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INTRODUCTION


In order to control federal budget deficits, the congressional budget process has been transformed dramatically through both bipartisan cooperation and highly partisan battles in the last thirty years.  The transformation evolved from a focus on budgetary priority setting in the 1974 Budget Act (1974-1985), to deficit control in the Gramm-Rudman-Hollings Deficit Reduction Act (1985-1990), to spending control measures in the 1990 Budget Enforcement Act (BEA), to the 1997 Balanced Budget Act (BBA) (which resulted in the first budget surplus since 1969), to tax cuts and increased federal spending and a return to looming deficits in 2001.  The impact of the 1990 and 1997 budget reforms and rising revenues from the economic boom resulted in the first four consecutive federal budget surpluses in the post-war period.  However, in the last several years fiscal discipline and beget surpluses seem to have vanished.      


This analysis describes and evaluates the impact of congressional budget reforms on control of the deficit, on the budgetary decision-making capacity of the Congress, on presidential and congressional budgetary power, and on the complexity, openness, timeliness of the congressional budget process.  The paper concludes with a discussion about the implications of the congressional reforms for the capacity of Congress to make timely and difficult deficit control decisions.


To combat rising deficits and improve accountability over the budget process, the congressional budget process has undergone several major and many minor reforms in the last thirty years: the Congressional Budget and Impoundment Control Act of 1974, the Balanced Budget and Emergency Deficit Control Acts of 1985 and 1987 (Gramm-Rudman-Hollings or GRH I and II), the Budget Enforcement Act of 1990 (BEA) and the 1997 Balanced Budget Act (BBA) (See Penner and Abramson, 1988; Thurber 1989; Thurber 1991; Thelwell 1990; LeLoup 1987; Havens 1986; Fisher 1985, Schick 2003). Budget conservatives (Republican and conservative Democratic-Party supporters of these acts) suggested that their passage would promote more discipline in congressional budgeting, reduce deficits, control runaway spending, and make the process more timely and effective. As a consequence of the 1994 congressional election, Republicans were in power to push a new round of budget reforms and spending policies, such as unfunded mandates reform, the line-item veto, cuts in payments to individuals, and cuts in taxes and a balanced budget, culminating in passage of the Balanced Budget Act of 1997 and a budget surplus for four years.  Although never an important issue in the public's mind, each budget cycle brought increasing concern by members of Congress about spending, taxing, deficits, and debt, which brought calls for reforming the budget process itself, until the reforms and the economy yielded budget surpluses.

1974 BUDGET PROCESS REFORMS


The most important change in the way Congress collects and spends money in the last thirty years was the 1974 Congressional Budget and Impoundment Control Act, a reform drafted equally by Democrats and Republicans.1 The votes for this historic reform were bipartisan and close to unanimous in the House and Senate. The Congressional Budget Act created standing budget committees in the House and in the Senate that are responsible for setting overall tax and spending levels. It also required Congress to annually establish levels of expenditures and revenues with prescribed procedures for arriving at those spending and income totals. These procedures include three important elements. First, a timetable was established that set deadlines for action on budget-related legislation that was intended to ensure completion of the budget plan prior to the start of each fiscal year. Second, the Act required the annual adoption of concurrent budget resolutions, which do not require presidential approval. Finally, the act instituted a reconciliation process to conform revenue, spending, and debt legislation to the levels specified in the budget committees. This procedure directs other committees to determine and recommend revenue and spending actions deemed necessary to conform authorizations and appropriations to the decisions made in the budget resolutions. The Budget Committees have the option of mandating that House and Senate committees "report" legislation that will meet budget authority, outlays, and revenue targets (Penner and Abramson, 1988; Schick 1981; Tate 1981). The reforms were strongly supported by Republican members of Congress because they made new spending and taxing transparent and more difficult. The reforms were a conservative effort to control spending and cut the deficit, thus limiting the size of the federal government, a key element of Republican-Party philosophy.

Republican Budget Reforms in the 1980s: Gramm-Rudman-Hollings


Republican control of the Senate in 1981 allowed those members of Congress who were increasingly concerned with Congress's inability to control the budget process and the large deficits under the 1974 budget act to enact a reform that was supposed to improve congressional capacity to control the process, the Balanced Budget and Emergency Deficit Control Act of 1985 and 1987 (GRH I and II) (See Penner and Abramson, 1988). By the early 1980s, projected budget deficits were in the $200-billion range, far more than had ever been experienced before.2 However, after the Republican drafted GRH reform legislation, the deficits as a percentage of gross national product and in absolute dollars continued to rise and created new demands, primarily from the Republican members of Congress, for new budget process reform.


The Republican GRH legislation changed the established budgetary deadlines for each of the major aspects of the congressional budget process in order to bring more discipline to congressional budgeting, to make the process more efficient, and to focus attention on reducing the deficit.3 The central enforcement mechanism of GRH was a series of automatic spending cuts that occur if the federal budget did not meet the deficit targets. These automatic spending cuts are referred to as "sequestration" (Penner and Abramson 1988). Sequestration required federal spending to be cut automatically if Congress did not enact laws to reduce the deficit to the maximum deficit amount allowed for that year.  The GRH deficit targets for each fiscal year are listed in Table 1. If the proposed federal budget did not meet the annual deficit targets established by GRH, then the president had to make across-the-board spending cuts evenly divided between domestic discretionary and defense programs until those targets were met. However, most entitlement programs (then approximately 43 percent of the budget) and interest payments (then approximately 14 percent of the budget) were "off-budget," making them partially or totally exempt from the potential cuts. Reformers wanted to fix the process without forcing them to make "hard choices," something that proved to be elusive.


The bipartisan GRH II legislation in 1987 altered the original GRH deficit- reduction plan by directing the Office of Management and Budget (0MB) to issue the report that would trigger sequestration if deficit reduction targets were not met and by revising the original deficit-reduction targets in accordance with more realistic economic assumptions (see Table 1). It was an expedient reform to avoid congressional-presidential gridlock and allowing for a more gradual and politically acceptable reduction of the deficit. Republicans agreed with Democrats that the sequestration would not work. The cuts to be made in a single year were too great.


The Gramm-Rudman-Hollings (GRH) deficit-reduction plan promised long-term progress toward lower deficits and a balanced budget, but these goals proved to be elusive and overly optimistic, much to the disappointment of the Republicans. During the implementation of the Gramm-Rudman-Hollings Balanced Budget legislation, the deficit was never as low as the law requires, as shown in as shown in Figure 1and Table 1.

  

Figure 1



The Total Deficit or Surplus as a Share of GDP, 1965-2013



(Percentage of GDP)
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Source: Congressional Budget Office, August 2003.





TABLE 1

DEFICIT-REDUCTION TARGETS AND ACTUAL DEFICITS,

FY 1986-2003

________________________________________________________________________

                       Deficit Reduction Targets (in billions of dollars)1

Fiscal      1985GRH     1987GRH     1990BEA    CBO Deficit      Actual

 Year          Limits          Limits            Limits        Projections2      Deficits

1986
172
-- 
--

221

1987
144
--
--

150

1988
108
144
--

155

1989
72
136
--


152

1990
36
100
--


195

1991
0
64
327
331  

269

1992
--
28
317
425  
290

1993
--
0
236
348  

255

1994
--
--
102
318  
2035
1995
--
--
83
1623  

1645
1996
--
--
--
1763  
1075
1997
--
--
--
1034  
226
1998
--
--
--
1054  
69

1999
--
--
--
1154
125.67
2000
--
--
--
(84)7
236.48 

2001
--
--
--    
  98 
127.39
2002
--
--
--
31410
157.811



2003



562

2004



644

2005



520

2006



425

 1 CBO estimates of the deficit taken from An Analysis of the President's Budgetary Proposals for Fiscal Year 1991 (Washington, D.C.: Congressional Budget Office, March 1990), p. 8; and The Economic and Budget Outlook: An Update (Washington, D.C.: Congressional Budget Office, July 1990), p. x.

2 Deficit projections excluding social security and postal service from CBO, The Economic and Budget Outlook: An Update, August 1991, p. xiii. Note: The budget figures include Social Security, which is off-budget but is counted for the purposes of the Balanced Budget Act targets.  For comparability with the targets, the projections exclude the Postal Service, which is also off-budget.

3 These deficit figures are from CBO, The Economic and Budget Outlook: Update, August 1994, p. 31.

4 These figures are taken from The Economic and Budget Outlook for Fiscal Years 1999-2008: A Preliminary Report, January 1998, Table 2.

5 These deficit figures are from the Office of Management and Budget as reported in Historical Tables: Budget of the United States (Washington, D.C.: U.S. Printing Office, 1997), p. 20.

6 This figure is from the Financial Management Service, Department of the Treasury, The Annual Report of the United States Government, Fiscal Year 1997.

7 All projection/deficit data from 1999 onward refer to CBO “on-budget” figures, which exclude Social Security trust fund surpluses and Postal Service net cash flow.  Parentheses indicate a budget surplus.  This figure is from CBO, The Budget and Economic Outlook: An Update, July 2000, Table 1-1, p. 2.  

8 This figure is from The Budget and Economic Outlook: An Update, July 2000, Summary Table 1, p. ix.

9 This figure is from The Budget and Economic Outlook: An Update, August 2001, Summary Table 1, p. ix.

10 This figure is from The Budget and Economic Outlook: An Update, August 2002, Table 1-1, p. 2.

11 The figure for FY 2003 to 2006 are  from The Budget and Economic Outlook: An Update, August 2003, Table 1-1, p. 3.


As a measure of the budget conflict, an inordinate amount of Congress's time in the 1980s and early 1990s was spent on budgeting and appropriating. During the 1980s and 1990s, more than half of all roll-call votes in Congress were on budget-related bills, with a high of 56 percent in the House and 71 percent in the Senate in 1989 (Thurber 1991). Even though GRH II revised the original deficit targets, it did not reduce the partisan conflict and the deficit. The new targets were well out of reach as early as 1990 when Congress considered the budget of FY1991 (see Table 1).


GRH sequestration was supposed to threaten the interests of all participants in the congressional budget process enough to make them want to avoid it.  However, the threat of sequestration did not have the intended effect. Comparing the projected impacts of sequestration on their favored programs with the potential impact of cuts from regular legislation, Republican and Democratic members of Congress simply decided that their interests were best served by delaying the passage of bills until after sequestration occurred, a form of bipartisan avoidance behavior (U.S. Congress, Committee on the Budget 1990). In addition, sequestration could be avoided by using overly optimistic economic and technical assumptions as substitutes for actual policy changes—a common bipartisan practice. Republicans placed Democrats in a box that they, too, eventually wanted out of (Schick 1988).


In spite of their goals, the Budget and Impoundment Control Act and GRH did not achieve Republican goals for the budget process: to curb growth of federal spending; to bring an end to the growth in uncontrollable spending; to reduce the deficit; to complete budgeting on time; to reorder national spending priorities; to allow Congress to control fiscal policy; or to eliminate the need for continuing resolutions. With a projected sequestration of 24 percent for Fiscal Year 1991, clearly something needed to be done to counteract these loopholes and cut the deficit; and that was the 1990 Budget Enforcement Act, jointly crafted by Republican President George Bush, moderate congressional Republicans and Democrats.

THE 1990 BUDGET-PROCESS REFORMS

By early 1990, it was obvious to congressional "budgeteers" that the balanced-budget target set by the Republicans was not going to be reached and an impossible sequestration of 24 percent was going to hit federal agencies with a projected deficit of $195 billion (Thurber, 1999). The deficit in 1993 (the year that the revised targets were to require a balanced budget) rose to be $255 billion (see Figure 1 and Table 1); thus, Congress changed the rules yet again with the passage of the Budget Enforcement Act of 1990 (BEA). The budget goals shifted from deficit reduction to spending control by setting spending caps for three discretionary spending categories: defense, international, and domestic. "Fire walls" prevented shifting of funds between categories. The three categories were combined, forcing all programs to compete for federal appropriations.


The 1990 bipartisan BEA agreement was intended to bring more control over spending while easing potential partisan conflicts over the budget, allowing more efficient negotiated compromises to difficult economic and political questions, solving the problem of increasing deficits, and providing political cover over unpopular election-year decisions, but it did not work out that way (Yang and Mufson 1990). Several conservative Republican leaders, such as Representative Newt Gingrich (R-Ga.), then House Minority Whip, opposed the deal because it did not go far enough in cutting taxes and domestic spending.


A major consequence of the 1990 BEA reforms was to further centralize power within Congress and to force "zero-sum" choices: that is, trading reductions in one program for increases in another, or tax cuts for some in exchange for tax increases for others, keeping the total stable. This was done primarily through a Republican supported pay-as-you-go (PAYGO) procedure that required spending increases for new entitlements to be offset by cuts or tax cuts to be offset by revenue increases. PAYGO took one more step toward making it difficult to increase spending and taxing, a major goal of the Republicans.


Perhaps the most significant aspect of the BEA reforms was the spending ceilings it established. As latent consequence of this reform was a positive reaction by the Federal Reserve Board that dropped interest rates, thus creating more growth in the economy. The ceiling of each discretionary-spending category (defense, domestic, and international) was enforced by an end-of-session sequestration applied across the board to all of the programs within the category or categories that exceeded their spending limits (e.g., if the ceiling for discretionary spending in the international category was exceeded, the end-of-session sequester applied to all programs within the international category). This process is called "categorical sequestration." Categorical sequestration was only triggered if the spending limits of any or all of the categories were exceeded due to changes in legislation (e.g., an extension of the benefits of a program or of the number of people eligible to receive benefits or tax cuts). If the spending limits were exceeded because of changes in economic conditions (or, as is the case with many domestic programs, the number of eligible recipients increases), sequestration would not be triggered. If more was appropriated for discretionary spending than allowed under the discretionary limits, automatic sequestrations were to be imposed, but only on the accounts in the category in which the breach occurred. Categorical sequestration brought more discipline, a "zero-sum game," to the budget process, which was a major goal of the Republicans since the early 1970s (Thurber 1999, Schick, 2000).


Another Republican-proposed decision rule of the BEA was the requirement to look back at each legislative session to insure that legislation did not cause spending limits to be exceeded. In the past, because Congress only evaluated the budget once a year to ascertain whether it was meeting the GRH deficit targets, it was relatively free to add on new expenditures to the budget after that evaluation, often increasing the actual level of the deficit. The "look-back" legislation enacted in BEA was a further conservative Republican effort to control spending. It required that any amount added to the current year's deficit by policy changes made after the final budget snapshot would also be added to the following year's deficit-reduction target. This eliminated incentives for post-snap-shot deficit increases and for schemes that reduce that year's budget deficit by shifting spending into the next fiscal year.


The 1990 BEA and Clinton's 1993 Omnibus Budget Reconciliation Act (OBRA) budget called for all tax and direct spending legislation to be "deficit neutral" in each year through FY 1998. This reform was yet another effort by Republicans to limit spending by creating tighter budget rules for Congress.  PAYGO reforms in the BEA are based on the notion that any increase in outlays above the previous year's "base level" must be paid for by offsetting outlay reductions or tax increases. Although each bill need not be deficit-neutral, the net result of all bills must be. Budget-reform advocates argued that any kind of pay-as-you-go approach is an improvement over the 1980s, when a Republican president and a Democratic House allowed the huge explosion in defense spending, and entitlement programs (except Social Security) that were paid for with borrowed money. Pay-as-you-go reforms were not necessarily intended to reduce the deficit, but to limit growth in spending and deficits by requiring that new expenditures be linked to cuts. According to former CBO Director Robert D. Reischauer (1991), "To date, this pay-as-you-go requirement has proved to be an effective poison pill that has killed a number of legislative efforts to cut taxes and expand entitlements." The 1990 budget agreement also requires that all new revenues go to reduce the deficit, an important Republican effort to balance the budget. If the economy grows faster than anticipated, and revenues therefore exceed projections, the increased revenues would not be available to pay for increased spending. The primary impact of PAYGO has been to discourage spending, a goal of congressional Republicans. The difficulty of either raising taxes or cutting popular existing mandatory programs (like Social Security) has resulted in PAYGO effectively closing out Democratic-initiated new mandatory programs (like Clinton's 1993 health-care reforms). These reforms made the budget process a zero-sum game, the most important consequence of the budget reforms of the 1990s, thus meeting the overall Republican goals of reducing federal spending.


House and Senate points of order against "budget-busting" provisions as proposed primarily by Republicans are an important enforcement mechanism in the BEA. Under the 1990 act, legislation is subject to a point of order for breaching either the budget-year levels or the sum of the five-year levels set in a budget resolution (the five-year enforcement mechanisms apply to all budget resolutions through the 1995-1999 resolutions, after which the requirement sunsets). To prevent temporary savings and timing shifts (such as military pay delays), budget resolutions in each year through FY 1995 would be for five years, with five-year discretionary spending allocations (302 [a]), revenue floors, and reconciliation.


The 1990 and 1997 budget pacts led the House and Senate to create different procedures for the appropriators (Schick, 2003).  House appropriations were allowed to proceed on 15 May even in the absence of a budget resolution. The House Appropriations Committee must use the statutory caps as their 302(a) allocation, file 302(b) suballocation, and proceed on the basis of those suballocations. The Senate committees other than Appropriations Committee are allowed to proceed in the absence of a new budget resolution if their bills conform to the out-year allocations in the most recent budget resolution.  This met the Republican-Party goal of more spending control by Appropriations Committees over members and other committees, but allows the House and Senate to move bills even if the budget resolution is late.  Thus allowing appropriations even though the budget resolution was not passed in FY 1999 and 2003. 

Another development in the late 1990s when the budget surpluses emerged was “evasion tactics” by Congress.  After FY 1998 when the first surplus occurred, Congress evaded discretionary spending caps and the PAYGO provisions of the BEA.   Congress began to make large upward adjustments to the caps by exploiting the “flexibility” provisions of the BEA.  Members went so far as to declare the fund for the 2000 census to be an “emergency expenditure.”  The discretionary caps and PAYGO mechanisms were allowed to expire in September 2002 without a major battle from the budget conservatives.  The Budget and Impoundment Control Act of 1974 and subsequent reforms, the overarching budget process, were drafted to force Congress to set targets for spending, revenues, and budget balance but by the late 1990s were largely ignored.

CONSEQUENCES OF BUDGET REFORMS

 
What are the effects of the budget process of the 1990s on the internal workings of Congress (especially the appropriators), and congressional-presidential budgetary powers? The potential impact can be evaluated in terms of: the degree of centralization (i.e., the extent of top-down versus bottom-up budget-making and dispersal of the process); the control by the president versus Congress over the budget; the amount of openness in the decision-making process; the extent of complexity in decision-making rules, the impact of the 1990s revisions on the timeliness of the process (Lynch 1991; Thurber 1989), and ultimately on deficit reduction (Schick 2003).


Collectively, the reforms had a significant impact on the way Congress budgeted until the early 1990s.  The 1990 BEA set spending caps for both budget authority and outlays in discretionary appropriations for five years (and 1993 OBRA caps out to 1998). Spending limits (or "ceilings") and informally "floors" (minimums) were imposed upon defense, international, and domestic discretionary spending in FY 1991-1993 in the BEA and to FY 1998 by the first Clinton budget in 1993. Appropriations bills that breached any of the three appropriation categories (defense, international, and domestic) trigger across-the-board automatic cuts (sequestration) in programs within the breached category. The BEA provided adjustments in the spending for several reasons: changes in inflation; revision of concepts and definitions; credit re-estimates; specified IRS, International Monetary Fund and debt forgiveness costs; appropriations for emergency needs; and an estimating cushion. The discretionary caps for FY 1991-1993 on spending and so-called fire walls between spending categories (domestic, defense, and international) established more controls and fewer degrees of freedom for members and committees, especially the appropriators, by not allowing funds from one category to be used to offset spending that breaks the caps in another. For example, shirts from defense to domestic were not allowed for the first three years of the agreement.


The 1990 and 1993 reforms have had mixed consequences for the distribution of power within Congress. The pay-as-you-go, zero-sum reforms had a centralizing impact, thus helping Republican leadership in the 104th and 105th Congresses to control spending. The reforms discouraged individual members from initiating their own "budget proposals" because cuts and revenue enhancements had to be instituted in other programs in order save their proposals. On the other hand, stricter enforcement of categorical sequestration, PAYGO provisions, and taking the Social Security Trust Fund surplus "off-budget" raised the public's understanding of spending priorities and the specter of heavy lobbying. The reforms intensified pressure on members and committees to protect their favorite programs and to make cuts in other programs. Such controls also centralized budget decision-making within the Republican-Party leadership and the budget committees, institutions with the power to negotiate trade-offs in the zero-sum game.


Although the more rigid constraints set by the 1990 BEA seem to reduce the autonomy of the Appropriations Committees, most budget participants argue that in fact the Appropriations Committees were the big winners in the 1990 pact. The 1990 budget-process reforms diminished the role of the House and Senate Budget Committees, by giving more degrees of freedom to the Appropriations panels. One budget expert summarized this shift: "Since the pot of money the Appropriations Committees will have to work with has already been decided, they needn't wait for a spending outline from the budget committees before divvying it up" (Yang and Mufson 1991). Appropriators are more able to determine the legislative details within the BEA constraints than through the old reconciliation process and sequestration under GRH. The appropriators have more control over "backdoor spending" that has been done regularly by the authorizers in reconciliation bills.


The reforms of the 1990s gave the Appropriations Committees more control over their own policy preferences, but with strong direction from Republican-Party leadership since 1995 (Thurber, 1999). The big losers were the authorizing committees that have significantly reduced degrees of freedom under the new zero-sum-game controls.

Complexity and Timeliness of the Budget Process


The budget reforms of the 1990s made the congressional budget process more open to the public. The discretionary spending limits and PAYGO controls over entitlement spending for five years were visible and well known to all the players. The new rules reduced degrees of freedom for the actors while revealing the budget decisions to interest groups, the administration, and the public, until they were largely ignored from 1998 and beyond.    After 1998 the budget process became more closed and less deliberative (Wolfensburger, 2000).


Closing the budget process is often considered one way to help control increased spending; opening budgetary decision making is often a way of increasing spending because of the pressure from interest groups and members of Congress. The BEA attempted to do the opposite: it opened up the process, making it more transparent and placing more controls on expenditures. The reforms opened the process and revealed the trade-offs within mandatory spending and the three discretionary-spending categories thus putting tough spending and taxing decisions in full public view.


The 1990 and 1993 budget agreements simplified the process only if members abided by the agreement. The innovations tended to work at cross-purposes when it came to timeliness. A five-year budget agreement theoretically should have made it easier to pass budget resolutions on time. If the budget resolutions were not passed on time, the appropriators could still pass money bills.


Several other reforms of the 1990s also increased the complexity and thus the delay in Capitol Hill budget making. Steps in the process multiplied, as did the decision-making rules. Typically, the more complex the process, the more time-consuming it is. Categorical sequestration and PAYGO provisions slowed the process by increasing the number of confrontations within Congress and between Congress and the president. Alternatively, multiple confrontations increase complexity and delay in the process as more cuts (or tax increases) are made to meet the caps. Already difficult budget decisions were made more difficult because of the budget-process changes of the early 1990s.


In addition, the budget categories were frustratingly complicated and inconsistent. The twenty-one functional categories in the budget resolutions do not neatly fit the thirteen separate appropriations bills or the three categories of spending in the 1990 BEA. Appropriators are required to translate the functional allocations into appropriations allocations and report the result. It is then necessary to compare those results to the ceilings and guidelines set out in BEA, thus increasing the complexity and delay in the budget process. 

Budget Reform and the "Contract with America"


After the historic 1994 Republican takeover of the House and Senate, a flood of budget reforms became part of the new congressional agenda. Most of these budget-process reforms had been introduced in earlier Congresses and promised to reduce the deficit and balance the budget in a specific period of time. Over two dozen proposals to require a balanced budget, to limit the size or growth of the federal budget or of the public debt, or some combination of these ideas, were introduced in the 104th and 105th Congresses. A CBO listing of budget-process reform legislation in the 103rd Congress included 186 major budget process reform proposals (most being the balanced-budget amendment and the line-item veto/enhanced rescission).4 The Joint Committee on the Organization of Congress reviewed dozens of budget proposals, but none were adopted in the 103rd Congress (see Table 2).

TABLE 2

MAJOR BUDGET-REFORM PROPOSALS PRESENTED TO THE JCOC*

IN 1992-1993

• Item Veto/Enhanced Rescission

• Biennial Budget Resolution

• GDP Budgeting

• Zero-Based Budgeting

• Caps on Mandatory Spending

• Limit Waivers of Congressional Budget-Act Provisions in the House

• Special Treatment of Capital Expenditures/Capital Budget

• Sunset Budgeting

• Prohibit "baseline budgeting"

• Eliminate Appropriations as a Separate Jurisdiction

• Require Longer-Term Authorizations

• Prohibit Appropriations-Report Language that Contravenes Provisions in an   

  Authorization

• Eliminate Unauthorized Appropriations without Concurrence of Authorizing

  Committees

• Establish a Single Joint-Budget Committee of the Leadership

• Apply Senate's Rule against Extraneous Matter in Reconciliation Bills to the House

  *Joint Committee on the Organization of Congress

    
The 1994 congressional election changed the budget-reform agenda significantly. The 1994 election and the Republican's subsequent Contract with America in the 104th Congress impacted budget reforms by bringing forth the balanced-budget amendment, the line-item veto, the unfunded-mandate reform, tax cuts, cuts in payments to individuals, welfare reform and a major drive toward a balanced budget (see Table 3). These were at the top of the Republican congressional budget-reform agenda and led to the historic standoff between President Clinton and Congress in 1995 and 1996. The 104th Congress was intent upon cutting spending and balancing the budget within seven years. For the first time in our history, the president vetoed the Reconciliation

Bill. This occurred on 6 December 1995. The Republicans used a shut-down strategy (for six days in November and for almost a month from mid-December to early January 1996), designed to cut spending and control entitlements. The strategy failed. The FY 1997 budget was finally passed on 26 April 1996, showing the fundamental policy differences between the two parties. The strong performance of the economy in 1996-1998 generated over $225 billion in revenues that covered up (at least for the short term) sharp policy differences, and permitted a proposed balanced budget for FY 1999.

TABLE 3

MAJOR REPUBLICAN BUDGET-REFORM PROPOSALS OF THE

104TH AND 105TH CONGRESSES

 • The Balanced-Budget Amendment (passed in House only; defeated in Senate)

 • The Line-Item Veto (passed)

 • Unfunded-Mandate Reform (passed)

 • Biennial Budgeting (defeated)

 • Prohibit Authorizations of Less than Two Years (defeated)

 • Abolish Baseline Budgeting (passed in House only)

 • Restore "Fire walls" between Defense and Nondefense Spending (defeated)


The first Republican budget-process reform promised in the Contract with America was the Balanced Budget Amendment (H.J. Res. 1), a constitutional amendment requiring the president to propose and Congress to adopt a balanced budget each fiscal year starting in FY 2002 (or for the second fiscal year beginning after its final ratification). According to this proposal, Congress may not adopt a budget resolution in which total outlays exceed total receipts unless three-fifths of the membership of each house approves. Congress may waive these provisions for any fiscal year in which a declaration of war is in effect or the country faces "an imminent and serious military threat to national security." A majority of each chamber must pass and the president must sign a joint resolution identifying the threat. This was a popular proposal with the public. A Gallup Poll conducted 28 November 1994 revealed that 77 percent of those questioned on the topic ranked the amendment either the top or a high priority for the 104th Congress (although surprisingly the deficit at that time was not an important issue in pubic opinion). Congress had rejected all balanced-budget amendments since the first one was introduced in 1936. The closest Congress ever came to passing it, until the vote in 1995, was in 1986 when the Senate defeated the proposal by a single vote. The balanced-budget amendment was defeated again in 1995 by a single vote in the Senate.


The second major budget reform in the Contract with America was the Line-

Item Veto Act (PL 104-130), which gives the president a permanent legislative line-item veto (Schick, 1999). Under this procedure, the president may strike or reduce any discretionary budget authority or eliminate targeted tax provisions in any bill. The president must prepare a separate rescission package for each bill and must submit his proposal to Congress within five calendar days of its passage. The presidents proposed rescissions take effect unless Congress passes a disapproval bill, within thirty days after receiving them. Congress can overturn a president's line-item veto, but only after first passing a resolution mandating the spending. The resolution can itself be vetoed by the president. This confers substantial new budgetary powers to the president. Proponents of the line-item veto maintained that given large deficits, the president should have the authority to single out "unnecessary and wasteful" spending provisions in bills passed by Congress. Critics of the line-item veto have argued that the line-item veto gives too much power to the executive branch to control federal spending, a responsibility dearly given to the legislative branch in the U.S. Constitution. The line-item veto was overturned by the Supreme Court in June 1998 (Clinton vs. New York) (Schick 1999).


The Unfunded-Mandate Reform Act (H.R. 5) restricts the imposition of unfunded requirements by the federal government on state and local government entities (Schick 1988). Unfunded mandates are provisions in federal legislation that impose enforceable duties on state and local governments without appropriating funds to pay for them. According to the reform, the Commission on Unfunded Mandates must report to Congress and the president recommendations for suspending, consolidating, simplifying, or terminating mandates, as well as suggesting flexible means and common standards for complying with mandates. The bill requires federal agencies to assess the effects of federal regulations on state, local, tribal, and private-sector entities. CBO is required to prepare an impact statement assessing the cost of the proposed mandates for any legislation. The bill repeals mandates at the beginning of any fiscal year in which no funds are provided to cover their costs, and assigns responsibility to determine the appropriate mandate funding levels to the Budget Committees. Congress must consider the costs of any federal requirement they impose on state and local governments, thus limited their zeal to pass new costly legislation.


The balanced-budget amendment (or a balanced budget), line-item veto, and unfunded-mandate reform all increase the power of a more conservative agenda for federal spending. Cutbacks in federal spending and federal legislation occurred as a result of the unfunded-mandates reform and the line-item veto, but the major cuts occurred as a result of the shift in party control and thus spending and taxing policy of the House and Senate in 1995.  The rapid growth of the deficit from 2001 on occurred because of a variety of factors, performance of the economy, tax cuts, and spending increases, (primarily for the wars in Afghanistan and Iraq and homeland security).  

CONCLUSIONS


What has been the impact of the congressional budget-process reforms of the 1990s?  The 1990 BEA reforms were intended to bring more control over spending (and reducing deficits) and allowing more negotiated compromises to difficult political and economic questions.   However, a major consequence of the 1990 BEA reforms was to further centralize power within Congress (Thurber 1999).  It forced “zero-sum” decisions, trading reductions in one program for increases in another, or tax cuts for tax increases.  The spending ceilings and the PAYGO provisions discouraged spending and cut the deficit significantly until the budget went into surpluses.  All of those constraints were dropped in September 2002 when the discretionary caps and PAYGO mechanisms were allowed to expire as deficits returned.    

A change of party, a change of will among members of Congress, and a change in the economy changed policy.  Budgetary  “tools” made it easier to implement the "deficit hawk" policy preferences of the new Republican majority in Congress in the early 1990s. The rules did not change behavior; the elections of 1994 and 1996 did.  Also the increase in revenue as a result of the unexpected revenues and economic growth in the three years from 1996 through 1998 lead to a proposed balanced budget for FY 1999, when just three years before, the federal government was shut down twice in a partisan clash over reducing the deficit.


Budgets are political documents and budgetary politics will continue to be center stage in Congress (Penner and Abramson 1988, Thurber 1999, Panetta 2002).  The major impact of the 1990s budget reform pacts and the 1994 Republican win was a tighter zero-sum budget game with more control, top-down, centralized budgeting by the congressional party leadership, but revealed little change in the appropriations process. The trade-offs between program reductions and increases are more visible at the aggregate level, as are tax reductions and increases, but the responsibility for them seemed to be more diffuse. However, when in the late 1990s and early 2000s budget targets set in the budget resolutions were violated by wide margins or budget resolutions were not passed (in FY 1999 and 2003), the process reforms became irrelevant.   The early budget battles were struggles over spending priorities within zero-sum limits defined by the reforms of the 1990s.  The reforms in 1990 and 1995 led to more complexity in budget making (e.g., categorical caps on discretionary spending, PAYGO, and the line-item veto (eventually determined to be unconstitutional), while simplifying some aspects of the process (e.g., the five-year budget), which resulted in a larger role for budget and party leaders. Even with budget surpluses, ultimately the conflict over further centralization of budget power was inevitable. The intent of the reforms of the 1990s was to create a more harmonious budget process. The well performing economy helped create harmony, but the partisan battle irrupted in the early 2000s continued over tax cuts, reduction of the deficit and debt, and more spending on military and domestic programs.


No budget process is policy neutral and this has certainly been the case of the budget reforms of the 1990s (Schick 2003, Penner and Abramson 1988, Panetta 2003). Policy outcomes and budget-process reforms cannot be separated politically, as the 1990 and 1995-96 budget negotiations demonstrated. The BEA controls had a conservative bias; they were intended to control spending. Like earlier reforms, they centralized budget power, reinforced top-down budget control, opened the process, and encouraged more discipline in congressional spending and taxing.  However, when surpluses came the rules were ignored and not continued.


Budget-process reform does not work by itself; it must have the support of the actors. Members of Congress create the budget-process reforms and try to abide by them; but if the policy outcomes do not comply with the preferences of the members, they may change or ignore the process as shown in the late 1990s and early 2000s.  The budget process rules are important, but the policy preferences of the major budget and appropriations actors are much more important in determining the deficit outcomes in the battle over the budget, as shown by the impact of the 1994 election versus the war on terrorism post 9/11, tax cuts, and the poorly performing economy (Joyce, 2002).


Change in the budget (tax and spending cuts) came from the American electorate and deficit control post 2003 will ultimately come from the voters, if it comes at all. The 1994 voters seemed to want a balanced budget, tax cuts, welfare reform, the line-item veto, and unfunded-mandates reform. Congress responded. The American electorate was slow to support this kind of budget commitment. It is not clear what the voters want in 2003.  The lesson of the last thirty years is that process reforms cannot make up for the lack of political will, leadership and a booming economy with a revenue surge or a sick economy with very large deficits. 

The overriding objective of the budget reforms in the early 1990s was to preclude actions that could create or enlarge budget deficits. Those rules made it difficult for Congress or the president to spend budget surpluses and those rules in the 2000s are being ignored. The surplus has rapidly changed into large deficits (See table in the appendix).  If the projections of large budget deficits continue into FY 2004, Congress and the president will likely attempt to craft yet a new budget process, to bring about more deficit control, but without strong pressure from the electorate those reforms will be slow coming. Any time they craft a new fiscal policy framework, Republicans and Democrats tend to rewrite the budget rules to enforce the new agreement (Panetta 2002). The test of the congressional budget reforms is if they hold during times of surplus as well as times of deficit. They seem to have failed in both circumstances in the late 1990s and early 2000s (Schick, 2001).  As former House Budget Committee chair, OBM Director, and Chief of Staff for President Clinton Leon Panetta concludes, “One cannot resolve conflicting priorities and the budget process without those who are willing to exercise leadership and take risks.  And throughout the history of the budget, both the president and the Congress have sought agreements and procedural tools to strengthen their abilities to discipline spending and establish priorities.  All of this has been fashioned and beaten into shape in the hot cauldron of politics” (Panetta 2002, 206).   

Allen Schick (2003, 1) summarizes the state of the politics of the deficit:  “It was George W. Bush’s misfortune to become President just about the time the stock market bubble burst, the economy weakened, and the federal revenue plummeted.  It will be his successor’s misfortune to enter office with an inadequate revenue base and an urgent need to push a tax increase through Congress.”  But the Members of Congress do not get off free, the deficits it will be their misfortune too.  The debt burden and large federal budget deficits will bring new cycle of budget process reforms and constraints on spending and tax expenditures.      
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NOTES

· This article is partially based upon interviews with House and Senate members, staff, and informed observers. The author is grateful for the time they gave and for their observations about the congressional budget process. He would like to thank the School of Public Affairs and the Center for Congressional and Presidential Studies at the American University for supporting the research for this analysis.  Special thanks to Sam Garrett, Ph.D. research assistant at the Center, who has assisted in the collection of data and analysis for this paper. 


1. One of the important reforms instituted by the 1974 Budget Act was the creation of the Congressional Budget Office (CBO)—Congress's principal source of information and analysis on the budget and on spending and revenue legislation. The CBO has a specific mandate to assist the House and Senate Budget Committees and the spending and revenue committees. CBO responds to requests for information from other committees and individual members of Congress. Prior to the creation of CBO, Congress was forced to rely on the president's budget estimates and economic forecasts and the annual analysis of the economy and fiscal policy done by the Joint Economic Committee.


2. Another measure of budget deficit problems is the imbalance of outlays and receipts as a percentage of the gross national product (GNP). For example, outlays were 24.3 percent of GNP and receipts were 18.1 percent of GNP in 1983; 23.7 percent outlays to 18.4 percent revenues in 1986; and 22.2 percent outlays to 19.2 percent revenues in 1989. See U.S. Congress, Congressional Budget Office, The Economic and Budget

Outlook: Fiscal Years 1991-1995 (1990), p. 123.


3. These deadlines significantly altered prior budget-process deadlines. Notably, the new deadlines have been delayed or modified informally each year since GRH I and

GRH II was passed.


4. See memos by Phil Joyce to Bob Reischauer (and others) on the Budget Process Legislation from 22 January 1993 to 1 September 1994.
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Appendix Table 1:  Projected Deficits and Surpluses in CBO's Baseline

[image: image2]
(In billions of dollars)

 
Actual
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
Total,
2004-
2008
Total,
2004-
2013




On-Budget Deficit (-)
-317
-562
-644
-520
-425
-421
-434
-426
-417
-298
-143
-105
-2,444
-3,833

Off-Budget Surplusa
160
162
164
179
199
219
237
255
273
289
304
317
999
2,436

 

 
Total Deficit (-) or Surplus
-158
-401
-480
-341
-225
-203
-197
-170
-145
-9
161
211
-1,445
-1,397

 

Memorandum:
 

Social Security Surplus
159
157
164
179
197
216
234
252
269
285
299
312
990
2,406

Postal Service Outlays
-1
-5
*
*
-2
-3
-3
-4
-4
-4
-5
-5
-9
-30

 

Total Deficit (-) or Surplus as a Percentage of GDP
-1.5
-3.7
-4.3
-2.9
-1.8
-1.5
-1.4
-1.2
-0.9
-0.1
1.0
1.2
-2.3
-1.0

 

Debt Held by the Public as a Percentage of GDP
34.2
37.1
39.5
40.4
40.1
39.7
39.2
38.5
37.6
36.0
33.4
30.7
n.a.
n.a.
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Source: Congressional Budget Office, August 2003.

Note: * = between -$500 million and zero; n.a. = not applicable.

a. Off-budget surpluses comprise surpluses in the Social Security trust funds as well as the net cash flow of the Postal Service.
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Appendix Table 2: CBO's Baseline Projections of Federal Interest and Debt



(In billions of dollars)

 
Actual
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
Total,
2004-
2008
Total,
2004-
2013




Net Interest Outlays

Interest on the Public Debt (Gross interest)a
333
322
318
356
409
463
510
549
583
611
633
647
2,057
5,080

 

Interest Received by Trust Funds
 

 
Social Security
-77
-84
-87
-93
-102
-114
-128
-142
-157
-173
-190
-208
-524
-1,395

 
Other trust fundsb
-76
-73
-66
-69
-74
-78
-82
-87
-91
-96
-101
-106
-369
-848

 
 
Subtotal
-153
-157
-153
-162
-176
-192
-210
-229
-248
-269
-291
-314
-893
-2,244

 

Other Interestc
-8
-8
-10
-11
-13
-15
-17
-19
-21
-23
-25
-28
-65
-182

 

Other Investment Incomed
0
*
*
-1
-1
-1
-1
-1
-1
-1
-1
-1
-3
-7

 

 
 
 
Total (Net interest)
171
157
155
184
220
255
282
301
312
318
316
305
1,096
2,648

 

Federal Debt (At end of year)

Debt Held by the Public
3,540
3,986
4,443
4,790
5,027
5,242
5,450
5,631
5,784
5,800
5,645
5,438
n.a.
n.a.

 

Debt Held by Government Accounts
 

 
Social Security
1,329
1,486
1,650
1,828
2,025
2,241
2,475
2,727
2,996
3,281
3,580
3,891
n.a.
n.a.

 
Other government accountsb
1,329
1,367
1,436
1,523
1,627
1,739
1,856
1,978
2,104
2,235
2,373
2,513
n.a.
n.a.

 

 
 
 
Total
2,658
2,852
3,085
3,352
3,653
3,980
4,331
4,705
5,100
5,516
5,953
6,404
n.a.
n.a.

 

Gross Federal Debt
6,198
6,838
7,528
8,142
8,679
9,222
9,782
10,335
10,884
11,316
11,598
11,842
n.a.
n.a.

 

Debt Subject to Limite
6,161
6,801
7,491
8,105
8,642
9,185
9,744
10,297
10,845
11,277
11,559
11,803
n.a.
n.a.

 

Federal Debt as a Percentage of GDP

Debt Held by the Public
34.2
37.1
39.5
40.4
40.1
39.7
39.2
38.5
37.6
36.0
33.4
30.7
n.a.
n.a.
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Source: Congressional Budget Office, August 2003.

Note: * = between -$500 million and zero; n.a. = not applicable.

a. Excludes interest costs of debt issued by agencies other than the Treasury (primarily the Tennessee Valley Authority).

b. Principally Civil Service Retirement, Military Retirement, Medicare, and Unemployment Insurance.

c. Primarily interest on loans to the public.

d. Earnings on private investments by the Railroad Retirement Board.

e. Differs from gross federal debt primarily because most debt issued by agencies other than the Treasury is excluded from the debt limit. The current debt limit is $7,384 billion.

Appendix Figure 1:

Uncertainty of CBO's Projections of the Total Deficit or Surplus Under Current Policies



(Deficit (-) or surplus in billions of dollars)
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Source: Congressional Budget Office, August 2003.

Note: This figure, calculated on the basis of CBO's forecasting track record, shows the estimated likelihood of alternative projections of the budget deficit or surplus under current policies. The baseline projections described in this chapter fall in the middle of the darkest area of the figure. Under the assumption that tax and spending policies will not change, the probability is 10 percent that actual deficits or surpluses will fall in the darkest area and 90 percent that they will fall within the whole shaded area.

The uncertainty bands are based on the projection errors in CBO's past winter baselines. Since the current baseline was prepared with more information than is typically available in January, the bands may overstate the uncertainty of the current projections, especially for this year.

Actual deficits or surpluses will be affected by legislation enacted in future years, including decisions about discretionary spending. The effects of future legislation are not reflected in this figure.

For an explanation of how CBO calculated the probability distribution underlying this figure, see Congressional Budget Office, The Uncertainty of Budget Projections: A Discussion of Data and Methods (April 2003).
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