a\
The ‘
Heritage Foundation

LEADERSHIP FOR AMERICA

ISSUE BRIEF

No. 3801 | DECEMBER 13, 2012

Fiscal Cliff: Five Budget Tactics to Reject

Patrick Louis Knudsen

f plunging over the fiscal cliff*

in January would threaten the
nation’s economy, Congress and
the President could also do harm
in another way: by dodging the cliff
through gimmicks and bogus budget
cuts that create only illusory savings
in a “grand” budget bargain.

Both the White House and law-
makers have shown a propensity for
claiming savings where none exist.
Doing so as part of a grand deficit
reduction plan would drain the
credibility from any agreement they
might reach. Such tactics would
further diminish the confidence of
financial markets and the American
public—an outcome almost as bad
as no agreement at all. Here are
five such devices lawmakers should
avoid.

1. Phantom War Savings. This is
the largest and most egregious prac-
tice under consideration. It claims
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savings that result purely from artifi-
cial budget conventions.?

Budget estimators at the
Congressional Budget Office (CBO)
and the Office of Management and
Budget (OMB) project future spend-
ing for overseas contingency opera-
tions (OCO) in Iraq and Afghanistan
by taking today’s amount ($99.9
billion for fiscal year 2013) and then
increasing that figure for inflation in
each of the subsequent years. This is
called the “baseline.”

The President’s budget claims to

“cap” OCO spending at $44.2 billion
each year. Measured against the con-
tinually rising baseline, this gives the
appearance of “saving” $834 billion
over 10 years—even though no one
ever intended to spend that money.?
CBO director Douglas W. Elmendorf
rejected this tactic as far back as
February, saying that “the funding
has not yet been provided, and there
isno ‘OCO fund’ set aside in the
Treasury from which resources can
be drawn in future years.™

Yet the President assumes these
phantom savings and then goes a
step further. His budget diverts
$210 billion of the $834 billion to
new transportation funding, thereby
spending money that would not have
been spent otherwise and still claim-
ing savings.

2. Spend Now, Save Later. This
time-honored practice does just what
the name implies: It spends money
up front with the promise of cutting
spending and reducing deficits later.

The President has employed the
practice habitually—even in his
recent fiscal cliff proposal. Along
with his $1.6 trillion, 10-year tax
hike, Obama hinted at up to $400
billion in mandatory savings over
10 years (about 1.4 percent of total
mandatory spending), but he offered
no specifics.

First, however, he wants to spend
more—including an immediate $50
billion for more economic “stimu-
lus” and an unidentified amount for a
new mortgage refinancing proposal.®
The spending increases are guaran-
teed, but the vague, promised savings
might never materialize. Congress
should reject such tactics in any bud-
get agreement.

3. Other Bogus Baseline
Savings. One way to hide increased
spending is through a mechanism
called “changes in mandatory pro-
grams” (CHiMPs).

The typical CHiMP is a one-
time mandatory savings provision
used to offset excess discretionary
amounts in annual appropriations
bills. The practice allows appro-
priators to give the appearance of
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complying with their discretionary
spending limits when in fact they
are exceeding them.

A prime example is the Crime
Victims Trust Fund. The fund is
authorized to spend all it collects
from fines and penalties, but appro-
priators limit the spending to an
amount below the authorized level.
Then they claim the difference
between the two amounts as “sav-
ings,” creating phony offsets for high-
er discretionary spending. Because
the common CHiMP applies for
just one year at a time, the “savings”
disappear in the next year while the
higher spending remains. Moreover,
the abuse can be repeated year after
year.t

It would be fine if Congress and
the President adopted genuine and
permanent mandatory savings to
replace sequestration. They should
not, however, resort to CHiMPs to
justify higher spending elsewhere in
such a measure.

4. Rescissions That Do Not
Save Money. In 2013, sequestration
will be applied by cancelling existing
budget authority, a practice called

“rescission.” Congress could legiti-
mately substitute genuine, alternative
rescissions—and the President should
propose some. On the other hand,

Congress could appear to achieve
some of the needed savings by substi-
tuting rescissions whose savings exist
on paper only and are solely the result
of CBO scoring conventions.

Like the illusory war savings
described above, this tactic claims
to save money that was never going
to be spent—such as uncommit-
ted transportation funds. In this
case, however, instead of capping
the planned spending, Congress
would instead cancel existing budget
authority. Nevertheless, the savings
are another mirage. Congress should
discard this practice as well.

5. “Emergencies” and Other

“Adjustments.” Another way
Congress can excuse higher spending
is by designating certain funding as
an “emergency” or providing “adjust-
ments” to spending limits for disaster
assistance. The designations relieve
Congress of any need to offset the
additional spending with reductions
elsewhere. The President has already
sought to exploit both loopholes, pro-
vided for in the Budget Control Act,
by requesting $60.4 billion (without
offsets) for Hurricane Sandy relief.”

If emergency spending is truly
important, it is more important than
something else. Especially in these
times of chronic, trillion-dollar

deficits, Congress should reduce the
“something else” to compensate for
the spending increases.

Credibility Counts. Lawmakers
budgetary mismanagement in the
past several years has surely has-
tened the decline in their approval.
Congress has not adopted a budget
in more than three years (though the
House did pass budget resolutions
in 2011 and 2012). Spending and tax
policies have been ad hoc, piecemeal,
and temporary, fostering constant,
nagging uncertainty in the economy.

Failure to address the onrush-
ing fiscal cliff would further erode
Congress’s reputation. Pretending to
resolve the problem through illusory
savings or budget gimmicks would
have sharply negative consequences
as well.

Credibility counts. To earn the
confidence of financial markets and
the American public—as well as start-
ing the government toward a sustain-
able fiscal course—any plan to replace
the coming sequestration should be
sound, free of gimmicks, and built
with policies that achieve real savings.

—Patrick Louis Knudsen is the
Grover M. Hermann Fellow in Federal
Budgetary Affairs in the Thomas A.
Roe Institute for Economic Policy
Studies at The Heritage Foundation.
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