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M. Chairman, | welconme this opportunity to comment on the
proposals before you that would anmend the Congressional Budget
Act of 1974 to place a limt on the growth of federal expendi-

tures.

| believe that the (ongressional Budget Act of 1974 has
already given the Congress the tools to control expenditure
gronth.  Mnbers of (Gongress now have to vote on the budget's
totals as well as on its parts. A case can be nade, however,
that the forces in favor of increasing the parts are far stronger
than those supporting a limt on the whole. The bills before you
today attenpt to redress this perceived inbalance in one of two
ways: by including a formula in the Budget Act that woul d create
alimt that the Gongress woul d have to live within or explicitly
reject, or by requiring that the Qongress first vote on budget
totals and then limt the parts to those totals. Each of these
strategies could create problens, particularly during recessions.
Neither strategy, noreover, wll guarantee that spending control
or reductions are brought about in thoughtful, effective ways. |
personal |y believe that for this to happen the Gongress wll have
to abandon one-year-at-a-time budgeting and adopt a multiyear
process within the framework of the Congressional Budget Act so

that legislative savings can be achieved over a series of years.



Cause for Qoncern

Srong arguments can be nade for lower levels of federal
expenditures. The relative size of the federal sector has grown
substantially over the last 30 years as a result of increased
benefit paynents to individuals along wth rising federal grants
to finance a wide variety of state and local governnent services.
Federal outlays rose from an average of 18.2 percent of gross
national product (GNP) during the 1950s, to 19.5 percent during
the 1960s, to 212 percent during the 1970s. If current high
levels of international tension persist, pressures for increased
defense expenditures wll not subside. In this environnent,
unl ess expenditures for other prograns are reduced, the relative

size of the federal sector could continue to grow in the 1980s.

Many believe that this growth in federal spending is waste-
ful or even harnful and should be reduced in order to |eave nore
roomfor private spending. Moreover, concern wth the growth of
federal spending serves as a proxy for a nore general concern
wth the growth of governnent power and the pervasiveness of

government regulations.

The growth of federal spending in recent years has been
financed partly by allowng inflation to increase the individual
tax burden and partly by persistent federal deficits. President
Carter's 1981 budget allows the tax burden to grow to a postwar
high; one has to go back to 1944 to find federal revenues at a
greater percentage of Q\P.
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In fiscal year 1980, moreover, the federal budget wll
be in deficit for the eleventh straight year, the nineteenth
time in the last twenty years, the forty-second tine in fifty
years. Wile deficits and surpluses are possible wth either
large or small budgets, many feel that rapid expenditure growh

makes it nore difficult to achieve a budget bal ance.

The CGase for a Limt

The case for placing a |limt on the growth of federal
expenditures rests on the contention that our present political
system is biased toward increased spending. Those who believe
this is true point to the fact that the benefits of a particul ar
federal program tend to be concentrated on a relatively snall
group, each nenber of which stands to gain substantially fromthe
program while the costs are spread over a large nunber of
taxpayers each of whomw || lose only a little. Hence, elected
officials are in a difficult position. if they vote against a
programincrease or chanpion a cut, they wll encounter the vocal
and well-organized opposition of the program's beneficiaries
wthout earning nore than a weak nod of approval fromthose who

see their share of total taxes reduced by a snmall anount.

But while taxpayers are wlling to go along wth a slight
increase in their taxes for a particular program they are
nost upset when they see their tax bills rising dramatically from
the effect of nmany small increases. Thus, at any one time two
types of majorities exist in the electorate and in the Gongress.
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Program by program majorities exist to maintain or increase
funding. But when the programs are added together to form
a unified budget, a majority favors reducing the total |evel

of funding.

Qutting down the individual parts to fit within a desired
whol e is what budgeting is all about. Those who believe that the
current process is hiased toward increased expenditures feel that
in the Congress the specific majorities in favor of greater
funding for individual prograns tend to win out over the general

majority in favor of a reduced total expenditure |evel.

The New Budget Process

The thesis that our system has a built-in bias toward
spending had considerable validity as long as spending and tax
bills were voted on one at a tine and the Congress had no oppor-
tunity to debate or vote on the overall size of the budget or the
magni tude of the deficit. But since the Gongressional Budget Act
of 1974, the Gongress has required itself to consider and adopt
overal | spending totals and to vote explicitly on the planned
deficit or surplus. Under the new procedures, those who woul d
add to spending nust visibly increase the total of expenditures

and the deficit or nust propose conpensating cuts.

It is still too early to tell what effect this new process
wll have on spending and deficits. The fragnentary evidence

that we have can be read both ways.
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The process was implemented during the nost severe reces-
sion since the 1930s. Mich of the expenditure growth and defi -
cits of the past four years can be attributed to the effect of
the recession on the budget and the planned fiscal policy that
the Gongress adopted to speed the recovery. Many believe that
expendi tures woul d have grown faster and deficits have been even
larger if the budget process had not required explicit votes on

spending totals and the deficits.

There are signs that the process does provide the tools
for controlling expenditure growth. Last session, for the first
time, the Senate voted to invoke the budget process' reconcilia-
tion procedure by requiring six conmttees to cut outlays by
$3.6 billion. Wile this step was dropped in conference because
it was felt that House Coomttees had al r'eady agreed with a Huse
Budget Commttee request to consider a series of |egislative

savings, a precedent has been set.

Srengthening the reconciliation process is an alternative
to setting formal expenditure limts that this Coomttee m ght
want to consider. Alen Shick has suggested that the recon-
ciliation process be tied to the first concurrent resolution on
the budget. Under such a procedure, the House, in the first
budget resol ution, could mandate that one or nore of its Commt-
tees report out legislation prior to the consideration of the
second concurrent resolution that would result in [ower spending
for entitlement prograns or other forns of uncontrollable
spending. The various authorizing coomttees would retain their
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authority to determne which legislative savings were reported,
and the House and Senate would still be free to reject or pass

any proposed |egislation.

Advantages and D sadvantages of Various Limting Procedures

The bhills before you are superior to many of the Constitu-
tional anendnents that have been introduced in this Qongress,
in that by retaining sinple najority voting on budget natters
they would not prevent a Qongressional majority from doing what
it wants to do. Past attenpts at budgetary reformillustrate the
futility of trying to prevent the Congress from doing what a
majority wants to do. In 1946, as part of the Legislative Reform
Act of that year, a budget process was created in which fixed
budget totals were set early in the QGongressional year. Wthin a
year the (ongress determned that such a system woul d not work

and it was abandoned.

Blls ™Tat Gontain a Formul a

The formulas of the various proposals before the Qongress
can be grouped into three categories: (1) those that set a
fixed maxi mum percentage growth rate for expenditures; (2 those
that tie the nmaximumgrowth rate of expenditures to the growh
of the econony; and (3) those that |imt expenditures to a

percentage of the econony.

Fi xed percentage growth rate formulas-—such as those of HR
309, 864, 865 866, 867 and 868--would either reguire dranmatic
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cuts in real spending levels during periods of high inflation, or
would not significantly [imt expenditure growh during periods
of lowinflation. The other two types of formula coul d severely

restrict the Congress's ability to respond to a recession.

Federal budgetary expenditures are sensitive to economc
conditions; for each percentage point rise in the unenpl oynent
rate, total outlays will increase from $5 to $7 billion as
payments for unenpl oyment insurance, Social Security, food
stanps, and other countercyclical prograns grow  Uhless the
(ongress chose to set aside the limt, other prograns woul d have

to be cut to make roomfor these additional nonies.

Sone of the bills, such as HR 5371 and HR 6021, tie the
limt to a neasure of the size of the economy--GNP--which falls
in recession. Thus, at the very time when you mght want greater
expenditures to stinulate the econony, these fornulas would re-
quire cuts. Tables 1 and 2 give sone idea of the magnitude
of the regquired cuts that would be brought on by a hypotheti cal
severe recession. \¢ tested the formulas of three of the bills
under two sets of economc assunptions: those that underlay the
five-year current policy projections of the Second Concurrent
Resolution for Hscal Year 1980, and a hypothetical recession in
calendar years 1980 and 1981 of the nagnitude of the 1974-1975
downturn.  These estimates are for illustrative purposes only;
they were nade assuming that the economc targets were achieved
either through tax policy or other forces in the non-federal
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TABLE 1. HONTHREE BEXPEND TURE LI M TATI ON FCRMULAS BECOME MORE RESTR CIlVE

AS THE ECONOW DECLINES FOR H SCAL YEARS 1981 THROUCH 1984:

IN Bl LLIONS GF DALLARS

cond
Qoncurr ent o
Act ual Resol ution Proj ections
1979 1950 1961 1962 1965 1984
H gher Projected
Qutlays Caused by
| ncr eased
Unemployment 0 0 11.4 16.0 18.4 20.3
Amount by Wi ch
Limt is Mre
Restrictive Because
of Lower GNP
HR 4610 - 0 0 10.2 46.6 5.6
HR 5371 - - 3.9 45.0 49.9 5.9
HR 6021 - - 51.3 63.1 69.2 76.9
Total Amount by
Wiich Limt is
Mre Restrictive
HR 4610 a/ -— 0 11.4 26.2 65.0 7.9
HR 5371a/ — -— 49.3 61.0 68.3 76.2
HR 6021_'5/ _ - 62.7 7.1 8r.6 97.2

a/ Fromoutlays only.

b/ Fromthe sumof outlays and tax expenditures.

SOURCE: (ongressional Budget Gfi ce.



TABLE 2. ECCONOM C ASSUMPTI ONS ASSOO ATED WTH THE PROJECTIONS CF TABLE 1

Second -
Goncur rent
Act ual Resol ution Proj ections
1979 1980 1981 1982 1983 1984
Econom ¢ Assunpti ons
Under | ying the Five-
Year Qurrent Policy
Projection for Second
Goncurrent  Resol ution
for Fiscal Year 1980
Nom nal GNP
Gal endar Years 2,336.0 2,571.0 2,883.2 3,246.7 36165 40188
Nomnal G\P
Fscal Years 2,291.1 2,500.5 2,804.7 3,147.7 3,512.0 3,903.5
Unenpl oynent Rate
Fscal Years 59 7.2 7.2 7.0 6.7 6.4
cpI Hscal Years 10.1 9.8 8.8 8.0 7.2 6.8
Economc Assunptions
Underlying a Hypot heti cal
Recession of the Magnitude
of the 1974-1975 Downt urn
Nonm nal Q\P
CGal endar Years 2 336.0 2,526.6 2,685.5 30049 33483 37219
Nomnal QG\P
Hscal Years 2,291. 1 2,504.0 2,624.5 2,922.4 3,260.5 3,624.1
Unemployment
Fscal Years 59 6.8 89 9.4 9.2 91
(A FHscal Years 10.1 9.8 8.8 8.0 7.2 6.8




sector, and that the (ongress chose not to set aside the ex-
penditure limt. As you can see, the cuts in expenditures
required by the decline in GNP are much greater than the higher
outlays resulting from increased unemployment. It would seem
therefore, that periods such as this year, when nost economc
forecasters foresee a recession, would be a particularly dif-
ficult time to inplenent any fornula tied to G\WP. The Conmttee
mght want to substitute an economc indicator such as Trend G\P

or Potential G\P that does not foll ow economc cycles.

Tying expenditures to predicted G\P would create intense
pressures on the budget cormttees and on organi zations such as
CRO to produce optimstic G\P projections so that additional
nmoney mght be spent. For exanple, in the (BO forecast that was
just released |ast week nomnal G\P was -proj ected to be between
$2,860 and $3,086 billion in calendar year 198l This is a range
over which there can be reasonabl e disagreenent. But depending
on whi ch end of the range was used in applying the fornula, total
outlays under HR 5371 could shift by $47.5 billion and the
total of outlays and tax expenditures under HR 6021 coul d shift
by $64.4 billion.

Perverse Incentives of Limtations

Srictly enforced limtations on federal spending would
probably not reduce pressures for new federal activities, but
mght well change their form The Congress could avoid the
budget limts altogether by using the regulatory power of the
federal governnent to force the private sector or states and
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localities to bear the cost of new prograns. Enpl oyers, for
exanpl e, coul d be asked to bear the najor cost of national health
I nsurance. New off-budget agencies or government - sponsored
corporations could be created. Increasing use could be nade of
federal loan guarantees or other devices to allocate private
credit to activities deened especially desirable by the federal
government. Alimt that applied solely to the spending side of
the budget would also be likely to encourage the use of tax
subsidies to particular activities. Indeed, even wthout such a
limt, subsidies granted through the tax code have been in-
creasing at a faster rate than outlays in recent years——to an

estimated $182 billion in fiscal year 1980.

(he effect of the new budget process has been to draw
(ongressional attention to the current magni tude of tax expendi-
tures, off-budget agencies, and credit activities of the federal
governnent and to increase efforts to bring these activities
wthin the purview of the budget process. CBO believes that
(ongressional control of the full range of federal activities
woul d be enhanced by bringing off-budget spending agencies back
on budget, by conpiling a credit budget showng various |oan and
loan-guarantee activities of the governnent, and by review ng
tax expenditures on the sane basis as direct expenditures. The
credit control proposals of Representatives Giaimo, Holt, and
Manetta, and the tax expenditure proposal of Representative
Giaimo are steps in the right direction and should be seriously
consi dered by the Congress.
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Changi ng the Order of Decisions

If the Coomttee believes that the nmajorities in favor
of limting the growth in budget totals need hel p fromthe budget
process, it could go the route of amending the Budget Act to
require that votes be taken on the totals prior to votes on the

functions.

This approach has been suggested in different forns by
Representatives Gephardt and Holt. It would have the advantage
over strict formuas of giving the Gngress the flexibility to
set its own limt each year. A the sane tine, by highlighting
the votes on the totals, it mght create dowward pressure on

expendi ture grow h.

It nust be remenbered, however, that the parts and the whol e
cannot be separated. | believe it would be a mstake to have a
binding vote on the totals prior to taking up the parts. Such a
procedure could result in unrealistically small budget resol u-
tions that would have to be amended several tinmes during the
fiscal year as specific spending and tax bills were approved. |If
this occurred, the entire (ongressional budget process would | ose
its credibility. To avoid the problemyou mght want to consider
the followng sequence of votes: a vote on the budget totals,
votes on the parts of the budget resolutions, a second vote on

the budget totals to reconcile the parts with the whole, and a
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vote on final passage. This procedure would highlight the totals
nore than the current one and could exert downward pressure on

spendi ng.

Hwto Bring About Quts

Mandating slower expenditure growh as reflected in the
figures of budget resolutions wll not necessarily bring about
a true reduction in the growth of the budget. Any expenditure
limt wll have to be acconpanied by other changes in the way
the Qongress passes its budget. The najor force that has driven
budgetary growth in the past two decades, and promses to drive
it in the next decade, is the growth in entitlenments and ot her
types of spending that are difficult to nodify in the short run.
The level of expenditures for entitlenents cannot be changed
unless the basic authorizing statute is nodified. The current
nmood to increase spending for defense procurenent by a substan-
tial amount neans that in the next few years defense outlays wll

begin to rise because of budget authority granted now

As long as the budget process operates one year at a tine,
therefore, it wll be difficult to achieve significant cutbacks
wthout causing najor hardships, leaving projects unfinished,
and disappointing expectations. If the Congress is to cut
spending in an orderly way, it nmust plan at least three years
ahead and nust seriously consider phasing out and restructuring
prograns and reducing the rate of growh of entitlenents. The
Long Arendnent to the Debt Limt bill last year was a first step
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toward multiyear planning, but the Congress has yet to adopt an
organized and coordinated plan for making cuts over severa

years.

While a multiyear approach would allow the Congress to
plan cuts, a formula restricting overall growth in the next
budget would force last-minute, unplanned cuts as changing
economic conditions caused federal outlays to rise and revenues
to fall. Any reform to place a limit on federal budget outlays
should therefore be accompanied by the adoption of multiyear
targets to facilitate the orderly achievement of the required

budget totals.
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