can make all the difference in the outcome of a case. In this case. 
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the President barely has a chance * • • inaction on our part is all 
it takes to kill his recommendations. 

Worse yet, the President is further stymied by the fact that we 
often send up huge omnibus appropriations bills that he must 
either sign or veto in toto. By carefully mixing essential spending 
with useless spending, we dare the President to veto the entire bill. 
Needed legislation is held hostage to pork, and our credibility is ex- 
tinguished. 

I believe that S. 1553, H.R. 3271, is a voice of reason in a babble 
of tax and spend, tax £md spend. If we are ever to solve the deficit, 
it will be because we say "no" to the squid sorters, the endive re- 
search and the gondola projects, and "yes" to importcmt national 
priorities. It will not be because we further increase the tax burden 
on American working men and women. 

Cutting waste will only be part of a budget solution. But even 
with a problem as big as ours, the savings could be significant. For 
the last 13 years. Presidents, proposed nearly $35 bUUon in rescis- 
sions that were rejected by Congress through our inaction. That 
money would come in hemdy about now. 

I am committed to giving the President of the United States the 
same power and accountability as 43 of our States' Governors. Let's 
stop blaming each other, stop maintaining the status quo and back 
a real solution to our deficit crisis—a solution that involves no 
back room deals, but encourages accountability. 

Thank you, and I'd be happy to take any questions. 
Chairman DERRICK. The committee will recess for 10 minutes. 

Congressman Penny went out to vote. 
We will recess a moment, subject to the call of the Chair. 
[A brief recess was taken.] 
Chairman DERRICK. The committee will start. 
We have before us the Honorable Brock Adams, the U.S. Senator 

from the State of Washington with whom I last served when he 
was the first chairman of the House Budget Committee to get a 
resolution through back in 1975 and 1976, a good friend. 

Delighted to have you before us, Senator. 
We will be glad to have your testimony and be glad to include 

your entire statement in the record. 

STATEMENT OF HON. BROCK ADAMS, A U.S. SENATOR FROM THE 
STATE OF WASHINGTON 

Senator ADAMS. Thank you, Mr. Chairman. 
I would appreciate my entire statement be included in the record 

as is. 
Chairman DERRICK. Without objection. 
Senator ADAMS. I will try to summarize as best I can. 
Thank you very much, Mr. Chairman, for having me before the 

committee. 
I was going to discuss the Budget Process Reform Act of 1990, 

H.R. 3929, but I decided not to do that in any detail but really to 
discuss some alternatives to the budget process reform generally 
and, perhaps, it may be a little helpful if some of us who were in 
on the actual construction of this act in 1971, 1972 and 1973, dis- 
cussed what it was meant to do and what happened to it along the 
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way, because it was not as bad as it is now as it was proposed and 
as it worked. 

I might state that the first budget resolutions went through on 
time. All 13 bills arrived at the President's desk, all were signed 
and all were law before October 15, and the fiscal year started on 
time in fiscal year 1977. 

Also the deficit went down in that year. The debt continued to go 
up. But I want to discuss today the two mistakes that happened, 
both happened to have a representative, now Senator Gramm's 
name in front, Gramm-Rudman and Gramm-Latta. 

But I thought I should first comment on Representative Panet- 
ta's bill because it is a pay-as-you-go system exempting social secu- 
rity and sajring that any additional amounts require revenue off- 
sets. 

I have had some opportunity today that in the House and I have 
now been through a series of exercises doing that in the Senate 
and I can say that is painful and extraordinarily slow. 

One of the reasons Senator Domenici and myself are running 
back and forth is we have the supplemental appropriation bill up 
at this time and that system will not work well because the offsets 
become another series of mirrors and smoke. 

I think that Representative Panetta's bUl is a little approach, but 
I think it is a marginal approach. 

It would pick up about $18 billion and I think the freeze idea is 
one that everyone is talking about, so I have no objection to that, 
but I doubt that it is enough to operate at the margins with what 
we are facing, particularly with what has occurred in the Japanese 
stock market, the flow of European funds away from the United 
States toward the Eastern part of Europe, and the fact that we are 
going to not have the sources of capital to fund our debt as we have 
in the past; that is both the rollover and the new amount of debt 
accumulated by the deficits. I think that is the only reason the 
President has called for the summit. 

I may be a little hard on him on that but I felt before that we 
could go to sequester feeling that the cuts in defense might not be 
important we might cut anyway, so why not just give her a ride. 

What is concerning me with the budget freeze and the reductions 
ploys and the offset taxes is that it plays into the hands of the 
original Reagan-Stockman system which accepts budget reductions 
as the sedient and in some cases the sole goal of the budget process. 
That is not why it was created. 

It downplays the whole congressional constitutional duty and re- 
quirement to establish the Federed spending priorities in the origi- 
nal instances. As you can see, I have a very clear difference of 
opinion with Senator Domenici on where the administration sits or 
should sit in terms of the original budget that is created for the 
United States. 

The administration can and should and does argue about prior- 
ities. They can veto spending bills but Federal spending should be 
set by the Ck)ngress and administered by the administration, an ex- 
traordinarily simple concept which was extraordinarily simply set 
forth in an extraordinarily simple document known as the C!onsti- 
"^^ution of the United States. 
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This is very different from having the administration write the 
original budget and the Congress budget at the margins. That is 
my chief criticism of the Panetta bill. 

I understand it may be necessary and I will support it if it comes 
over as a substitute for Gramm-Rudman. Gramm-Rudman was 
simply a mistake passed to correct the 1981 Gramm-Latta mistake. 
Budgets are political documents. 

They are not accounting documents. And that will never be 
changed. The Congressional Budget Impoundment and Control Act 
of 1974, the so-called Budget Act that you are examining, was de- 
signed in theory—Representative Boiling did it—to give Congress 
back its budget creation powers that had been usurped by 0MB 
and to allow it today more than marginal budgeting. 

I am sure you will remember that—I do not know Representative 
Martin, if you were here at that time, but I know that Representa- 
tive Derrick was—we used to take the Presidential document, the 
budget document, and add or subtract from the margins. 

It was created by Democratic Presidents but it was a bad system 
just the same because it gave complete control over estimates, as- 
sumptions and everything else to the Budget Office, later called the 
OMB, and the end came from Nixon putting management into the 
system, so we were operating at the margins of a administration 
document. 

I do not think we should go back to that. Now, in fact, why it 
passed was a very different thing than its theory. 

It was passed because Nixon was using a line-item veto by im- 
pounding funds, so the tradeoff was that Nixon would be prevented 
from impounding funds using the recision type system and the 
Congress would have a budget system whereby it would know 
during the course of the year what it had done. 

We never did know in the early 1970's, what we had budgeted 
spent or what the deficit was until March of the following year, be- 
cause each bill passed separately, was cataloged separately and 
each bill had its effects that were never known or reported until 
the following year. 

So the budget process then was created with two specific parts. It 
was conceived by first Representative UUman and myself and it 
was implemented by Speaker Albert as an umbrella document with 
a first budget resolution. 

That was congressional vision, the first budget resolution. It took 
the macro-economic issues of the day and addressed them and in 
the mid-1970's we were concerned with unemployment, inflation, 
and, yes, a growing Federal deficit which was causing a growing 
Federal debt which caused enormous debate politically in each of 
the bodies of Congress over the size of the debt. 

All our argument used to be on the debt limit because it was the 
one bill that had to pass. The House became smart and included it 
in its regular document. We still have that in the Senate as what I 
think is a dangerous vehicle to be on the floor. 

It counteracts what was happening in the 1970's the Budget Res- 
olution of 1975 and 1976, supported increased Federal spending for 
public jobs and public works. Still the Federal deficit was kept in 
check and the U.S. Federal deficit headed down from more than 
$70 billion to $40 billion a year. 
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We felt we could carry about $26 billion, so we were still tr3ang 
to go lower. 

As I have noted the original budget act had two resolutions. The 
first is a planning tool for all committees. 

The second budget resolution—and this is where I disagree with 
many of the people who talk about it today—the second budget res- 
olution was the actual budget of the United States created after 
the authorizing and proposing committee bills were passed and 
signed. 

The House Budget Committee did not concern itself in those days 
with programs below $500 billion in value in its first budget resolu- 
tion. So the budget was a strategy not a tactical planning tool. 

Too much of the budget work now goes into the areas of the pro- 
posing and the revenue committees and that was always their fear. 
That is the reason for the setup within the Budget Committee of 
certain Members from those committees as well as the authorizing 
committees, because it was recognized that the budget committee 
could back a force that overwhelmed the actual committees of the 
House and the Senate. 

The way we did it was simply—we called all committee chairmen 
in, asked how much they expected to spend, told them how much of 
a deficit that would create, looked at the horror on their faces, and 
at the end of that period of time we got down to size of the budget. 

In my opinion, what bollixed the system was the advent of the 
Reagan administration and its very bright young OMB Director, 
David Stockman. The fundamentals of the Reagan administration's 
fiscal program were very simple, a big tax cut, a big defense build- 
up, and a balanced budget. 

While the specific domestic cuts to be made to achieve these 
goals were always considered to be there, they were hazy through- 
out the Reagan tenure. 

Domestic cuts were assumed all along because that was the only 
way arithmetically it could work. In 1981 Stockman did his big 
g£mibit that would prevent the budget process, and it was done this 
way. The blueprint for the fiscal plan to establish specific targets 
and mechanisms was jammed. Stockman successfully pressed the 
Republican Senate to block the process so there were no resolutions 
to provide congressional budget. 

As a prelude to major tax reductions he asked for and got a vote 
on a reconciliation bill making precise cuts in domestic programs 
before Congress considered its overall strategy. In this way Stock- 
man writes, "The Senate Budget Committee was transformed into 
an item-by-item domestic budget cutting machine." 

The big picture question of the effect of the tax cut and the de- 
fense buildup was postponed to another day. 

We know the outcome of David Stockman's gamble and it 
became apparent to him that the political machinery was going 
awry, that in the absence of major budget cuts the U.S. Govern- 
ment would be saddled with budget deficits of $150 billion per year, 
and we are, and that is what we are dealing with in this room 
today. 

Stockman hoped that these deficits would be the mother of politi- 
cal invention and to get politicians to turn against their own cre- 
ation, the welfare state. 
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Gramm-Rudman was the result. Defense went up, taxes went 
down and Gramm-Rudman was a constant threat to the domestic 
programs, but the Congress won't give them up and still has not. 

In the end Stockman repented for his system and wrote, "Our 
budget is now drastically out of balance. It is a consequence of an 
accident of governance which occurred in 1981. That it persists is 
due to the internal anti-tax position of the White House." 

He further writes that the Gramm-Rudman-HoUings deficit re- 
duction law stands as a testament to this web of folly. He says, "It 
is truly difficult to conceive of a more mischievous, unworkable 
blunderbuss than this alleged automatic budget cutting device." 

As the budget process continued to evolve, it became more con- 
cerned with cross walking than with macro-economic issues. 

In my opinion it began focusing on the trees rather than the 
forest. This destroyed independent congressional budgeting and al- 
lowed the budget and allowed the administration to set the budget 
parameters. 

This has now evolved into budget symmetry and it is fundamen- 
tally at odds with the original intent of the Budget Act, which was 
signed to bring Congress back into its constitutional role of setting 
revenues and expenditures. 

I want to talk about a couple of alternative concepts and then I 
will stop. I will show you what I did in 1977, so this is not some- 
thing that I thought of last night. 

I believe that any deficit reduction plan should incorporate an 
equitable and sustainable revenue plan in its basic framework. I 
will give you one example. For example, eliminating indexation 
would gamer $5 billion in the first year of enactment and $10 bil- 
lion to $11 billion each subsequent year. 

By the fifth year this would result in additional Federal revenues 
of $42 billion annually, would provide a start toward deficit reduc- 
tion and meeting pressing social needs. 

Congress made a grave error in 1981 when it introduced index- 
ation of the Tax Code. This is a form of tax reduction. It is not a 
tax increase to take away indexing. It is simply to remove a deduc- 
tion. And repealing it would not be a revenue increase, so it would 
increase the revenues of the United States. We must not simply 
rely on pitting one committee against the other in order to reduce 
Federal spending. 

This was the original plan of Reag£in and Stockman, to cut do- 
mestic programs in order to increase defense spending and cut 
taxes. Those days are over. Another suggestion for the deficit re- 
duction would be a freeze base as given in the Panetta bill, but 
using a series of small variable programmatic increases for good 
programs using the elimination of indexation of taxation and in- 
creased savings from a reduced defense program. 

That proposal is basically what I suggested as part of the last 
budget resolution, which I produced when Budget chairman. It was 
in fiscal year 1977 and in schedule G which is in your records. I 
suggested we freeze new programs and let the growth in tax reve- 
nues both from growth in the economy emd from lack of indexing 
balance the budget in 5 years. 

A copy of this is attached to my statement. This was to prevent 
just using short-term goals. It eliminated gimmickry and it did do 
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some things that Ck)ngressman Panetta's bill would do. But what it 
principally was directed toward doing was this: This was a 5-year 
projection showing a freeze of any new programs maintaining ex- 
isting programs with COLAS where applicable and a balanced 
budget would have been achieved by fiscal year 1981 due to growth 
in the economy and the fact there was no indexing built into the 
Tax Code. 

By October 1980, under five economic assumptions you would see 
a budget balance and surpluses beginning to appear without rais- 
ing taxes. This schedule had no official standing. It was my idea of 
a political platform that President Carter could run on in 1980. I 
think you will notice certain similarities to the present proposal 
except at that time we had not accumulated a huge debt by cutting 
taxes while increasing defense spending. 

For a similar system to work now would require we use a reduc- 
tion of defense spending removal of such items as tax indexing and 
a careful balancing of new programs against old. This could elimi- 
nate the deficit and thereafter create a budget surplus to reduce 
the national debt so that our interest pa3maents may be reduced. 

Remember, the payment on interest at this point, the pajmaent 
on interest at this point is greater than the entire Johnson budget 
in 1968 and it is larger than the entire domestic budget when I was 
Budget Chairmem. There lies your problem. 

Thank you for giving me the opportunity to testify. I would be 
happy to answer questions if you have any. I have not tried to tell 
you how I think the new thing should be constructed but I will say 
this—that if you start with a summit you will have reflected back 
into the congressional committees the parameters of what is al- 
ready done and you will be acting only on marginal budget and 
that may be the way that you want to run the country for another 
4 years, but at some point Congress should set a budget based on 
the President's proposal he sen^ up and both should agree on it by 
October at the end of the year. 

Thank you, Mr. Chairman. 
[Senator Adams' prepared statement follows:] 
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St«tenent of Senator Brock Adams 
before 

House Rules Cooialttee 
on 

H.R. 3929, the Budget Process Reform Act of 1990 
May 9. 1990 

Mr. Chalmant 

Thank you for having me before your subcotrmittee to discuss the proposed 
Budget Process Reform Act of 1990. H.R. 3929.  I would like to first make some 
coonents that are specific to this bill and then I would like to discuss some 
alternatives and budget process reform generally. 

As you know, Hr. Panetta's bill repeals Gramm-Rudman-Bollings and replaces it 
with a pay-as-you-go system, exempting Social Security increases from this 
requirement.  This would mean that for any program but Social Security, 
Inflationary Increases would have to be compensated for by cuts in some other 
program.  It is estimated that this system would automatically reduce near- 
term annual deficits by sbout $18 billion. 

B.R. 3929 would also require additional budgetary savings for fiscal years 
1991 through 1993 and would ask for various reforms designed to increase the 
Integrity of the budget process. 

This Is a logical, siarglnal, achievable approach, and I congratulate Chairman 
Panetta for his efforts.  This freeze bill is a good approach, but I doubt it 
will be enough at the present time, even coupled with the current trend of 
holding sunaits with the Administration.  This goes to the basic differences 
that I have with the Congress's accepting the Administration's basic budget 
agenda rather than using the Congressional process to create original budget 
figures and placing Congressional priorities against those of the 
Administration in a clear fashion early in the year. Going to a budget freeze 
and asking for a reduction plays into the hand of the original Reagan-Stockman 
system, which accepts deficit reduction as the salient goal of the budget 
process and downplays the Congress's Constitutional duty to establish federal 
spending priorities in the original instance.  The Administration can argue 
about these priorities and they can veto spending bills but federal spending 
should be set by Congress and administered by the Administration. 

This is very different than having the Administration write the original 
budget and having the Congress budget at the margins.  The Panetta bill Is 
designed in part to replace Gramm-Rudman and it may therefore be politically 
necessary to have such a deficit reduction plan in place, but it does cause 
the bill to be narrowly focuEcd.  In my opinion, Cramm-Rudmen was a mistake 
passed to correct the 1961 Gramm-Latta mistake. 

Budgets are political documents, and that will never be changed.  The 
Congressional Budget and Impoundment Control Act of 1974 was designed in 
theory to give Congress back the budget creation powers that had been usurped 
by 0MB and to allow it to do more than marginal budgeting using past years' 
experience and the Presidential budget documents. 

As Chairman Derrick knows all too well, I was around when the Budget Act was 
drafted, and I was. in fact, the first Chairman of the House Budget Committee 
to put a Budget Resolution in place.  At that time, myself and my predecessor, 
Al Uhlman, conceived of the Budget Resolution as an umbrella document 
containing a Congressional vision of the macroeconomic issues of the day and 
what might be done to address them.  In the mid-1970s we were concerned with 
unemployment, inflation, and, yes, with a growing federal deficit.  To 
counteract unemployment, the Budget Resolutions of 1975 and 1976 supported 
increased federal spending on public jobs and public works programs.  Still, 
the federal deficit was kept in check.  As the recession of the mid-1970 "s 
receded, the U.S. federal deficit headed down from more than $70 billion to 
about $40 billion a year. 

As I have noted, in the original Budget Act, there were two Budget Resolutions 
in each year, with the first Budget Resolution being used as a planning tool 
for all committees, so they would know the level by which their bills would 
increase or decrease the deficit.  The second Budget Resolution was the actual 
budget of the United States created after the authorizing and approriating 
bills were passed.  The House Budget Committee did not concern itself with 
programs below $500 million in value, so as to make the budget a strategic -- 
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not a tactical --  planning tool.  The first Budget Resolutions were also 
carefully coordinated among Speaker Albert, myself and the connnittee chairmen 
early in Karch.  The reconciliation bill was only intended to adjust bills to 
the final Budget Resolution and vas not desJRned as a maior budget b^ll on its 
own. 

In my opinion, the thing that bollixed up the Congressional budgeting 
procedure more than anything else was the advent of the Reagan Administration 
and its bright young 0MB director, David Stockman. 

Stockman was an ideologue.  He wanted to usher in an anti>statist revolution. 
The fundamentals of the Reagan Administration's fiscal program were to be a 
big tax cut. a defense build-up, and a balanced budget.  While the specific 
domestic cuts to be made to achieve these goals were hazy throughout Reagan's 
tenure, domestic cuts were assumed all along. 

In 1981. David Stockman decided to try a budget gambit that would pervert the 
budget process henceforth.  In normal budgeting, Congress would come up with 
an overall blueprint for its fiscal plan, and then would establish the 
specific targets and mechanisms to get to that blueprint.  By contrast. 
Stockman successfully pressed the Republican Senate to block the process so 
there were no resolutions to produce a Congressional budget.  As a prelude to 
major tax reductions, he asked for and got a vote on a reconciliation bill 
making precise cuts in domestic programs before Congress considered its 
overall budget strategy.  In this way, Stockman writes, the Senate Budget 
Committee was 'transformed into an item-by-item domestic budget-cutting 
machine,' and the big-picture question, of the effect of the tax cut and 
defense build-up. was postponed to another day. 

Ve all know the outcome of Stockman's gamble.  Early on it became apparent to 
David Stockman that the political machinery was going awry, and that in the 
absence of major budget cuts the United States government would be saddled 
with unending structural deficits of $150 billion a year.  Stockman hoped that 
these deficits would be the mother of political invention, and would get 
politicians to turn against their own creation -- the welfare state.  Gramm- 
Rudman was the result.  Defense went up, taxes went down and Gramn-Rudman was 
a constant threat to domestic programs (which Congress did not give up). 

In the end. Stockman repented and wrote "our budget is now drastically out of 
balance... It Is the consequence of an accident of governance which occurred 
in 1981.  That it persists is due to the untenable anti-tax position of the 
White House."  Stockman further writes that the Gramm-Rudman-Hollings deficit 
reduction law stands as a testament to this web of folly.  He says, "It is 
truly difficult to conceive of a more mischievous, unworkable blunderbuss than 
this alleged automatic budget-cutting device.* 

As the budget process continued to evolve, coomittees became more concerned 
with cross-walking than with macroeconomlc issues, and. in my opinion, began a 
process of focusing on the trees instead of the forest.  This destroyed 
independent Congressional budgeting and allowed the Adminstration to set 
budget parameters.  This has now evolved into budget summitry and is 
fundamentally at odds with the original intent of the Budget Act. which was 
designed to bring the Congress back into its Constitutional role of setting 
revenues and expenditures. 

SOME ALTERNATIVE 
CONCEPTS 

I believe that any deficit reduction plan should incorporate an equitable and 
sustainable revenue plan in its basic framework.  Eliminating indexation could 
garner S5 billion in the first year of enactment, and $10 to $11 billion in 
each subsequent year.  By the fifth year, this would result in additional 
federal revenues of S^2 billion annually.  This would provide a start toward 
deficit reduction and meeting pressing social needs.  Congress made a grave 
error in 1961 when it introduced indexation into the tax code.  This is a form 
of tax reduction each year, and repealing it would not be a revenue increase. 
We must not simply rely on pitting one committee against another for reduced 
federal funds.  This was the original plan of Ronald Reagan and David Stockman 
to cut domestic programs in order to increase defense spending and cut taxes. 
Those days are over. 

Another suggestion for deficit reduction would be to start with a freeze base, 
but use a series of small, variable programmatic increases for good programs 
using the elimination of indexation of taxation and increased savings from a 
reduced defense program. 

This proposal is basically what I suggested as part of the last budget 
resolution produced when I was budget chairman.  It was fiscal year 1977, and 
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in Schedule G, I suggested that we freeze new prograos and let the growth in 
tax receipts balance the budget in five years. A copy of this schedule is 
attached to my statement. 

I support H.R. 3929*$ attempt to get Congress to focus on the longer-term 
implications of its policy choices.  Requiring a five-year preview of the 
effect of a given policy would help to minimize federal fire sales in the name 
of reaching short-term goals and would highlight budget shenanigans like the 
'savings' achieved in reducing the capital gains tax rate. 

I support the actions that Hr. Panetta's bill takts to try to eliminate 
ginmickry in both the Presidential and Congressional budgets.  But at this 
time, with deep gulfs among various actors* budgetary desires, some smoke and 
mirrors will be needed to bring us through the political nire. 

I applaud several of things that Chairman Panetta has tried to do in H.R. 
3929.  I do feel, however, that to develop a Congressional budget well, the 
Congress must somehow pull itself out of its current mode of counting pennies 
under OHfi's direction and develop the architecture for a larger plan. 

CONCLUSION 

I have explained in my written statement the original budget system.  The 
first Congressional Budget Resolution was designed to be an answer to the 
President's budget document.  The second Budget Resolution was to be the 
Constitutional budget of the United States in place as a result of 
Congressionally passed and Presidentially signed laws that set revenues, 
spending, and a resulting surplus or deficit.  It was reconciled by a 
reconciliation resolution in the narrow areas where it needed adjustment. 

As I previously stated, 1 have attached to my statement Schedule G of the 
fiscal year 1977 budget resolution.  This was a five-year projection showing a 
freeze of any new programs, maintaining existing programs with COLAs where 
applicable.  A balanced budget would have been achieved by fiscal year 1981 
due to growth in the economy and the fact that there was no indexing built 
into the tax code.  By October of 1980, under five economic scenarios you 
would see the budget balanced and surpluses beginning to appear without 
raising taxes.  This schedule had no official standing, but was my idea at the 
time of 8 political platform for President Carter to run on in 1980.  I think 
you will notice certain similarities to the present proposal, except at the 
time we had not accumulated a huge debt by cutting taxes while increasing 
defense spending.  For a similar system to work now it will require that we 
use a reduction of defense spending, the removal of such items as tax 
indexing, and a careful balancing of new programs against the old.  This could 
eliminate the deficit and, thereafter create a budget surplus and reduce the 
national debt, so that our interest payments may be reduced. 

Remember, the payment on interest at this point is greater than the entire 
Johnson budget for 1968. 

Thank you again for giving me the opportunity to testify before your 
committee. 
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Chairman DERRICK. Thank you Senator Adams. I have two ques- 
tions I want to ask you. Since you mentioned something about the 
summit, apparently the President has either chtinged his mind or 
is about to change his mind or there is something going on about 
this "read my lips" business. Why do you think that we are getting 
to that point? 

Do you think, as has been suggested, that the administration sees 
a recession or they expected a recession maybe about now, but they 
see the recession being put off probably with some proximity to the 
next Presidential election? I give the President more credit than 
that but these are some of the things that have been suggested. 

Senator ADAMS. I think the "read my lips" came from their ex- 
pectation they could slide through 1992 using the social security 
revenues which are going to amount to a billion dollars a week and 
there will be up to $5 billion in a short period of time and no reces- 
sion and close to balanced budget, but small deficits they could 
slide by. 

What has occurred is they have got a huge debt pajrment to 
make in terms of interest and they have an increasing amount of 
debt to fund so they have got both a role over to fund suid they 
have got each deficit. We seem to always forget that, but the prob- 
lem with the deficit is not the year. The problem is it adds to the 
debt which adds to the interest payment and it means that you 
have got to fund it. 

The Japanese market just went down so the Japanese may not 
be as eager to buy our bonds. They have been funding about a 
quarter to a third of our extra debt. The Europeans have been 
funding it and the Grerman Central Bank is now turning toward 
East Germany and the European sources are doing the same. So 
your level with where are you going to get the money to roll the 
big debt, add on this additional debt—you have the threat of Con- 
gress saying, well, we may put off your ability to use the social se- 
curity revenues, which are enormous, and therefore smart minds 
are saying we better make a deal so that we can keep our interest 
rates down or else they are going to sky-rocket, because the Japa- 
nese are raising theirs. 

The Grermans are going to have to raise theirs to handle East 
Germany. They are going to compete for money on the market and 
our rates will have to go up in order to raise money for the debt. 
The junk bond market is gone so you do not have the financing of 
local businesses and initiatives through the junk bond market so 
that puts a pressure on money. 

So, they have run out of money. That is what happens to every 
debtor that goes in debt every year and we have finally arrived 
close to the point where it is getting hard to get the money. 

Chairman DERRICK. DO you think we ought to do away with 
Gramm-Rudman? 

Senator ADAMS. Absolutely. 
Chairman DERRICK. I am getting a little editorial comment. Do 

you think we ought to do away with the Budget Act? Do you think 
it is getting to the point it really serves no useful purpose? We 
have had a good bit of testimony before this committee, and there 
have been a number of people I think you would hold in very high 
esteem, academics as well as Members of Congress, who suggested 
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the Budget Act needs to be done away with; that we need to go 
back basically the way we did it before 1974 and put the onus, if 
you will, on the administration to come forward with their budget; 
that all the Budget Act has done, together with Gramm-Rudman- 
HoUings, has encouraged the Congress to be dishonest with the 
American people. 

Senator ADAMS. I wouldn't do away with it, but I would change 
its structure and importance greatly. You can't rely on the admin- 
istration's budget any time, any place, it is a political document, it 
is a statement of what they want. 

Chairman DERRICK. Ours is, too. 
Senator ADAMS. Precisely. That was the second point I was going 

to make. The part of the Budget Act that should be kept is the 
strategic planning part of it, which tells you where you are going, 
and keeps track for you during the year of where you are, so you 
know how big or how little. The difference between our budget 
process and the administration's budget is ours is for real. By the 
time you get finished passing or not passing those bills, the deficit 
exists or doesn't exist, and you have got to know about that before 
March of the year following the year that you did it. 

I would remove a lot of the strictures in it, where it is really 
doing the ^ob of other committees and wasting an ungodly amount 
of time with points of order and double points of order and that 
kind of thing, but I think it is necessary for the Congress either to 
have one big appropriations bill, if you want to do that, and have 
one big set of entitlements, but one way or the other, you have got 
to keep track of what your cash flow spending is. 

And so, the Budget Act as it now sits, I think a lot of it should be 
done away with, but I do think you should keep the first part of it 
so that the committees, both appropriating and authorizing, know 
where they are, and those in charge of oversight on entitlements 
know where they are. 

Chairman DERRICK. Well, I think that what you are suggesting is 
that we turn the Budget Committee into an accounting office, pri- 
marily. I mean, I am sure that is an overstatement of what you 
mean, but you know I don't disagree with you. 

Let me ask you one other question. I have always thought it 
would be worth consideration of eliminating the Appropriations 
Committee, eliminating the Ways and Means Committee, eliminat- 
ing the Budget Committee, and putting it all together in a Finance 
Committee, and let them come up with a budget including the rev- 
enues, as well as the expenditures £ind everj^hing, and bring it on 
the floor by a date certain, and let that take precedence over every- 
thing else that the Congress is dealing with, and they must deal 
vfith that and p£iss it. 

Senator ADAMS. Historically, systems like that have been used. 
Chairman DERRICK. Well, it makes sense to me, because you are 

dealing with the whole ball of wax at one time, and I think it 
would be a much more—it could be at least, a much more effective 
way of working some sort of pay as you go situation. 

I might also add that not in my greatest imagination do I think 
that is going to happen. 

Senator ADAMS. Well, the country started that way. Ways and 
Means originally was, and did just precisely what you say. There 
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have been about four great budget developments in the course of 
U.S. history, so there is nothing sacred about the way we do it, and 
at one time, we had one big appropriations bill, instead of 13. That 
was about 1946. 

In 1921, we had a system where we didn't have authorizing and 
appropriating committees, authorizing committees did do appropri- 
ating, so you could do it, and there is both precedent and history 
and results of whether it worked or not for what you suggest, and 
for several other things that are very similar. 

Chairman DERRICK. Would you be interested in sponsoring that 
bill in the Senate, along with me in the House? 

Senator ADAMS. Oh, I might look at something like that. 
Chairman DERRICK. I am just teasing. 
Mrs. Martin. 
Mrs. MARTIN. I thank the gentleman for his historic perspective, 

although I do detect a tendency, if you come in the process at dif- 
ferent points, you may view it differently. Some of the years you 
count as negatives, I count as positives. 

I mean, I view what happened from 1977 to 1980 as might have 
been a great process in those few moments. Regrettably, the econo- 
my went in the trash can. 

Senator ADAMS. We had a terrible time in 1977 to 1980, the 
Nation did. 

Mrs. MARTIN. The point I am making, Senator, that is more im- 
portant than quite how well a committee worked, what happened 
in the Nation. 

Senator ADAMS. Absolutely, and that—that is the whole point of 
what I have tried to say today, is that in the 1970's, you were deal- 
ing with the oil crisis shutoff. You were dealing with coming out of 
a long recession, and what we shifted to in 1981 was a war econo- 
my without a war, and therefore, we got prosperity, and  

Mrs. MARTIN. Prosperity is no small thing. I, by the way, do dis- 
agree with some of your conclusions, but I think the historic per- 
spective is useful. I am not as sure what worked in 1973 you can 
automatically transfer to 1993. We are talking about two different 
decades, and of change, but I think the historic perspective of the 
changes you are talking about are of extraordinary value to this 
committee, and I am grateful you brought them to us here. 

Senator ADAMS. I know you are very bright on this subcommit- 
tee. 

Mrs. MARTIN. I am barely adequate, but I try. 
Senator ADAMS. I don't want to leave the impression with—we 

were still riding the roller-coaster in the 1970's up and down with 
the economy, and we have sustained prosperity. It was almost like 
running a war. What I meant was we have now built into this 
Nation a structural deficit. 

Mrs. MARTIN. I did understand your point. 
Senator ADAMS. And that is a very different thing to deal with, 

that is why I am willing to deal with changes in the budget proc- 
ess, because you are going to have every year $150 billion. You can 
vary the figures, but a huge, automatic deficit, your debt never 
stops going down, and you are leading to one thing, which is de- 
valuation, or you monetize your debt or you do one of the terrible 
things that the third-rate or banana republics do. 
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Mrs. MARTIN. My only question is—you know, and I must tell 
you I disagree with your concept of the last thing that saves the 
working men and women, I think, is an indexation, so we disagree 
on that, but you know that is a perfectly legitimate disagreement. 

You talked about the system, political documents, we certainly 
concur, and we talk about sort of overprocessing. Are you aware 
the chairman of the Ways and Means Committee was in here and 
his suggestion of a challenge involves mainly the safeguarded 
points of order, which is what you just said, multiple, triple points 
of order don't work, haven't worked, and do not work. 

Senator ADAMS. I have a question whether this will work and the 
points of order are much overdone, and it is worse in the Senate 
than it is in the House. 

Mrs. MARTIN. Don't tell me something like that. 
Senator ADAMS. Oh, yes, because the problem is you can't get 

anything to move. You have no motion to proceed. You have no 
motion to cut off debate. You have no motion to do almost any- 
thing. 

Mrs. MARTIN. So you would have to regrettably, respectfully 
question whether those points of order, as suggested by the chair- 
man. Chairman Rostenkowski, would be valid or substantial chal- 
lenges in whole. 

Senator ADAMS. If I did it, I would do it only on the House side, 
because on the House side, you can get to a point of order. I went 
through a point of order in the Senate the other day on germane- 
ness to a House bill, because you see, the House really is in control 
of the budget system, the fund-raising, and the spending. 

It is technically done in the House constitutionally and is a 
matter of practically the way we do it. The Senate then adjusts 
these things, so you can do things, and you are set up to do things 
in the House both more efficiently and always first, so that you 
send to the Senate really a document sdmost like the President 
does, and therefore, the creation of that document, I think, is up to 
your Rules Committee, up to you all, and to the House as a whole, 
as to how you want to create that. 

That is why, if you want to have points of order here, they are 
entirely different things than if you are using them on both sides. 

Mrs. MARTIN. Thank you. 
Chairman DERRICK. Thank you, Mrs. Martin. 
Mr. Wheat. 
Mr. WHEAT. Mr. Chairman, thank you for the opportunity. 
Senator, I don't want to take but a few more minutes with you. 

Let me ask you just one general question. I note your somewhat 
intense opposition to Gramm-Rudman and appreciates many of the 
reasons for it in that it abrogates our responsibility to set national 
priorities, but looking at the Panetta plan, I am wondering how 
you see that as an improvement in our ability to affect some of the 
major problems that exist in the country that would not be ad- 
dressed under any kind of automatic mechanism. 

Senator ADAMS. I think it is marginal. I do not think it is the 
answer. It is a freeze plus variable change coming out of the top of 
it, whereas Gramm-Rudman operates in the opposite direction. 
That is the only difference, and that is what I indicated in my 
statement. I think it might help in that you would be going on the 
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up side rather than the down side, and it is always easier to go up 
side than down side in the politics of both the House and the 
Senate. 

But I do not think it is the ultimate solution to the structural 
deficit, no. 

Mr. WHEAT. Thank you very much. Senator. 
Thank you, Mr. Chairman. 
Senator ADAMS. Thank you very much, Mr. Chairman. 
Chadrman DERRICK. Thank you. It was delightful to have you 

over. Thank you for your excellent testimony. 
Without objection, the Chair wishes to place in the record the fol- 

lowing statement of Representative Tauke of Iowa. 
[The statement of Representative Thomas J. Tauke, as though 

read, follows:] 

STATEMENT OF HON. THOMAS J. TAUKE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF IOWA 

Mr. TAUKE. Mr. Chairman, thank you for the opportunity to join 
my good friend and colleague, Senator Dan Coats of Indiana, to 
outline our support for legislation before your subcommittee, H.R. 
3271, the Legislative Line Item Veto Act of 1989, which I commend 
to your attention. 

If we are ever to restore fiscal sanity to our Nation, we must 
make Congress more accountable for its decisions to spend tsixpay- 
er dollars. A corporation is accountable to its stock holders, an em- 
ployee is accountable to his or her employer, and so, my colleagues, 
must the Government of this Nation be accountable to those it gov- 
erns. 

I am here today to outline my support for our proposal which 
will increase this accountability to the American taxpayer. The 
Legislative Line Item Veto Act is a part of budgetary process 
reform which is long overdue. It will inject some fiscal discipline 
into a process that is badly in need of medical attention. This legis- 
lation will strengthen the Executive power of the President to con- 
trol Federal spending. Specifically, it would enhance the Presi- 
dent's ability to cancel unnecessary spending. 

Under current law, the President may propose to Congress that 
previously appropriated budget authority be rescinded. But, a pro- 
posed rescission does not take effect unless Congress specifically ap- 
proves it by joint resolution within 45 calendar days. Congress can 
simply ignore rescissions and kill these proposed savings by inac- 
tion—Congress' specialty. 

This legislation would insert a new title into the Budget and Im- 
poundment Act of 1974 to reverse this presumption and make inac- 
tion work to the benefit of budgetary savings. It would provide that 
proposed rescissions take effect unless specifically disapproved by 
Congress by joint resolution. The current veto by inaction would be 
replaced by a requirement that Congress step up to the plate and 
openly reject proposed savings, if that is its determination. In other 
words, it increases our accountability. 

Since 1975, Congress has rejected more than $32 billion in pro- 
posed savings that three Presidents determined were necessary. In 
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most years since the power existed, only a fraction of proposed 
Presidential rescissions have been granted. 

The Budget and Impoundment Act of 1974 severely restricted 
Presidential authority over appropriated funds while establishing 
what most believed would be a budget process creating incentives 
for Congress to control fiscal policy. After more than a decade's ex- 
perience, it is clear that spending money is still the main incentive 
in Congress. The time has come to re-establish a greater role for 
the President in the budget process. Under this legislation, Con- 
gress would still have the opportunity to reject a Presidential re- 
scission if it insists on spending the funds in question. What Con- 
gress could not do is simply ignore the proposal and allow billions 
to be spent that our Nation's Chief Executive believe should be 
saved. 

Mr. Chairman, I urge you and your colleagues to join Senator 
Coats and myself in supporting H.R. 3271, and I agsun appreciate 
the opportunity to be here today. 

Chairman DERRICK. We are going to recess for a moment and go 
down and vote. 

[A brief recess was taken.] 
Chairman DERRICK. We will now hear from Mr. Tim Penny. 

STATEMENT OF HON. TIMOTHY J. PENNY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MINNESOTA 

Mr. PENNY. I have written testimony I would ask be included in 
the record, as well as a copy of my legislation regarding pay-as-you- 
go budgeting, and my legislation addressing social security taxes, 
and a third bill I have introduced dealing with the calculation of 
the budget deficit, also relating to the social security surplus. 

Mr. Chairman, I want to stress just a few key points. My judg- 
ment is that overspending at the Federal level is simply a product 
of human nature and the political process. 

Chairman DERRICK. YOU said, "and the political process"? 
Mr. PENNY. And the political process. I think one drives the 

other. It is human nature to resist restraints, and our politiced 
system at the national level does not reward restraint. We have in- 
terest groups at the national level that have absolutely no—no 
reason to keep an eye on the bottom line. And we have a commit- 
tee process within Congress that equates political success and the 
accumulation of power with involving the Federtil Government in 
more areas at greater expense. 

That is the fundamental problem. So I don't know that there is 
any budget system that is going to solve this basic dilemma of 
human nature and political expediency. The Budget Resolution of 
1974 was helpful at the beginning. But, as we have learned, it 
doesn't take long for people to figure out how to get around the 
system and to go back to their old habits. 

So, the budget process eventually became a failure though it ini- 
tially imposed some limitations on the conduct of the Congress. 

Similarly, the Gramm-Rudman-HoUings legislation of the mid- 
1980's had us stymied for a while. But again, it didn't take us long 
to Agure out how to work around the Gramm-Rudman-HoUings 
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it than not to have it. 

I am convinced deficits would be much larger today in the ab- 
sence of that Gramm-Rudman sequestration threat. Nonetheless, 
the fact remains in the last 2 or 3 fiscal years, we have done little, 
if anything, to reduce the size of the Federal budget deficit. 

And if you account for the social security surplus, we in fact 
have been moving in the wrong direction, and deficits have in fact 
been growing in the last few years. 

Let me suggest that this issue is not as complicated as we pre- 
tend it to be. All the dates and the deadlines and definitions of 
what is in and out of the budget are really extraneous to the cen- 
tral issue. More often than not, the more complicated the budget 
process becomes, the easier it is for us to play games and to get 
around it. 

I think that the cle£urest action that should be taken by Congress 
is a relatively simple action. That is to establish as firmly as possi- 
ble a policy that will disallow us from spending one dime more in 
the new fiscal year than we have spent in the old fiscal year, no 
exceptions, period. 

I am not fond of tax indexing. I am not fond of government 
spending indexation. Neither helps us to face honestly the budget 
and revenue choices that ought to be made if you are going to keep 
our accounts in some sort of balance. 

I applaud Chairman Panetta's introduction of a pay-as-you-go 
bill. It is not as tough a pay-as-you-go plan as I would propose on 
my own, but it is encouraging to see someone higher in the leader- 
ship ladder step out on this issue. Pay-as-you-go simply suggests an 
across-the-board freeze at current levels as the best place to begin. 
Any increases in any account of the Federal Government must be 
justified either through the new revenues necessary to pay for 
those increases or cuts in less important programs. 

This kind of a pay-as-you-go budget policy simply injects honesty 
into the budget process. We have not in the last decade or more 
had an honest debate about the Federal bu^et. The numbers are 
always fudged, the assumptions are often dishonest, and we have 
never, in a forthright manner, shared with the American public 
the dimensions of the problem that exists. 

I think pay-as-you-go budgeting will force us to pit programs 
against one another. I disagree with the previous speaker. Senator 
Adams, who said that we ought not do that. That is fundamentally 
what we ought to do in Congress to pit progreuns against one an- 
other. 

In the absence of that kind of compare and contrast, everything 
sounds good, everything looks good, everything is a priority. We 
can't afford to make everything a priority, and that is at the heart 
of the problem with the deficit spending at the national level. 

We also, by freezing across the board, and justifying any in- 
creases by offsetting revenues or cuts in other areas, will allow the 
normal growth in our economy to generate the revenue necessary 
to help us eliminate the deficit. 

No other approach that I am aware of gives us the benefit of that 
natural growth in the economy as well as the pay-as-you-go ap- 
proach. 



369 

And finally, let me simply say a few words about social security 
and whether it ought to be on or off-budget. I think Senator Moyni- 
han has done us a tremendous service by pointing out to the Amer- 
ican public in a very graphic way the dishonesty in Federal budget- 
ing. 

When we passed the 1983 social security reforms, no one around 
here anticipated we were going to continue overspending in all 
other accounts of government. We honestly believed in 1983 that to 
the extent there was a surplus generated in the social security 
system due to these higher payroll taxes, it was going to be set 
aside in some fashion to pay future retirement benefits. 

But the fact that social security was counted along with all the 
other revenue sources in the Federal Treasury has allowed us to 
easily and dishonestly spend this money on the day-to-day oper- 
ation of the general government. Moynihan has blown the whistle. 
Whether we move social security off-budget and count all the other 
programs and revenues in the government separately; whether we 
apply the surplus to retiring the debt—which is maybe the best 
thing to do in terms of its effect on our economy—or whether we 
find some other way to deal with the social security question, I 
think it is part and parcel of a principle that restores honesty to 
the Federal budget system. In saying that I want to restore some 
protection for the social security surplus, I would not go so far as to 
say that we ought to exempt social security totally from all budget 
considerations. 

I think even with the surplus protected, there are policy consid- 
erations involving indexation of social security benefits and retire- 
ment age questions, that we should not run away from. Because we 
must bite the bullet and make some decisions about those issues in 
the 1990's. When the baby-boomers retire in the twenties and thir- 
ties of the next century, it will be too late to make those decisions. 
Consequently the next generation of workers will be burdened with 
higher taxes as a result of our inattention to these issues today. 

In judgment, it is as simple as that. We can quibble all day long 
about dates and deadlines and assumptions and all the rest, but to 
me, those detfiils are less important than sm overall principle of 
how we go about budgeting at the national level. Fundamentally, 
there is no better way to proceed than to stop spending more, 
unless we know where the money is coming from. 

Thank you, Mr. Chairman. 
[Mr. Penny's prepared statement, with attachments, follows:] 

PREPARED STATEMENT OF HON. TIMOTHY J. PENNY, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OP MINNESOTA 

Since passage of the Gramm-Rudman deficit reduction law in 1985 and the subse- 
quent rewrite of that law in 1987, a great deal of focus has fallen on deficit reduc- 
tion—and rightly so, in my view. Unfortunately, Mr. Chairman and members, the 
deficit in the operating budget has stayed very much the same: for fiscal year 1987, 
the deficit was $149.69 billion; in fiscal year 1988, the deficit actually increased to 
$155.15 billion; last fiscal year, 1989, the deficit was $152.08 billion; recently, the 
Congressional Budget Office [CBO] estimated the current year, 1990, deficit to be 
near $140 billion and significantly on the increase. Furthermore, if you take away 
the social security tax receipts, the deficit in the rest of the budget has actually in- 
creased significantly. For fiscal year 1990, for example, CBO projects the deficit to 
be in excess of $204 billion if social security tax payments are not counted. 
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Fundamentally as a government, we have failed to make the tough choices neces- 
sary to reduce the overall deficit. As I see it, we can make tough choices now, or 
tougher choices later. Just this morning. The Washington Post reported the Joint 
Economic Committee is projecting that $111 billion will need to be cut this next 
fiscal year, 1991, to stay with the Gramm-Rudman guidelines, an increase of nearly 
$75 billion over the OfRce of Management and Budget's earlier projection. 

Cuts of that magnitude require a significant plan of deficit reduction, much like 
the one outlined by Chairman Roetenkowski, which I endorse. For my own part, I 
have long-advocated a package of deficit reduction that avoids gimmicks like asset 
sales and funny-money budgeting for a budget authority freeze, entitlement reform, 
and revenue increases. 

I also want to express my support for l^islation to reform the budget treatment 
of social security. As you may know, I am tiie author of legislation, similar to Sena- 
tor Pat Moynihan's mat would rescind the social security [FICA] tax increase that 
went into effect January 1 and to further reduce the FICA tex in 1991 to 5.1 percent 
on individuals and employers. While this committee does not have jurisdiction over 
this matter, I urge you to express support in your deliberations to protect social se- 
curity. 

It is clear that the administration intends to continue to allow social security rev- 
enues to mask the deficit and further use the social security payroll tax as a con- 
tinuing source of funds for the general budget. Senator Mo}rnihan's proposal forces 
the administration and Congress to be honest about the deficit, and to talk about 
how to set national priorities and get to a balanced budget. And to me, that is the 
real significance of his legislation. I am well aware that reducing the payroll tax 
now would be a "mixed bag." A tax break would put money into the hands of work- 
ing men and women tmd that might stimulate the economy to some degree. But it 
might not be enough to offset the effect on the economy of increased Government 
borrowing. 

I strongly feel that any reduction in the FICA tax should not be done in isolation 
of the big picture; that being a more fiscEilly responsible treatment of the rest of the 
budget. In fact, if we would be honest about the need for cuts and revenues in order 
to balance the rest of the budget, the origintd promise that social security funds 
would be protected for future retirees would be met, and the reduction in the pay- 
roll tax would be less imperative. 

As we have heard memy times in the past few months, reducing the payroll tax is 
a dramatic and controversial step. But I believe the proposal may finally bring us to 
our senses about the deficit. There are many options available to achieve deficit re- 
duction. 

For example, I would also strongly support legislation to exclude social security 
receipts from the deficit calculation. I have introduced legislation (H.R. 3323) to 
achieve this goal. I know this off-budget approach has support among members of 
this committee, and I would urge you to push—as I will—to move to unmask the 
deficit by whatever means available. 

But Mr. Chairman, before we can make these bold strokes, it is absolutely neces- 
sary to reform the budget process. 

I was pleased to recently join Budget Committee Chairman Leon Panetta in co- 
sponsoring legislation, H.R. 3929, to establish a pay-as-you-go budget process. In my 
view, this proposal is long overdue, and worthy of debate and passage by the Con- 
gress. 

Pay-as-you-go budgeting is a concept I have long supported. In fact, I have intro- 
duced l^islation in the last two Congresses to implement a pay-as-you-go budget 
process. The power of pay-as-you-go is that it will bring about significant deficit re- 
duction and force the President and the Congress to establish budget priorities and 
live by those priorities. 

Chairman Panetta's legislation, like my own, simply requires that except for de- 
mographic changes £md social security payments, all other programs, projects and 
activities in the budget would be frozen. If either the Congress or the President de- 
sired to increase funding in these programs, they would have to propose correspond- 
ing reductions in other programs or tax increases to offset the additional spending. 
By definition, a pay-as-you-go budget process demands that priorities be establishnl 
in the budget resolution and that the Congress live by those priorities. 

By freezing spending in most programs and requiring new spending be offset by 
budget cuts elsewhere in the budget or by tax increases, the President and the Con- 
gress will no longer be able to hide behind infiated economic assumptions and hope 
for the best. Keep in mind that we are faced with a budget tfirget for fiscal year 
1991 of $64 billion, $74 billion if we use the $10 billion fudge factor in the Grariun- 
Rudman law. If the CBO projections were to be adopted this year—and they are not 



371 

likely to be adopted since the administration's economic projections are operative 
for Gramm-Rudman purposes—spending in fiscal year 1991 would have to be re- 
duced by nearly $85 billion, by recent re-estimates. 

With an agreement to limit spending and raise some revenues, we might be able 
to reach that number, but given our current budget deadlock and the unwillingness 
of the administration to face up to the budget deficit, it seems unlikely that spend- 
ing wiU be reduced by $85 billion this year. While our annual budget savings may 
be slightly smaller under the legislation we are coeponsoring, the budget cuts are 
more likely to be real and more likely to produce significant multiyear savings. By 
moving to a pay-as-you-go budget process, however, economic assumptions take a 
backseat to deficit reduction. Under Chairman Panetta's legislation or my own, "ex- 
penditure discipline" will be the order of the day. 

Mr. Chairman, I strongly urge this committee to be bold in its approach to budget 
process reform this year. The American jjeople are ready for bold strokes, be they 
program reforms, new revenues, or fully funding existing programs that have 
proven their worthiness. I hope we will not quickly pass up another opportunity to 
take some bold, innovative steps. I ask that supporting materials be included with 
this statement. 

[The information referred to follows:] 
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1018T CONGKESS 
l8T SESSION H.R.1262 

To amend the congressional budget process to provide for a pay-as-you-go budget 
for the United States, to provide for a biennial budget for the United States, 
and to provide line item veto authority for the President, and for other 
purposes. 

m THE HOUSE OF REPRESENTATIVES 

MARCH 2, 1989 

Mr. PENNY (for himself, Mr. FBBNZEL, Mr. ROBINSON, Mr. LEWIS of Florida, Mr. 
DORGAN of North Dakota, Mr. OWENS of Utah, and Mr. STBNHOLM) intro- 
duced the following bill; which was referred jointly to the Committees on 
Government Operations and Rules 

A BILL 
To amend the congressional budget process to provide for a 

pay-as-you-go budget for the United States, to provide for a 

biennial budget for the United States, and to provide line 
item veto authority for the President, and for other 
purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 TITLE I—PAY-AS-YOU-GO BUDGET 
4 SECTION 101. SHORT TITLE. 

5 This title may be cited as the "Budget Reform Act of 

6 1989". 
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2 
1   SEC 102. POINT OF ORDER. 

3 (a) GBNBBAL KCLB.— 

3 (1) Notwithstanding any other provision of law, 

4 and except as provided in paragraph (2), it shall not be 

5 in order in the Senate or the House of Representatives 

6 to consider any concurrent resolution on the budget for 

7 any fiscal year beginning after September 30, 1989, or 

8 any   amendment   thereto,   or  any   conference   report 

9 thereon, if— 

10 (A) the adoption of such concurrent resolu- 

11 tion as reported; 

12 (6) the adoption of such amendment; or 

13 (C) the adoption of the concurrent resolution 

14 in  the  form   recommended   in   such   conference 

15 report, 

16 would cause— 

17 (i) the appropriate level of total budget out- 

18 lays set forth in such concurrent resolution for 

19 such fiscal year to exceed the appropriate level of 

20 total budget outlays set forth for the preceding 

21 fiscal year in the most recently agreed to concur- 

22 rent resolution on the budget for that preceding 

23 fiscal year; or 

24 (ii) the recommended level of Federal reve- 

25 nues set forth in such concurrent resolution for 

26 such fiscal year to be less than the recommended 

•BB 126! m 
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1 level of Federal revenues for the preceding fiscal 

2 year set forth in the most recently agreed to con- 

3 current resolution on the budget for that preced- 

4 ing fiscal year. 

6 (2) Notwithstanding paragraph (1), a concurrent 

6 resolution on the budget for a fiscal year may— 

7 (A) provide for an amount of budget outlays 

8 for such fiscal year in excess of the appropriate 

9 level of total budget outlays for the preceding 

10 fiscal year set forth in the most recently agreed to 

11 concurrent resolution on the budget for that pre- 

12 ceding fiscal year if the concurrent resolution on 

18 the budget for such fiscal year also— 

14 (i) provides for an amount of revenues 

15 for such fiscal year (in addition to an amount 

16 of revenues equal to the recommended level 

17 of Federal revenues for the preceding fiscal 

18 year set forth in the most recently agreed to 

19 concurrent resolution on the budget for that 

20 preceding fiscal year) that is not less than 

21 such amount of excess budget outlays; and 

22 (ii) identifies the source of such addi- 

23 tional   amount   of   revenues   and   proposes 

24 changes in law to achieve such additional 

35 amount of revenues; or 

•HK 1262 IH 
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1 (B) provide for a reduction in the recom- 

2 mended level of Federal revenues for such fiscal 

3 year below the recommended level of Federal rev- 

4 enues for the preceding fiscal year set forth in the 

5 most recently agreed to concurrent resolution on 

6 the budget for that preceding fiscal year if the 

7 concurrent resolution on the budget for such fiscal 

8 year also— 

9 (i) provides for a reduction in budget 

10 outlays for such fiscal year below the appro- 

11 priate level of total budget outlays for the 

12 preceding fiscal year set forth in the most re- 

13 cently agreed to concurrent resolution on the 

14 budget for that preceding fiscal year, in an 

15 amount not less than the amount of the re- 

16 duction in revenues for such fiscal year; and 

17 (ii) identifies the program or activity in 

18 which such reduction in budget outlays is to 

19 be made and proposes changes in law to ac- 

20 complish such reduction in budget outlays. 

21 (3) Any additional amount of revenues contained 

22 in a concurrent resolution on the budget pursuant to 

23 paragraph (2)(A)(i) shall only include additional reve- 

24 nues which will result from proposed changes in law. 

25 Any reduction in budget outlays contained in a concur- 
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1 rent resolution on the budget pursuant to paragraph 

2 (2)(B)(i) shall only include reductions in budget outlays 

3 which will result from proposed changes in law. 

4 (b) WAIVER.—Subsection (a) may be waived by a two- 

5 thirds vote of the Members of each House of Congress, duly 

6 chosen and sworn. 

7 (c) PURPOSE OF EXCESS REVENUES.—Notwithstand- 

8 ing any other provision of law, it shall not be in order in the 

9 Senate or the House of Representatives to consider a concur- 

10 rent resolution on the budget for a fiscal year that sets forth a 

11 recommended level of revenues for such fiscal year in excess 

12 of the appropriate level of total budget outlays for such fiscal 

13 year, unless such concurrent resolution specifies the purposes 

14 for which such excess revenues are to be allocated. 

15 SEC. 103. PRESIDENT'S BUDGET. 

16 (a) GENERAL RULE.—Notwithstanding any other pro- 

17 vision of law and except as provided in subsection (b), the 

18 budget transmitted pursuant to section 1105(a) of title 31, 

19 United States Code, for the following fiscal year shall not 

20 contain— 

21 (1) an estimate of total budget outlays for such 

22 following fiscal year which exceeds  the  appropriate 

23 level of total budget outlays for the fiscal year in 

24 progress set forth in the most recently agreed to con- 
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1 current resolution on the budget for the fiscal year in 

2 progress; or 

8 (2) an estimate of total revenues for such follow- 

4 ing fiscal year which is less than the recommended 

5 level of revenues for the fiscal year in progress set 

6 forth in the most recently agreed to concurrent resolu- 

7 tion on the budget for the fiscal year in progress. 

8 (b) EXCEPTION.—Notwithstanding subsection (a), the 

9 budget transmitted pursuant to section 1105(a) of title 31, 

10 United States Code, for the following fiscal year may— 

11 (1) contain an estimate of budget outlays for such 

12 following fiscal year in excess of the appropriate level 

18 of total budget outlays for the fiscal year in progress 

14 set forth in the most recently agreed to concurrent res- 

15 olution on the budget for the fiscal year in progress if 

16 the budget also— 

17 (A) contains an estimate of revenues for such 

18 following fiscal year (in addition to an amount of 

19 revenues equal to the recommended level of Fed- 

20 eral revenues for the fiscal year in progress set 

21 forth in the most recently agreed to concurrent 

22 resolution on the budget for the fiscal year in 

23 progress) that is not less than the amount of such 

24 excess budget outlays; and 
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1 (B) identifies the source of such additional 

2 estimated revenues and proposes changes in law 

8 to achieve such additional estimated revenues; or 

4 (2) contain an estimate of a reduction in revenues 

5 for such following fiscal year below the recommended 

6 level of Federal revenues for the fiscal year in progress 

7 set forth in the most recently agreed to concurrent res- 

8 olution on the budget for the fiscal year in progress if 

9 such budget also— 

10 (A) contains an estimate of a reduction in 

11 budget outlays for the following fiscal year below 

12 the appropriate level of total budget outlays for 

13 the fiscal year in progress set forth in the most 

14 recently agreed to concurrent resolution on the 

15 budget  for  the  fiscal  year  in  progress,   in  an 

16 amount not less than the amount of the reduction 

17 in revenues for such following fiscal year; and 

18 (B)  identifies  the  program  or  activity  for 

19 which such estimated reduction in budget outlays 

20 is   proposed   and  proposes   changes   in   law   to 

21 achieve   such   estimated   reduction   in   budget 

22 outlays. 

23 (c) REVENUE ESTIMATION.—Any additional estimated 

24 revenues that, pursuant to subsection (b)(1)(A), are contained 

25 in the budget transmitted pursuant to section 1105(a) of title 
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1 31, United States Code, shall only include additional estimat- 

2 ed revenues that will result from proposed changes in law. 

3 Any estimated reductions in budget outlays, that, pursuant to 

4 subsection (b)(2)(A), are contained in any such budget shall 

5 only include estimated reductions in budget outlays that will 

6 result from proposed changes in law. 

7 SEC. 104. DEFINITIONS. 

8 For purposes of this title— 

9 (1) the term "budget outlays" has the meaning 

10 given to such term in section 3(1) of the Congressional 

11 Budget and Impoundment Control Act of 1974; and 

12 (2)   the   term   "concurrent   resolution   on   the 

18          budget" has the same meaning as in section 3(4) of 

14 such Act. 

15 SEC. 105. RULEMAKING POWER. 

16 (a) The provisions of sections 102 and 104 of this title 

17 are enacted by the Congress— 

18 (1) as an exercise of the rulemaking power of the 

19 House of Representatives and the Senate, respectively, 

20 and as such they shall be considered as part of the 

21 rules of each House, respectively, or of that House to 

22 which they specifically apply, and such rules shall su- 

23 persede other rules only to the extent that they are in- 

24 consistent therewith; and 
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• 1 (2) with full recognition of the constitutional right 

2 of either House to change such rules (so far as relating 

S to such House) at any time, in the same manner, and 

4 to the same extent as in the case of any other rule of 

5 such House. 

6 TITLE II—BIENNIAL BUDGET 
7 SEC. 201. SHORT TITLE. 

8 This title may be cited as the "Biennial Budgeting Act 

9 of 1989". 

10 SEC. 202. FINDINGS AND PURPOSE. 

11 (a) FINDINGS.—The Congress hereby finds and declares 

12 that the present annual budgeting process of the Congress— 

18 (1) allows too little time for the fulfillment by the 

14 Congress of its legislative oversight responsibilities; 

15 (2) allows too little time for the review and con- 

18 sideration by the Congress of authorizing legislation, of 

17 budget resolutions, and of appropriation bills; and 

18 (3) allows too little time for the evaluation of 

19 costly and complicated Federal programs and conse- 

20 quently contributes to the unrestrained growth of the 

21 Federal budget. 

22 (b) PURPOSE.—It is the purpose and intent of the Con- 

23 gress in this title to establish a more thorough and timely 

24 process for the enactment of the Federal budget by— 

HE 1262 IH- 
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1 (1) establishing a two-year cycle for the adoption 

2 of the budget; 

8 (2) providing clearly allocated time for the holding 

4 of oversight hearings by the several committees of each 

• 5 House in order to review the various programs and 

6 agencies of the Federal Government; and 

7 (3) requiring that consideration of authorizing leg- 

8 islation, of the budget, and of appropriation bills and 

9 resolutions be separate and distinct, thus allowing full 

10 evaluation of the need for and the merits and costs of 

11 the various programs and agencies of the Federal Gov- 

12 emment. 

13 SEC. 203. ESTABLISHMENT OF TWO-YEAR CYCLE FOR CON- 

14 GRESSIONAL BUDGET PROCESS. 

15 Section 300 of the Congressional Budget Act of 1974 is 

16 amended to read as follows: 

17 "TIMETABLE 

18 "SEC. 300. The timetable with respect to the congres- 

19 sional budget process for any Congress (beginning with the 

20 one-hundred and second Congress) is as follows: 

"First Session 

"On or before: Action to be completed; 
January 3  President submits current services budget. 
15tb day after Congress meets  President submits his budget for 2-fiscal-year 

period beginning in succeeding calendar year 
(the '2-fiscal-year budget period'). 

All committees begin over-sight hearings with 
respect to 2-fiscal-year budget period. 

June 30  Committees  complete  over-sight  hearings  and 
submit their reports thereon. 
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"First Session—Continued 

July 1  All committees begin legislative work for 2-yeti 
budget period. 

October 31  Committees and joint committees submit reports 
to Budget Committee with respect to 2-<i8cal- 
year budget period. 

November 10  Congressional Budget Office submits report to 
Budget Committees with respect to 2-fiBcal- 
year budget period. 

November 30  Budget Committees in both Houses report first 
con-current resolution on budget for 2-fiscal- 
year budget period. 

December 31  Committees report bills and resolutions authoriz- 
ing new budget authority and providing new 
spending authority for 2-fi8cal-year budget 
period. 

"Second Session 
"On or before: Action to be conQ>leted: 
January 3  President submits current services budget. 
15th day after Congress meets  President submits revised budget for 2-fiscal- 

year budget period. 
llarch 10  Congress completes action on bills and resolu- 

tions authorizing new budget authority and 
providing new spending authority for 2-fiscal- 
year budget period. 

March 31  Congress completes action on concurrent resolu- 
tion on budget for 2-fi8cal-year budget period. 

April IS  Appropriations Committee reports bills and reso- 
lutions providing new budget authority for 2- 
fiscal-year budget period. 

7th day after Labor Day  Congress completes acUon on bills and resolu- 
tions providing new budget authority and new 
entitlement authority for 2-fi8cal-year budget 
period. 

September 25  Congress completes action on reconciliation bill 
or resolution, or both, implementing concur- 
rent resolution. 

OetobBr 1  2-fiscal-year budget period begins.". 

1 SEC. 204. OVERSIGHT ACnVITIES. 

2 (a) OvBBSiOHT ACTIVITIES.—Title IH of the Congres- 

3 sional Budget Act of 1974 is amended by adding at the end 

4 thereof the following new section: 

5 "OVBBSIGHT ACTIVITrBS OF COMMITTEES 

6 "SEC. 312. During the period beginning on the 15th 

7 day after the Congress meets in each odd-numbered year and 
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1 ending June 30 of such year, each standing committee of the 

2 House of Representatives and the Senate shall review and 

3 study the application, administration, execution, and effec- 

4 tiveness of those laws (or parts of laws) the subject matter of 

5 which is within the jurisdiction of that committee and the 

6 organization and operation of the Federal agencies and enti- 

7 ties having responsibilities in or for the administration and 

8 execution thereof, in order to determine whether such laws 

9 and the programs thereunder are being implemented and car- 

10 ried out in accordance with the intent of the Congress and 

11 whether such programs should be continued, curtailed, or 

12 eliminated. In addition, each such committee (during such 

13 period) shall review and study any conditions or circum- 

14 stances which may indicate the necessity or desirability of 

15 enacting new or additional legislation within the jurisdiction 

16 of that committee (whether or not any bill or resolution has 

17 been introduced with respect thereto). The findings and de- 

18 terminations made by each such committee as a result of its 

19 oversight activities under the preceding provisions of this sec- 

20 tion in any year shall be reported to the House of Represent- 

21 atives or the Senate no later than June 30 of such year, and 

22 shall constitute the basis for such committee's legislative 

23 work with respect to the 2-fiscal-year budget period begin- 

24 ning on October 1 in the succeeding year.". 
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1 (b) CoNFOEMiNG AMENDMENT.—The table of contents 

2 in section 1(b) of the Congressional Budget and Impound- 

3 ment Control Act of 1974 is amended by adding after the 

4 item relating to section 311 the following new item: 

"Sec. 312. Oversight activities of conunittees.". 

5 SEC. 205. CONFORMING AMENDMENTS TO CONGRESSIONAL 

6 BUDGET ACT. 

7 (a) Section 2(2) of the Congressional Budget and Im- 

8 poundment Control Act of 1974 is amended by striking out 

9 "each year" and inserting in lieu thereof "biennially". 

10 (b) Section 3 of such Act is amended by adding at the 

11 end thereof the following new paragraph: 

12 "(11)   The   term   '2-fiscal-year   budget   period' 

13 means the period of 2 complete fiscal years beginning 

14 on October 1 in any even-numbered year.". 

19 (c)(1) Section 202(f)(1) of such Act is amended— 

16 (A) by striking out "February 15 of each year" 

17 and inserting in lieu thereof "November 10 of each 

18 odd-numbered year"; and 

19 (B) by striking out "October 1 of that year" and 

20 inserting in Ueu thereof "October 1 of the succeeding 

21 year". 

22 (2) Section 202(f)(3) of such Act is amended to read as 

23 follows: 

24 "(3) On or before January 15 of each even-num- 

25 bered year, the Director, after consultation with the 
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1 appropriate committees of the House of Representa- 

2 tives and Senate, shall submit to the Congress a report 

8 listing (A) all programs and activities funded during the 

4 2-fiscal-year budget period ending September 30 of 

5 that calendar year for which authorizations for appro- 

6 priations have not been enacted for that period, and CB) 

7 all programs and activities for which authorizations for 

8 appropriations have been enacted for such period, but 

9 for which no authorizations for appropriations have 

10 been enacted for the 2-fi8cal-year budget period begin- 

11 ning October 1 of that calendar year.". 

12 (d)(1) Section 301(a) of such Act is amended by striking 

13 out "April 15 of each year" in the first sentence and insert- 

14 ing in lieu thereof "March 31 of each even-numbered year". 

16 (2) Section 301(d) of such Act is amended by striking 

16 out "February 25 of each year" and inserting in Ueu thereof 

17 "October 31 of each odd-numbered year". 

18 (3) Section 301(e) of such Act is amended— 

19 (A) by striking out "fiscal year" in the first sen- 

30 tence and inserting in lieu thereof "2-fiscal-year budget 

21 period"; and 

22 (B) by striking out "such fiscal year" and "such 

2^ period" in paragraph (6) and inserting in lieu thereof 

24 "the   first  fiscal  year  of  such   2-fiscal-year  budget 

25 period" and "such 5-year period", respectively. 
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1 (e)(1) Section 307 of such Act is amended to read as 

2 follows: 

3 "APPBOPBIATION BILLS 

4 "(a) Except as provided in subsection (b), all bills and 

5 resolutions containing appropriations or otherwise providing 

6 budget authority for any 2-fiscal-year budget period shall be 

7 reported in the House of Representatives and Senate no later 

8 than April 15 of the year in which such period begins. 

9 "(b) If the Committee on Appropriations of the House of 

10 Representatives or the Senate determines that changes in 

11 circumstances with the passage of time require a waiver of 

12 subsection (a) with respect to any bill or resolution providing 

13 supplemental appropriations or otherwise providing budget 

14 authority for any period, such committee may report, and the 

15 House or Senate may consider and adopt, a resolution waiv- 

16 ing the application of such subsection in the case of such bill 

17 or resolution.". 

18 (2) The table of contents in section 1(b) of such Act is 

19 amended by striking out "all appropriation bills to be com- 

20 pleted by June 10" in the item relating to section 307 and 

21 inserting in lieu thereof "appropriation bills". 

22 (0 Section 308 of such Act is amended— 

23 (1) by striking out "such fiscal year" in paragraph 

24 (1)(A) of subsection (a) and inserting in lieu thereof 

25 "such 2-fiscal-year budget period"; and 
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1 (2) by striking out "such fiscal year" and "such 

2 period" (each place it appears) in subsection (c) and in- 

8 serting   in   lieu   thereof   "the   first   fiscal   year   of 

4 such  2-fiscal-year budget period"  and  "such 5-year 

5 period", respectively. 

6 (g) Section 309 of such Act is amended by inserting "of 

7 each even-numbered year" after "July" and by striking out 

8 "annual". 

9 (h) Section 310 of such Act is amended— 

10 (1) by striking out "June 15 of each year" in sub- 

11 section (0(1) and inserting in lieu thereof "September 

12 25 of each even-numbered year"; 

18 (2) by striking out "(1) IN GENERAL.—" in sub- 

14 section (f)(1); and 

15 (3) by striking out paragraph (2) of such subsec- 

16 tion(f). 

17 (i) Section 401(b)(1) of such Act is amended by striking 

18 out "the fiscal year which begins during the calendar year in 

19 which" and inserting in lieu thereof "the first 2-fiscal-year 

20 budget period which begins after". 

21 (j)(l) Section 402 of such Act is amended— 

22 (A) in the heading by inserting "; BEQUIEED BE- 

23 PORTING DATE" after "AUTHORITY"; and 

24 (B) by adding at the end thereof the following 

25 new subsection: — 
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1 "(b) REQUIBED REPOETING DATE.—The  Congress 

2 shall complete action on all bills and resolutions directly or 

3 indirectly authorizing the enactment of new budget authority 

4 for a 2-fiscal-year budget period no later than March 10 pre- 

5 ceding the begirming of such period.". 

6 (2) The table of contents in section 1(b) of such Act is 

7 amended in the item relating to section 402 by inserting 

8 "; required reporting date" after "authority". 

9 (k) Section 904(a) of such Act is amended by inserting 

10 "(as enacted or as amended by the Biennial Budgeting Act of 

11 1989)"   after   "and  IV"   in  the  matter  preceding  para- 

12 graph (1). 

13 fl) The following sections of such Act are amended by 

14 striking out "fiscal year" each place it appears and inserting 

15 in lieu thereof "2-fiscal-year budget period": 3(1); (4)(A), 

16 (4)(B), and (4)(C); 202(f)(1); 801(a)(1), (b)(3), and (d) (first 

17 sentence); 302(c) and (0; 303(a)(1), (a)(2), (a)(3), (a)(4), (a)(5), 

18 (b);   304(a);   307(a);   308(a)(1)  (before   subparagraph  (A)), 

19 (a)(1)(A), (b)(1), and (c); 309 (first sentence); 310(a) (first sen- 

20 tence), (a)(1)(A), (a)(1)(C), (a)(1)(D), (d), and (f); 311(a), (b), 

21 and (c); 401(a) and (b)(2); and 402(a). 

22 (m) The following sections of such Act are amended by 

23 striking out "such year" each place it appears and inserting 

24 in lieu thereof "such period": 3(1); and 303(a) (after para- 

25 graph (5)). 
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1 SEC. 206. AMENDMENTS TO BUDGET PROCESS PROVISIONS OF 

2 TITLE 31 OF THE UNITED STATES CODE. 

3 (a) So much of section 1105(a) of title 31 of the United 

4 States Code as precedes paragraph (1) thereof is amended to 

5 read as follows: 

6 "(a)  The  President shall  transmit to  the  Congress, 

7 during the first 15 days of the first session of each Congress 

8 beginning  with the  One-hundred  and  first Congress  the 

9 budget for the 2-fiscal-year budget period (as defined in para- 

10 graph (11) of section 3 of the Congressional Budget Act of 

11 1974) beginning on October 1 of the succeeding calendar 

12 year. The budget so transmitted shall include a tentative 

13 budget for each of the two fiscal years in such period, shall 

14 contain the President's budget message together with sum- 

15 mary data and text and supporting detail, and shall set forth 

16 in such form and detail as the President may determine (with 

17 respect to each such fiscal year) the following:". 

18 (b) Section 1105(a)(5) of title 31 of the United States 

19 Code is amended by striking out "the fiscal year for which 

20 the budget is submitted and the 4 fiscal years after that year" 

21 and inserting in Ueu thereof "each such fiscal year and the 3 

22 fiscal years after the second such year". 

23 (c) Section 1105(a)(6) of title 31 of the United States 

24 Code is amended by striking out "the fiscal year for which 

25 the budget is submitted and the 4 fiscal years after that year" 
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1 and inserting in lieu thereof "each such fiscal year and the 3 

2 fiscal years after the second year". 

8 (d) Section 1105(a)(9) of title 31 of the United States 

4 Code is amended by striking out "ensuing fiscal year for 

5 which the budget is submitted" and inserting in Ueu thereof 

6 "2-fiscal-year budget period involved". 

7 (e) Section 1106(a)(12) of title 31 of the United States 

8 Code is amended— 

9 (1) by striking out "fiscal year" in subparagraph 

10 (A) and inserting in lieu thereof "2-fiscal-year budget 

11 period"; and 

18 (2) by striking out "each of the 4 fiscal years after 

18 that year" and inserting in lieu thereof "each of the 3 

14 fiscal years after such period". 

16 (f) Section 1105(a)(13) of title 31 of the United States 

16 Code is amended by striking out "fiscal year" and inserting 

17 in lieu thereof "2-fiscal-year budget period". 

18 (g) Section 1105(a)(14) of title 31 of the United States 

19 Code is amended by striking out "that year" and inserting in 

20 lieu thereof "the 2-fiscal-year budget period". 

21 (h) Section 1105(a) of title 31 of the United States Code 

22 is further amended by adding at the end thereof (after and 

23 below paragraph (26)) the foUovring new sentences: 

24 "During the first 15 days of the second session of each such 

25 Congress the President shall transmit to the Congress any 
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1 revisions he may desire to make in the budget transmitted in 

2 the first session of that Congress. In applying the succeeding 

3 provisions of this section with respect to any budget transmit- 

4 ted to the Congress for a 2-fiscal-year budget period, the 

5 term 'ensuing fiscal year' shall be deemed to read 'first year 

6 of the 2-fiscal-year budget period involved', and other refer- 

7 ences to fiscal years shall be deemed to be references to the 

8 2-fi8cal-year budget periods in which the years involved re- 

9 spectively fall.". 

10 SEC. 207. EFFECTIVE DATE. 

11 Except as specifically otherwise indicated, the amend- 

12 ments made by this title shall become effective on the first 

13 day of the first session of the One-hundred and second 

14 Congress. 

15        TITLE III—LINE ITEM VETO 
16 SEC. 301. LINE ITEM VETO. 

17 The President may disapprove any item of appropriation 

18 in any Act or joint resolution, except any item of appropria- 

19 tion for the legislative branch or the judicial branch of the 

20 Government. If an Act or joint resolution is approved by the 

21 President, any item of appropriation contained therein which 

22 is not disapproved shall become law. The President shall 

23 return with his objections any item of appropriation disap- 

24 proved to the House of Congress in which the Act or joint 

25 resolution containing such item originated. The Congress 
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1 may, in the manner prescribed under section 7 of article I of 

2 the Constitution for Acts disapproved by the President, re- 

3 consider any item of appropriation disapproved under this 

4 Act. If, after such reconsideration each House of Congress 

5 shall agree to pass such item by a simple majority of that 

6 House, it shall become law. 

7 SEC. 302. EFFECTIVENESS OF ACT. 

8 This title shall be effective only during the 2-year period 

9 beginning on the first day beginning after the date of the 

10  enactment of this Act. 

O 
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1018T CONGRESS 
2D SBSSION H. R. 3865 

To amend the Internal Rerenue Code of 1986 to repeal the 1990 scheduled 
increaM in social aecuhty taxes and to reduce such taxes in 1991. 

m THE HOUSE OF REPRESENTATIVES 

JANUAKT 23, 1990 

Mr. PENNY (for himself and Mr. THOMAS A. LUKBN) introduced the following 
bill; which was referred to the Committee on Ways and Means 

A BILL 
To amend the Internal Revenue Code of 1986 to repeal the 

1990 scheduled increase in social security taxes and to 

reduce such taxes in 1991. 

1 Be it enacted by the Senate and House of Representa- 

2 tiixs of the United States of America in Congress assembled, 

3 SECTION 1. REPEAL OF SCHEDULED INCREASE IN SOCIAL SE- 

4 CURITY TAXES; REDUCTION OF TAXES IN 1991. 

5 (a) TAX ON EMPLOYEES.—Subsection (a) of section 

6 3101 of the Internal Revenue Code of 1986 (relating to tax 

7 on employees) is amended by striking the last 2 items in the 

8 table and mserting the following: 

"1988, 1989, or 1990         6.06 percent 
"1991 or thereafter         6.10 percent." 



394 

2 

1 (b) TAX ON EMPLOYEES.—Subsection (a) of section 

2 3111 of such Code (relating to tax on employers) is amended 

3 by striking the last 2 items in the table and inserting the 

4 following: 

"1988, 1989, or 1990        6.06 percent 
"1991 or thereafter        6.10 percent." 

5 (c) SELF-EMPLOYMENT TAX.—Subsection (a) of sec- 

6 tion 1401 of such Code (relating to self-employment tax) is 

7 amended by striking the last 2 items in the table and insert- 

8 ing the following: 

"December 31, 1987  Janu&ry 1, 1991     12.12 
"December 31, 1990    10.20." 

9 (d) TIES 1 BAILBOAD RETIBEMENT TAX ON EMPLOY- 

10 EES.—Subsection (a) of section 3201 of such Code (relating 

11 to tier 1 railroad retirement tax on employees) is amended by 

12 striking the last 2 items in the table and inserting the fol- 

13 lowing: 

"1988, 1989, or 1990     7.51 
"1991 or thereafter     6.55." 

14 (e) TiEB 1 RAILBOAD RETIEBMENT TAX ON EMPLOY- 

15 BE REPBESENTATIVBS.—Subsection (a) of section 3211 of 

16 such Code (relating to tier 1 railroad retirement tax on em- 

17 ployee representatives) is amended by striking the last 2 

18 items in the table and inserting the following: 

"1988, 1989, or 1990   15.02 
"1991 or thereafter   13.10." 

19 (f) TIEB 1 RAILBOAD RETIBEMENT TAX ON EMPLOY- 

20 EBS.—Subsection (a) of section 3221 of such Code (relating 
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1 to tier 1 railroad retirement tax on employers) is amended by 

2 striking the last 2 items in the table and inserting the fol- 

3 lowing: 

"1988, 1989, or 1990     7.61 
"1991 or thereafter     6.66." 

4 (g) EFPBCTIVB DATES.— 

6 (1) IN GENERAL.—Except as otherwise provided 

6 in   this   subsection,   the   amendments  made  by  this 

T section shall apply to remuneration paid after Decem- 

8 ber 31, 1989. 

9 (2) SELF-EMPLOYMENT TAX.—The amendment 

10 made by subsection (c) shall apply to taxable years be- 

ll          ginning after December 31, 1989. 

o 
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lOlST CONGRESS 
1ST SESSION H. R. 3323 

To amend the Congressional Budget and Impoundment Control Act of 1974 to 
exclude the receipts and disbursements of the social security trust funds from 
the deficit calculation and to extend the target date for the Balanced Budget 
and Emergency Deficit Control Act of 1985, and for other purposes. 

IN THE HOUSE OF REPRESENTATIVES 

SEPTEMBER 21, 1989 

Mr. PENNY (for himself, Mr. BATES and Mr. OLIN), introduced the following bill; 
which was referred jointly to the Committees on Government Operations and 
Ways and Means 

A BILL 
To amend the Congressional Budget and Impoundment Control 

Act of 1974 to exclude the receipts and disbursements of 

the social security trust fimds from the deficit calculation 

and to extend the target date for the Balanced Budget and 

Emergency Deficit Control Act of 1985, and for other 

purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the "Budget Act Amendments 

5 of 1989". 
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1 SEC. 2. PERMANENT EXTENSION OF BALANCED BUDGET AND 

2 EMERGENCY DEFICIT CONTROL ACT OF 1985; 

3 ELIMINATION OF EXEMPTIONS. 

4 (a) PERMANENT EXTENSION.— 

5 (1) Section 275(b) of the Balanced Budget and 

6 Emergency Deficit Control Act of 1985 (hereinafter in 

7 this section referred to as the "Act") is repealed. 

8 (2)(A) Paragraphs (1) and (2) of section 251(aKl) 

9 of the Act is amended by inserting "or any subsequent 

10 fiscal year" after "1993" each place it appears. 

11 (B)   Section   251(a)(3)(A)(i)(IID   of   the   Act   is 

12 amended by inserting "or any subsequent fiscal year," 

13 after "1993". 

14 (C) The side heading of section 252(a)(6)(B) of the 

15 Act is amended by striking "FISCAL YEARS   1989- 

16 1993" and by inserting SUBSEQUENT FISCAL YEARS". 

17 (D) The side heading of section 252(a)(7) of the 

18 Act is amended by striking "FISCAL YEARS  1987- 

19 1993" and by inserting SUBSEQUENT FISCAL YEARS". 

20 (E) Section 257 .^f the Act is amended in para- 

21 graph (10) by striking "fiscal year 1992" and inserting 

22 "fiscal year 1996" and by striking "fiscal year 1993" 

23 and  inserting  "fiscal year  1997  or  any  subsequent 

24 fiscal year". 

25 (b) ELIMINATION OF EXEMPTIONS.— 
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1 (1) The Act is amended by striking sections 255 

2 and 256 and by inserting in lieu thereof the following: 

3 "SEC. 255. EXEMPTION. 

4 "No reduction of payments for net interest (all of major 

5 functional category 900) shall be made under any order 

6 issued under this part.". 

7 (2)(A) Section 251(a)(3)(B) of the Act is amended 

8 by striking  "Subject to the  exemptions,  exceptions, 

9 limitations, special rules, and definitions set forth in 

10 this section and in sections 255, 256, and 257, one- 

11 half" and by inserting "One-half". 

12 (B) Section 251(a)(3)(D) of the Act is repealed. 

13 (C) Section 251(a)(3)(E)(i) of the Act is amended 

14 by striking "; except" and all that follows thereafter 

15 through "reductions". 

16 (D) Section 251(a)(4)(B) of the Act is repealed. 

17 (E) Section 251(a)(5) of the Act is amended by 

18 striking  "sections  255,  256,  and"  and by inserting 

19 "section". 

20 (F) Section 251(a)(6) of the Act is amended by 

21 striking "sections 256 and" and by inserting "section" 

22 in the last sentence thereof. 

23 (G) Section 252(a)(1) of the Act is amended by 

24 striking "and subject to the exemptions, exceptions, 
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1 limitations, special rules, and definitions set forth in 

2 sections 255, 256, and 257". 

3 (H) Section 252(a)<4)(6) of the Act is repealed. 

4 (I) Section 252(bKl)(A) of the Act is amended by 

5 striking ", and shall include a reduction in payments 

6 under the health care programs under title XV 111 of 

7 the Social Security Act determined in accordance with 

8 subsection (a)(4)(B)(ii),". 

9 (J) Section 257 of the Act is amended in para- 

10 graph (1) by striking "(except as otherwise provided in 

11 sections 255 and 256)". 

12 (E) The table of contents set forth in section 

13 200(b) of the Act is amended by striking the items re- 

14 lating to sections 255 and 256 and by inserting after 

15 the item relating to section 254 the following new 

16 item: 

"Sec. 255. Exemption.". 

17 (c) EFFECTIVB DATE.—The amendments made by sub- 

18 section (b) shall apply with respect to fiscal years beginning 

19 after September 30, 1995. 

20 SEC. 3. EXCLUSION OF RECEIPTS AND DISBURSEMENTS OF 

21 SOCIAL SECURITY TRUST FUNDS WHEN CALCU- 

22 LATING MAXIMUM DEFICIT AMOUNTS. 

23 (a) DEFINITION OF DEFICIT.—The second sentence of 

24 paragraph (6) of section 3 of the Congressional Budget and 
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1 Impoundment Control Act of 1974 (2 U.S.C. 622(6)) is 

2 repealed. 

3 (b) EFFECTIVE DATE.—The amendment made by sub- 

4 section (a) shall apply with respect to fiscal years beginning 

5 after September 30, 1989. 

6 SEC. 4. MAXIMUM DEFICIT AMOUNT. 

7 Section 3(7) of the Congressional Budget and Impound- 

8 ment Control Act of 1974 (2 U.S.C. 622(7)) is amended to 

9 read as follows: 

10 "(7) The term 'maximum deficit amount' means— 

11 "(A) with respect to the fiscal year beginning 

12 October 1, 1985, $171,900,000,000; 

18 "(B) with respect to the fiscal year beginning 

14 October 1, 1986, $144,000,000,000; 

16 "(C) with respect to the fiscal year beginning 

16 October 1, 1987, $144,000,000,000; 

17 "(D) with respect to the fiscal year beginning 

18 October 1, 1988, $136,000,000,000; 

19 "(E) with respect to the fiscal year beginning 

20 October 1, 1989, $163,000,000,000; 

21 "(F) with respect to the fiscal year beginning 

22 October 1, 1990, $138,000,000,000; 

28 "(G) with respect to the fiscal year beginning 

34 October 1, 1991, $114,000,000,000; 
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1 "(H) with respect to the Gscal year beginning 

2 October 1, 1992, $99,000,000,000; 

8 "(I)  with  respect  to  the  fiscal year beginning 

4 October 1, 1993, $75,000,000,000; 

5 "(J) with respect to  the  fiscal year beginning 

6 October 1, 1994, $50,000,000,000; 

7 "(K) with respect to the fiscal year beginning 

8 October 1, 1995, $25,000,000,000; and 

9 "(L) with respect to the fiscal year beginning 

10 October 1, 1996, or any subsequent fiscal year, $0.". 

11 SEC.   5.   CHANGE   IN   DEFINITION   OF   MAXIMUM   DEFICIT 

12 AMOUNT  FOR  A  FISCAL  YEAR  TO   REFLECT 

13 AMOUNT  BY   WHICH   PRIOR   YEAR'S   ACTUAL 

14 DEFICIT   EXCEEDS   THAT   YEAR'S   MAXIMUM 

15 DEFICIT AMOUNT. 

16 (a) DEFINITION OF MAXiMtrM DEFICIT AMOxmT.— 

17 Paragraph (7) of section 3 of the Congressional Budget and 

18 Impoundment Control Act of 1974 (as amended by section 4) 

19 is amended— 

20 (1) by redesignating subparagraphs (A) through 

21 (L) as clauses (i) through (xii), respectively, and by 

22 striking out "The" and inserting in lieu thereof "(A) 

23 Except as provided by subparagraph (B), the"; and 

24 (2) by inserting at the end thereof the following 

25 new subpara^aph: 
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1 "(B) Except as provided by the next sentence, the 

2 amount set forth in subparagraph (A) with respect to 

3 any fiscal year shall be reduced by the amount, if any, 

4 by which the actual deficit for the immediately preced- 

5 ing fiscal year exceeds the amount set forth in such 

6 subparagraph with respect to that fiscal year, except 

7 that no such amount shall be reduced below zero. If 

8 the actual deficit for a fiscal year exceeds the amount 

9 set forth in subparagraph (A) with respect to that fiscal 

10 year by  less  than  $10,000,000,  then  no  reduction 

11 imder the preceding sentence shall occur with respect 

12 to the next fiscal year.". 

13 (b) EFFECTIVE DATE.—The amendments made by sub- 

14 section (a) shall apply with respect to fiscal years begiiming 

15 after September 30, 1989. 

16 SEC. 6. STUDY OF VIABILITY OF THE FEDERAL OLD-AGE AND 

17 SURVIVORS INSURANCE TRUST FUND. 

18 Within 6 months after the date of enactment of this Act, 

19 the Administrator of the Social Security Administration shall 

20 transmit to the President and to each House of the Congress 

21 a report of the viability of the Federal Old-Age and Survivors 

22 Trust Fimd, together with a proposal to ensure that adequate 

23 funds will be available as needed in the future for payments 

24 to qualified participants. 
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1 SEC. 7. GAO STUDY OF USE OF COMMON ECONOMIC ASSUMP- 

2 TION8. 

3 Within 6 months after the date of enactment of this Act, 

4 the Director of the General Accounting Office shall transmit 

5 to the Committees on the Budget of each House of the Con- 

6 gress a report of methods of implementing the use of common 

7 economic assumptions by the President and the Congress in 

8 carrying out all of their duties and responsibilities with 

9 respect to the Federal budget process. 

O 
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Chairman DERRICK. Thank you, Mr. Penny, for your testimony. 
You have agreed with most of the people that have come before 

this committee. We have had quite a number this afternoon, and 
several other hearings. You can have all the process and all the 
procedure you want, but if it isn't the will of the Congress to do it, 
it is not going to get done. 

And that leads me up to the question that I have. As you look at 
Mr. Panetta's bill, do you really think there is leverage in it? 

Maybe having just said what I said, that leverage isn't going to 
work anyway, so you might as well forget about it, but I certsdnly 
don't see any leverage. You mentioned the leverage of having com- 
peting programs, and I  

Mr. PENNY. I think the House ought to consider—if we move to 
pay-as-you-go budgeting, where there is a very real and under- 
standable limit on how much we can spend next year as compared 
to this year, there ought to be leverage, and it ought to be in the 
form of a point of order with a super-majority vote. 

I think that that is the defense that many Members of Congress 
need when they are being accosted by one group or another for 
more spending on various programs. 

If you are absolutely disallowed from bringing to the House floor 
an expenditure level for any program that exceeds last year's ex- 
penditure level unless within that same legislation, you have offset 
that extra spending honestly with an identified revenue or a reduc- 
tion in a less important program, that point of order then becomes 
our enforcement tool. 

If you have to get a 60 percent vote to break the rules and to 
increase that spending without an offset, it is going to be very diffi- 
cult. But if we do it, 60 percent of the membership around here are 
going to be held accoimtable for that budget busting vote. 

You know, people will say that is an abridgement of the major- 
ity's right to govern—and I would not in most cases say that we 
ought to allow 40 percent of the membership of the House to dic- 
tate policy around here—but if a majority of us are gutless, one 
wonders when it comes to balancing budgets, maybe we need a mi- 
nority, a floating minority of 40 percent—because there will be a 
different group on different programs—to hold us to some level of 
accountability. 

I think it is often too easy for 50 percent of us to go out and bust 
the budget because it makes some group feel good. 'They want more 
money for their program. We perhaps need a minority aroimd here 
that holds us to some higher standard of fiscal responsibility. 

Chairman DERRICK. YOU know, of course, the problem with that 
is that can be wfiived by this committee. 

Mr. PENNY. YOU might want to think about that in your budget 
reform proposals, Mr. Chairman. 

Chairman DERRICK. I am thinking about it. 
Mr. PENNY. I doubt that anybody off of the Rules Committee 

would suggest that your authority to waive that rule should be lim- 
ited, but perhaps if the committee itself sees the wisdom in making 
somewhat permanent a point of order on the House floor, that you 
could get it done. We can't do it for you. 

Chairman DERRICK. YOU do think Gramm-Rudman-Hollings has 
served some useful purpose. 
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Mr. PENNY. I am convinced deficits today would be larger with- 
out it. That is not to say it has helped us cut the deficit because we 
have played a lot of games. The deficit without social security has 
actually gone up, but I think it would have gone higher. 

Chairman DERRICK. YOU see, I didn't vote for Gramm-Rudmsui- 
HoUings, and it seems to me, that really the basic thrust of 
Gramm-Rudman-HoUings has been to allow the Congress to deceive 
the American people. 

The social security accounting is part of Gramm-Rudman-Hol- 
lings. We have ended up in that situation, not to mention all of the 
different smoke and mirrors that have been used, and I just 
wonder if that is really in balance, that productive. 

Let me ask you this: Do you think the budget process continues 
to serve a useful purpose, or do you think—there are a lot—as you 
may have heard when Senator Adams was here, we have had an 
awful lot of people who have testified, respected academics, as well 
as Members of Congress and said we need to do away with it. Sena- 
tor Adams, at least if I interpreted his testimony correct, and he 
was the first real Budget Committee chairman, I think, wants to 
reduce it basically to an accounting office. 

Mr. PENNY. AS I mentioned earlier, I think in its early years the 
budget process served its purpose. 

Chairman DERRICK. I would disagree with that. 
Mr. PENNY. I think it has largely become irrelevant in the 1980'8. 

I can't think of a budget resolution since I have been here, and 
that is since 1983, that has been adhered to. We violate it in one 
way or another either by gumming up the assumptions or coming 
in with huge supplementals. There are any number of ways to get 
around it so I think the budget process has become irrelevant. 

The vote we had on the budget resolution a week or two Eigo on 
the House floor was a meaningless vote. I know that upwards of 
half the Democratic caucus voteid for the budget resolution in spite 
of the fact that they didn't support it because they viewed it as a 
way of moving the process along. 

Nobody took the budget resolution as a serious document this 
year and that is how irrelevaint it has become. 

Chairman DERRICK. I know that some like to think back to those 
times in this body when those were tough times, but I was also on 
that Budget Committee and the reason it worked is because it 
didn't step on anybody's toes. 

It really didn't do anything. I was on there. The first couple of 
terms I was on there it was not much more than an accounting 
office and all we did was tally up the figures. We didn't step on 
anyone's toes and nobody got mad. My argument is that the times 
when everybody perceives that it works it really didn't do any- 
thing. 

Mr. PENNY. My remark that it did work at the outset is based on 
what I have been told because I wasn't here at the time. The eco- 
nomic climate was a lot different during that era and it was not a 
time in which the deficits were so large that there was an overrid- 
ing concern on Capitol Hill about the deficits. 

I think any budget process works well when the money is coming 
in. What we have been faced with for the last 10 years is trying to 
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enforce some discipline in a time of shortage tmd our current proc- 
ess has not been equal to the task. 

Maybe more accurately our current membership in Congress has 
not been equal to the task. 

Chairman DERRICK. Let me say one thing and I will ask Mrs. 
Martin if she has questions. It was relative. I think people were 
just about as concerned in the 1970's with the budget deficit as 
they are now. When I was elected in 1974 I think the budget deficit 
was $60 billion or $65 billion and everyone was horrified. 

Had we known then that that was just a pittance of what it 
would amount to a decade later maybe we wouldn't have been as 
horrified. I don't think we were less horrified then they were now. 
Mrs. Martin? 

Mrs. MARTIN. It has been my pleasure to work with Representa- 
tive Penny. He has been extraordinarily active in the area of 
budget reform. So I am going to finish rather than with the major 
question of the future of the cosmos, with a rather specific question 
on a bill that we both think has some promise not for giant things, 
but considerable controls of the process, the right rescission. 

Therefore, some of our colleagues that are worried that giving a 
change and enforcing the right of rescission for the President 
would give any President too much power emd indeed members of 
the legislative would be giving up stuff they have got, it is very dif- 
ficult to—I would like to comment on that just on rescission as a 
small part of budget reform and how does that fit into the balance 
of power situation? 

Mr. PENNY. I would be glad to and I will do that first by expleiin- 
ing that I didn't include that and other reforms in my remarks be- 
cause there are lots of marginal adjustments we can make in the 
process that ought to be adopted and I was trying to focus today on 
the big picture. 

I believe pay-as-you-go is the premise on which budget decisions 
ought to be made. There are other changes that I think can have a 
positive result. Enhanced rescission authority is another way of im- 
plementing a line item veto. If there has been a major tragedy of 
the 1980's it has been that we have had Presidents who have 
talked a lot about congressional overspending and have done so 
little to veto congressional legislation. 

The excuse is that they have to veto an entire bill. My view of 
the Presidency is that you ought to veto an entire bill and drive 
down spending in those areas that you object to. I have been baf- 
fled that Presidents like Reagan who have been viewed as strong 
Executives have been so unwilling to take Congress on with an 
overall veto in order to drive down spending they object to. 

I don't think that the President is powerless today. He certainly 
is stuck with sui option of vetoing an entire bill, but I think that he 
could use that power to great effect, and for some reason our more, 
recent Presidents have chosen not to do that. 

Presidents can rescind all they like and if we in Congress ignore 
it, after a period of time, the rescission goes away and spending 
continues. I think we ought to be forced to put those rescissions to 
a vote and there ought to be a timeframe in which that occurs. If 
we fail to take action, the rescission moves forward. 
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The value is to give the President authority to single out items 
and bring them to the light of day. The current supplemental ap- 
propriations bill is a prime example of how legislation grows and 
grows and grows as it moves from committee to the House floor to 
the Senate, to the conference committee. A large number of these 
proposed spending initiatives are never brought to a separate vote. 

TTie President, at the very least, ought to be in a position where 
he can segregate those items from an otherwise acceptable spend- 
ing bill and send them back to the Congress and force us to put our 
votes on the line. If a minority are not willing within a time cer- 
tain to vote to approve those spending items then they are elimi- 
nated. 

I think that while this may not eliminate $150 billion worth of 
overspending in our annual budget, it can help us to trim several 
billion dollars of spending each and every flscal year. An3rthing 
that can be saved is certainly worth the effort. 

I appreciate your involvement with that legislation. I am happy 
to be among those in both caucuses that are supportive of that en- 
hanced rescission authority. Among the other items I have dis- 
cussed today, if this committee were to recommend that as part of 
its budget reform package—I think it would be a good addition to 
the package. 

Chairman DERRICK. Thank you very much, Mr. Penny. 
Mrs. MARTIN. And for your patience. 
Chairman DERRICK. The committee is adjourned. 
[Whereupon, at 4:40 p.m., the subcommittee was adjourned, sub- 

ject to the call of the Chair.] 

36-932   (416) 
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