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Abstract

The congressional budget process has unraveled just as the federal government is approaching fiscal crisis. The
breakdown not only risks severe budgetary and economic consequences, but also threatens the constitutional system
itself. It enables unrestrained expansion of the public sector, undermines congressional policymaking, and encourages
an undue concentration of power in the executive branch. Incremental reforms, however well considered, would likely
fail to restore congressional budgeting. Instead, Congress should completely dismantle and rebuild the budget process
to limit government, enhance Congress’s policymaking role, restore the balance of power between the executive and
legislative branches, and control the administrative state. The ultimate goal of budgeting should be to reinforce and

strengthen constitutional government.

he collapse of congressional budgeting in recent

years has occurred just as the government’s fis-
cal outlook is approaching critical. If left unchecked,
current trends will lead to unprecedented levels of
federal spending as a share of U.S. economic out-
put, far beyond taxpayers’ historical tolerance and
perhaps greater than the economy can sustain. The
resulting debt would seriously hamper the nation’s
potential for long-term growth. These trends can be
corrected only with a regular, stable, and sustained
practice of budgeting. As Congress continues to
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struggle with its current procedures, the prospects
seem doubtful.

Yet the breakdown of the budget process threat-
ens more than severe fiscal and economic conse-
quences. It enables an unrestrained expansion of
the public sector, undermines orderly congressio-
nal policymaking, exacerbates public frustration,
and cedes undue power to the executive branch. In
short, the chronic failure of congressional budgeting
erodes democratic procedures and the constitution-
al system itself.

The failure of Congress to produce serious budgets
angers Americans and jeopardizes the economy.
Many believe that one element in the gridlock is a
congressional budget process that is so broken it
needs to be completely replaced. We asked Visiting
Fellow Patrick Louis Knudsen to discuss the principles
that should form the foundation of a new Budget Act.
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Selected incremental reforms might correct
some of the flaws in current fiscal practices. In the
past, however, such steps have proven inadequate
and are unlikely now to restore a process so deeply
degraded. It is time for a major redesign of congres-
sional budgeting.

Constructing a New Budgeting Process

Congress should begin constructing a new pro-
cess—one that lawmakers can and will use to pro-
duce timely, responsible, and definitive budgets.
Even more important, the new process should
strengthen the exercise of governing—its underlying
purpose—just as the 1974 Congressional Budget Act
intended. That requires procedures that reinforce
the constitutional framework, treating it not as an
impediment to efficient budgeting but as the funda-
mental platform for public policy.

Lawmakers should craft a new budget act that, in
meeting its numerous practical demands, advances
the following goals:

= Limiting government. The Constitution pro-
vides a framework for a limited government of
delegated powers. The practice of budgeting is
an essential means of implementing that princi-
ple, mainly by limiting spending, one of the best
measures of the size and scope of government and
its burden on the economy. The budget process
should emphasize spending control—both in the
near term and in accordance with a long-range
strategy for fiscal policy—rather than allow per-
petual government expansion.

= Enhancing Congress’s constitutional role.
Budgeting, rooted in a distinctive and compre-
hensive vision of government, is central to Con-
gress’s ability to establish national priorities
and set a legislative agenda. The budget process
should reinforce this fundamental role of the leg-
islative branch.

= Restoring the balance of powers. Defining con-
gressional priorities also is crucial to preventing
undue dominance of the President over the direc-
tion of national policy. Congress’s failure to bud-
get assertively and comprehensively encourages

the inappropriate concentration of power in the
executive branch. The budget process and its
components should promote the balance of pow-
ers envisioned in the Constitution.

= Controlling the Administrative State. Fail-
ures in congressional budgeting inevitably lead
to policymaking through the bureaucracy, which
includes a growing, opaque fourth branch of gov-
ernment shielded from oversight. The budget pro-
cess should serve to restrain this domineering
administrative state.

These goals may seem uncontroversial, or at least
broadly agreed to, but they tend to be forgotten in
the pursuit of rationalistic, technical “efficiency.”
Instead, they should stand in the forefront of efforts
to construct a more effective budget process. The
broader aim is to strengthen budgeting as an essen-
tial act of governing, a fundamental means of exer-
cising constitutional principles.

What the Congressional Budget
Was Meant to Do

A budget is commonly seen as an instrument for
determining how much to spend, how to allocate
limited resources, and how to raise sufficient financ-
ing. Yet the practice of congressional budgeting also
constitutes an essential policymaking exercise, as
well as a means of constraining executive power.
As renowned political scientist Aaron B. Wildavsky
wrote:

Few truisms of American political thought are
more hoary than this: The power of the purse
is the heart of legislative authority and thus an
essential check on the executive branch. An exec-
utive establishment freed from dependence for
funds upon the legislature (and hence the pub-
lic) would be a law unto itself and ultimately a
despotism.... From the earliest days of American
government, budget decisions were treated as a
struggle for power.!

Through much of the country’s early history,
Congress exercised this authority without a formal
budget or budget process—which the Constitution

1. Aaron B. Wildavsky, The New Politics of the Budgetary Process, 3rd ed. (New York: Addison-Wesley Educational Publishers Inc., 1997), p. 24.
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does not require.? Department and agency heads
simply took their budget requests to the appropriate
committees of Congress, and the committees deter-
mined how much funding to provide. Even when
Congress approved the Budget and Accounting Act
of 1921—creating a consolidated executive process
inspired by the Progressive Movement and modeled
largely on Great Britain’s system—most lawmakers
contended that legislative authority remained pre-
eminent. Wildavsky notes:

The only executive aspect of that act, the House
insisted, was that the president would henceforth
be held responsible for the agency estimates he
submitted. After that, the budget was still legisla-
tive all the way. Members of Congress could still
move his proposed numbers up, down, or side-
ways by ignoring them entirely.?

Nevertheless, Congress also established an institu-
tional backup by creating the General Accounting
Office,* replacing the Treasury Department’s role in
auditing and accounting for expenditures.

For nearly 50 years, this executive budget process
worked well enough, at least procedurally. It held
up through the Great Depression, World War II, the
Korean War, much of the Vietnam War, and the first
two decades of the Cold War. In peacetime, federal
spending was held at or near the level of total rev-
enues, resulting in small deficits or even surpluses.
Although wartime spending and deficits surged, the
government typically returned close to fiscal bal-
ance within a few years after the crises ended.

On the other hand, this same process midwifed
the creation of the New Deal and the Great Society,
both of which vastly expanded the size and scope
of government; they spawned a large growth in the
“entitlement” programs that today most threaten
fiscal stability. Of note, in his reorganization plan
of 1939, President Franklin D. Roosevelt moved

the Bureau of the Budget—established under the
Budget and Accounting Act—from the Treasury
Department to the Executive Office of the President,
clearly recognizing that controlling the budget
granted him significantly more control over the gov-
ernment itself.®

During this period, lawmakers did make one
attempt at a congressional budget process, in the
Legislative Reform Act of 1946. The budget proce-
dures comprised just two paragraphs in the sprawl-
inglegislation, which sharply reduced the number of
House and Senate committees, imposed regulations
on lobbyists, expanded the Legislative Research
Service (now the Congressional Research Service),
and included a congressional pay raise, among
numerous other changes. The bill even contained
a section on remodeling caucus rooms and restau-
rants. “These provisions, far closer than the budget
to the hearts of most members of Congress, received
most of their attention,” writes Joel Havemann, edi-
tor at the Los Angeles Times, in his 1978 book on the
budget process. “By comparison, budget reform was
an afterthought.” Not surprisingly, the new proce-
dures failed, and Congress abandoned them in 1949.°

Change in the 1960s. Budgeting conditions
changed in the mid-1960s, with the President and
Congress increasingly divided. A significant part
of the problem, says Wildavsky, lay in the general
unrest and uneasy politics of the period, with respect
to both domestic policy and the Vietnam War:

Itis not always easy to separate cause from effect,
reality from symptoms. The actors in the bud-
getary minuet—president, congressional com-
mittees, administrators—could not indefinitely
insulate their own politics from those of the
real world. The ferment of the 1960s reflected
long-standing dissatisfaction of groups previ-
ously excluded from the political process. Denial
of voting rights and racial discrimination in a

2. The U.S. Constitution vests the authority over spending and taxation in the Congress, specifically through Article |, Section 7, Clause 1;
Article |, Section 8, Clause 1; Article |, Section 8, Clause 2; Article |, Section 9, Clause 7; and Amendment XVI, which authorized the income
tax. See U.S. House of Representatives, Committee on the Budget, Compilation of Laws and Rules Relating to the Congressional Budget Process,
CP-3, August 3, 2012, http://www.gpo.gov/fdsys/pkg/CPRT-112HPRT75001/pdf/CPRT-112HPRT75001.pdf (accessed October 28, 2013).
The Constitution does not, however, prescribe how Congress should exercise these powers.

Wildavsky, The New Politics of the Budgetary Process, p. 37.

N

The General Accounting Office was renamed the Government Accountability Office in 2004.
The Bureau of the Budget was renamed the Office of Management and Budget in 1970.
Joel Havemann, Congress and the Budget (Bloomington, IN: Indiana University Press, 1978), pp. 21-23.
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democracy, hunger in the midst of plenty, poverty
in prosperity. No less divisive issues of war and
environment also took their place on the politi-
cal agenda.”

In this atmosphere, conflicts between those who
favored national defense and those who backed
domestic social programs intensified. In addition,
by the early 1970s, President Lyndon B. Johnson’s
Great Society programs were coming into fruition.
This meant that major new and difficult-to-control
entitlement spending started soaking up more and
more resources. Entitlements began to squeeze
other programs, constraining options for setting pri-
orities and reducing flexibility in the budget. From
1965 through 1972, gross programmatic “manda-
tory” outlays (excluding offsetting receipts and net
interest) swelled from 31.9 percent of total spending
to 41.7 percent.?

In contrast with the aftermath of other wars and
crises, there was no “peace dividend” as spending
for Vietnam wound down. The expected resourc-
es already were committed to entitlement expan-
sions, an unprecedented phenomenon. “Vietnam
did not conform to the budgetary patterns of previ-
ous American wars,” writes long-time budget expert
Allen Schick of the University of Maryland. “Without
exception, each previous war had produced a steep
rise in federal spending followed by a sharp post-
war decline, though to a trough well above the pre-
war level. However, in no year following the Vietnam
War has spending been lower than in the peak war
years.” Faltering economic growth also limited
the revenue increases that previously had helped to
absorb additional spending.

The Clash with Nixon. Dissensus over the
budget then reached critical mass. In his second
term, President Richard M. Nixon employed vari-
ous means to seize control of what he considered a
runaway bureaucracy, including “personnel shifts to

gain better control of the departments by bypassing
the Cabinet; reorganization; regulation writing; and
impoundment or reduction of funds, which result-
ed in the enervation of whole programs within the
bureaucracy.”*°

Indeed, Nixon’s zealous use of impoundment was
especially maddening to Congress. Whereas previ-
ous Presidents had employed the authority to hold
back money appropriated by Congress mainly as a
fiscal management tool, President Nixon used it to
thwart congressional policy. As Havemann explains:

Nixon used impoundments to reduce or elimi-
nate one program after another, on grounds that
only the executive branch—and most emphati-
cally not Congress—was capable of making the
difficult choices about the budget. Only the exec-
utive branch, Nixon argued, could resist the pres-
sures of the special interests for more spending
programs. Only the executive branch could rec-
ognize that continuing federal deficits would lead
to runaway inflation.!

President Nixon’s impoundments left Congress
without any means of responding. Frustrated law-
makers had no counterpart to the President’s bud-
get for judging priorities and evaluating program
spending in the context of overall fiscal policy. “How
could Congress weigh the advantages and disadvan-
tages of including a particular program in the feder-
al budget?” Havemann writes. “It had no procedure
for matching expenditures to revenues or for asking
whether a new housing program, for example, was
more important than a new submarine.”?

The Congressional Budget
and Impoundment Control Act

Congress broke the standoff by passing the
Congressional Budget and Impoundment Control
Act of 1974, which President Nixon signed on July

7. Wildavsky, The New Politics of the Budgetary Process, pp. 67-68.

8. U.S. Office of Management and Budget, Budget of the United States Government, Fiscal Year 2014: Historical Tables (Washington, DC: U.S.

Government Printing Office, 2013), pp. 153-154, Table 8.3,

http://www.whitehouse.gov/sites/default/files/omb/budget/fy2014/assets/hist.pdf (accessed October 28, 2013).
9.  Allen Schick, Congress and Money: Budgeting, Spending and Taxing (Washington, DC: Urban Institute, 1980), p. 25.
10. John A. Marini, The Politics of Budget Control: Congress, the Presidency, and the Growth of the Administrative State (New York: Taylor & Francis, 1992),

p.126.
1. Havemann, Congress and the Budget, p. 11.
12, Ibid.
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12 (just a month before he resigned). The act had
two aims: to enhance Congress’s authority over fis-
cal policy through a more comprehensive budgeting
process and to wrest power from what some termed
Nixon’s “imperial presidency.”

While the Budget Act has not successfully con-
trolled spending and deficits as intended, it certain-
ly restored some of Congress’s governing author-
ity. It produced a formal congressional response to
the executive budget. “With the Budget Act of 1974,”
writes University of Nevada-Reno political scientist
John A. Marini, “Congress became a dominant force
in the formulation of fiscal policy, and a major player
in setting national priorities.”*® Key elements of the
new procedure were:

= The Budget Resolution. This was an entirely
new vehicle, a unique measure that accounts for
total government spending, taxes, deficits, and
debt, and offers a proposed allocation of resourc-
es among major government activities. It was
then, and still is, the only legislation that views
the government comprehensively. Thus, it pro-
vides coherence to all of the piecemeal spending
and tax bills that lawmakers consider over the
course of the year. It also gives Congress a means
of defining national priorities and overall fiscal
policy as a true counterpart to the President’s
budget. Initially, the Budget Act called for two
resolutions. The first, passed in the spring, would
present nonbinding target levels for spending
committees. The second, to be adopted by mid-
September,* would update the first for enacted
legislation and changes in economic conditions.
The second resolution’s levels would be bind-
ing, and the measure contained a fast-track “rec-
onciliation” procedure to ensure committees
met them. The use of the second resolution was
dropped in the early 1980s.

= House and Senate Budget Committees. As
authors of the budget resolution, these two stand-
ing committees have broad jurisdiction over

the budget totals and how they are distributed
among major categories and committees. In this
way, the budget committees provide a means of
coordinating the many piecemeal spending bills
under the umbrella of the overall totals. The bud-
get committees determine only tax and spending
amounts. They cannot legislate specific policies.
Those decisions remained with the committees
holding program jurisdiction.

The Congressional Budget Office (CBO). This
new agency, part of the legislative branch, freed
Congressfromdependence onthe Administration
for fiscal and economic information and analy-
sis, which was the situation prior to the Budget
Act. While typically described as nonpartisan,
its neutrality is maintained and guarded by the
bipartisan demands of Congress. To retain its
credibility and usefulness, the CBO has to satisfy
both the majorities and minorities in the House
and Senate that its conclusions are ideologi-
cally impartial. Nevertheless, the CBO is part of
Congress, with its basic approaches and its direc-
tor subject to congressional approval.'®

Reconciliation. As originally conceived in the
Budget Act, the second budget resolution could
trigger a reconciliation process to ensure that
the spending and tax committees complied with
its binding totals. Under the procedure, the res-
olution would direct one or more committees
to write legislation adjusting programs in their
jurisdictions to reconcile their total spending
with the budget resolution levels. The legislative
proposals would be reported back to the bud-
get committees, which would package them and
bring them to the floor as a way of completing the
overall budget.'* Although the procedure remains
largely the same today (absent the second budget
resolution), the role of reconciliation has changed
considerably; it is now a principal means of adopt-
ing changes in entitlement programs and some-
times tax policies.

13. Marini, The Politics of Budget Control, p. 11.
14. Havemann, Congress and the Budget, p. 35.

15.  “The Director shall be appointed by the Speaker of the House of Representatives and the President pro tempore of the Senate after
considering recommendations received from the Committees on the Budget of the House and the Senate, without regard to political affiliation
and solely on the basis of his fitness to perform his duties.” Congressional Budget Act of 1974, 2 U.S. Code § 601(a)(2).

16. Havemann, Congress and the Budget, pp. 36-37.
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To allow more time for these procedures, the
Budget Act also moved the start of the fiscal year
(FY) from July 1 to October 1.

These elements, forming the core of the new pro-
cess, were added to existing procedures for authoriz-
ing, appropriating, and taxing. Taken together, they
enabled Congress to budget independently and com-
prehensively. Wildavsky summarizes:

Congress would look at programs, think about
totals, choose a relationship between spend-
ing and revenue, and bring the two together.
Entitlement spending would be confronted while
considering the totals.... [E]ntitlements might
be adjusted during reconciliation. The budget
resolutions would enable congressional majori-
ties to respond directly to the president’s budget,
asserting their own functional priorities and fis-
cal goals."”

Thus, the Budget Act was more than a new pro-
cedure for managing fiscal policy. By bolstering
Congress’s power of the purse, it was designed to
strengthen the legislature’s constitutional role as
the policymaking branch of government.

How and Why the
1974 Process Has Broken Down

On several occasions, the process created by the
Congressional Budget Act seemed to be unravel-
ing, and it was amended numerous times to accom-
modate extraordinary conditions. For example, by
1985, its procedures seemed inadequate to gain con-
trol of growing deficits, so Congress added a new
enforcement regime with the Balanced Budget and
Emergency Deficit Control Act (Gramm-Rudman-
Hollings™®). In 1990, the restraints in that law threat-
ened automatic spending cuts thatlawmakers judged
unacceptably deep, so after lengthy negotiations at
Andrews Air Force Base, Congress and President
George H. W. Bush arranged a new set of deficit
reduction policies under the Budget Enforcement
Act.

Although these amendments sometimes provid-
ed breathing room or avoided crises, they seem only

to have papered over widening cracks in the system.
Breakdowns continued and worsened. In the past
several years, the collapse of orderly congressional
budgeting has been all but total, and the practice
seems nearly irrecoverable. Among the problems:

m Lawmakers no longer miss budget deadlines; they
breach them deliberately and regularly, obliterat-
ing any notion of a fiscal year as the government
runs on a series of temporary spending measures.

m Omnibus legislation has replaced the separate
appropriations required under the regular order,
and these massive bills typically offer few policy
changes, largely maintaining the status quo.

m The entitlement crisis looms ever closer, yet
remains unaddressed.

m Even the budget resolution itself—a key instru-
ment of the congressional process—has become
optional and nearly irrelevant. Since FY 1999,
Congress has failed to adopt a resolution on seven
occasions (and this year would make it eight).
According to the professional associations con-
cerned with the legislative process: “The device
that was created to give Congress an equal voice
in setting overall fiscal policy is increasingly just
a hit and miss proposition.... This represents not
only a failure of Congress to follow its legislative
mandate; it also suggests that the budget com-
mittees may lack enough power to make adop-
tion of the budget resolution the imperative it was
intended to be.”"

Budget analyst Maya C. MacGuineas in 2012
summarized the situation in testimony to the House
Rules Committee:

Our budget process is just not working. Deadlines
exist in name only; appropriations continuously
fall behind schedule leading to unwanted mini
and omnibus legislation, and gimmicks are regu-
larly employed. And these problems only exist for
the small portion of the budget that lawmakers

17.  Wildavsky, The New Politics of the Budgetary Process, pp. 79-80.

18. The legislation’s main authors were Senators Phil Gramm (R-TX), Warren B. Rudman (R- NH), and Ernest F. Hollings (D-SC).

19. Paul L. Posner et al., “Strengthening the Federal Budget Process,” Memos to National Leaders, July 11, 2012,
http://www.memostoleaders.org/sites/default/files/RevisedBudgetFinal.pdf (accessed October 28, 2013).
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annually mark up and decide. The vast majority
of our spending and tax policies are on autopilot,
leading to a system where our national priorities
are neither fully thought out nor fully funded.?®

An added problem has been the polarization of
the political system. As Professor Paul L. Posner of
George Mason University states:

Budgeting ... has been transformed into a series of
litmus tests on the fealty of Members of Congress
to key constituencies and ideologies. Under such
a political system, agreement is harder to come
by—and delays are far more likely.*

These disputes are not a trivial matter or the
result of “bickering” or stepped-up campaigning.
Instead, they reflect, to a large extent, deep and
fundamental differences about the proper role of
government. The budget is a legitimate forum for a
debate over these differing views, but the gridlock
has made it especially difficult for concerned law-
makers to tackle the indispensable task of control-
ling spending.

Apart from these aspects of the general political
and fiscal environment, several other specific fac-
tors have contributed to the breakdown in budget
practices.

More, Not Better, Budgeting. A fundamen-
tal problem with the Budget Act is that it made an
already complicated process more complex. Instead
of restructuring budgetary procedures from the
ground up, it merely added new elements, such as
the budget resolution.?? Even at the time, lawmakers
worried that “instead of creating a budget, the new
procedures might merely create more budgeting.”*

Since then, of course, Congress has applied more
changes, including Gramm-Rudman-Hollings, the
Budget Enforcement Act, the Statutory Pay-As-You-
Go Actof2010, and the Budget Control Act of 2011. In
each case, specific historical or political conditions
gave rise to these measures, but the new regimes
have become part of the permanent process.**

The new procedures also were “layered on top of
an already redundant committee structure,” notes
the Brookings Institution’s Alice M. Rivlin, the
CBO’s first director. That challenge remains today,
with authorizing and appropriating activities divid-
ed, creating an excessive number of steps in imple-
menting all spending and tax decisions.>® Hoover
Institution scholar John F. Cogan has argued that
distributing budgetary decisions among numer-
ous committees has contributed to uncontrolled
spending.?¢

Of course, streamlining this process would
require restructuring Congress itself—a probably
worthwhile task that would encounter stiff resis-
tance from lawmakers settled in current power
structures. Nevertheless, the problem, broader than
the budget process itself, needs to be acknowledged.

Inadequate Incentives for Budgeting. Just
as history is the product of human choices and
actions, the success or failure of any legislative pro-
cedure, including the budget process, depends on the
Members of Congress themselves. “No process will
work well,” says Rivlin, “unless the participants in
the process want it to work.”*”

That said, the existing process lacks institution-
al incentives to encourage regular budgeting. In
practice, little in the budget process compels law-
makers to follow the regular order as written in
law. For instance, after May 15 the House can begin

20. Maya C. MacGuineas, testimony in hearing, H.R. 114, The Biennial Budgeting and Appropriations Act of 2011, Subcommittee on Legislative and
Budget Process, Committee on Rules, U.S. House of Representatives, 112th Cong., 2nd Sess.,
http://www.gpo.gov/fdsys/pkg/CHRG-112hhrg72889/html/CHRG-112hhrg72889.htm (accessed October 28, 2013).

21.  Paul L. Posner, statement before the Committee on the Budget, U.S. Senate, October 12, 2011, p. 4,
http://www.budget.senate.gov/democratic/index.cfm/files/serve?File_id=cdde09ec-6dfa-48e7-9949-3071d08154c4

(accessed October 28, 2013).
22. Wildavsky, The New Politics of the Budgetary Process, p. 79.
23. Ibid., p. 80.

24. See U.S. House of Representatives, Compilation of Laws and Rules Relating to the Congressional Budget Process.

25. Alice M. Rivlin, testimony to the Committee on the Budget, U.S. House of Representatives, September 21, 2011,
http://budget.house.gov/uploadedfiles/rivlin_testimony9212011.pdf (accessed October 28, 2013).

26. John F. Cogan, “Federal Budget Deficits: What's Wrong with the Congressional Budget Process,” Stanford University, Hoover Institution, 1992.

27. Rivlin, testimony to the Committee on the Budget.
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considering appropriations bills without a bud-
get resolution, and the Senate can do so merely by
waiving a Budget Act point of order with a simple
majority. Lawmakers have learned they can sim-
ply “deem” discretionary spending levels—even
different levels in the House and Senate—and then
hastily resolve their differences in a rush of end-of-
year legislating. They have fabricated procedures
to facilitate spending and tax bills and have made
the fiscal year irrelevant through the deliberate
use of continuing resolutions to buy time as needed.
While these failures of orderly budgeting appear to
have no immediate consequences, the damage is
real. Each year without a budget resolution means
further delay in addressing the ever-growing prob-
lem of entitlement spending. The longer this pat-
tern continues, the larger the problem becomes,
and the more difficult and wrenching the required
solutions eventually will be.

Further, even if lawmakers could agree to the
needed policy reforms, the disuse of regular budget-
ing might leave Congress with no systematic means
of adopting them. Consequently, the government
would continue running headlong on its unsustain-
able fiscal course. This could lead to what University
of Rochester political scientist David M. Primo fears
will be “a staggering level of government debt that
will necessitate massive interest payments each
year or, in the extreme, more severe consequences,
such as a debt default or ‘monetization of the debt’
(i.e., the printing of money to pay off the debt, which
will produce significant inflation).”?® These looming
hazards seem insufficiently urgent, however, to force
Congress to restore a regular and vigorous practice
of budgeting.

Lack of Real Limits. For most of America’s his-
tory, through the Truman and Eisenhower Admin-
istrations, an unwritten conviction about balancing
budgets effectively limited government spending.
Nobel Laureate James M. Buchanan explained:

Politicians prior to World War II would have con-
sidered it to be immoral (to be a sin) to spend
more than they were willing to generate in tax
revenues, except during periods of extreme and
temporary emergency. To spend borrowed funds
on ordinary items for public consumption was,
quite simply, beyond the pale of acceptable politi-
cal behavior. There were basic moral constraints
in place; there was no need for an explicit fiscal
rule in the written constitution.?

By the time the Congressional Budget Act was
adopted, however, this commitment had faded.
Instead, Keynesian macroeconomic theory took
hold as a premise of fiscal policy, displacing the clas-
sical view of public finance and tolerating—even
encouraging—willful deficit spending. “In this
vision,” wrote Buchanan, “any constraint on the
exercise of governmental discretion in setting rates
of taxes and spending could only reduce the efficacy
of the macroeconomic enterprise.”3°

The Keynesian doctrine gave politicians a ratio-
nale to do what they wanted anyway: spend.* “All
internal incentives worked to raise expenditures....
More money made it easier to settle internal quar-
rels. The price of policy change was program
expansion.”®?

To this day, there is no common political con-
sensus within Congress about the proper limit
on spending. The Budget Act calls for ceilings on
annual appropriations in the budget resolution, and
Congress has at times applied statutory caps on
discretionary spending, including the current lim-
its under the Budget Control Act. These are only
temporary measures, however, which can be read-
ily breached through emergency and supplemental
spending bills or through gimmicks such as chang-
es in mandatory programs (CHIMPs). Meanwhile,
there are no constraints on aggregate entitlement
spending, the largest share of the budget.

28. David M. Primo, “Making Budget Rules Work,” George Mason University, Mercatus Center Working Paper No. 10-62, September 2010, p. 6,
http://mercatus.org/sites/default/files/publication/Making%20Budget%20Rules%20Work.Primo_.9.28.10.pdf (accessed October 28, 2013).

29. James M. Buchanan, “Clarifying Confusion About the Balanced Budget Amendment,” National Tax Journal, Vol. 48, No. 3 (September 1995), p. 347,
http:/ntj.tax.org/wwtax%5Cntjrec.nsf/68F7F882CD48D258852567EFO057A8A5/$FILE /v48n3347.pdf (accessed October 28, 2013).

30. Ibid., p. 347.
31.  Wildavsky, The New Politics of the Budgetary Process, p. 70.
32. Ibid., pp. 83-84.
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The Growth of Entitlements. Entitlement
spending’s growing share of the budget is a mas-
sive problem unto itself. When the Budget Act was
adopted in 1974, net programmatic mandatory out-
lays (excluding interest) were just shy of 41 percent
of total spending, while discretionary outlays were
about 51 percent. Today entitlement spending totals
nearly 60 percent of the budget, while appropria-
tions are about 34 percent.?® The automatic growth
of entitlements increasingly limits the extent to
which policymakers determine priorities across all
the government’s activities.

A group of former CBO directors and other bud-
get experts noted:

[TThe allocation of limited resources across the
full spectrum of national priorities—including
the rapidly growing entitlement programs—is
rarely addressed. The president and Congress
do not have to decide the relative importance of
supporting retirement income or medical care
for the elderly versus investing in education,
infrastructure, and research or meeting national
defense or homeland security needs.?*

The main problem with entitlements lies in their
construction. Whereas discretionary funds are
appropriated annually and the amounts are express-
ly determined by Congress, entitlements operate on
what are effectively permanent authorizations and
spend whatever is needed to meet their demands.
They constitute, in effect, “autopilot spending,” and
there is no limit on their aggregate levels. Their
design makes entitlements difficult to restrain
because their spending totals result from factors
outside Congress’s control, including inflation, case-
loads, and the changing costs of services.

As former CBO Director Rudolf G. Penner testi-
fied to Congress:

Part of the problem is that Social Security,
Medicare and Medicaid, along with some less

important health programs, are open-ended.
That is to say, they are not subject to a budget.
The law defines an eligible population and the
benefits to which they are entitled and then we
pay for everyone who shows up. A lot more people
are showing up these days as baby boomers retire
in larger and larger numbers.3

Entitlement spending can be restrained only by
changing the underlying laws, such as benefit levels
and eligibility requirements, and even then the out-
comes can only be estimated. As a result, the budget
is increasingly dominated by spending that grows
inexorably by default and is outside regular congres-
sional controls.

Related to entitlement spending is the controver-
sial subject of “tax expenditures™ the hundreds of
billions of dollars in credits, deductions, exclusions,
exemptions, and preferential rates that have prolif-
erated in the tax code and that in many instances
function as proxies for direct subsidies. Analysts dif-
fer on which tax breaks are akin to direct spending
and which are legitimate features of a pro-growth
tax code (e.g., steps to eliminate the double taxation
of savings). In fact, these provisions do not increase
spending (except for refundable credits that do
result in higher outlays), but they do often distort tax
burdens.

Moreover, the most questionable special tax
breaks resemble entitlements inasmuch as they are
open-ended, available to anyone who qualifies, oper-
ate on automatic pilot, and affect the overall fiscal
outlook. To the extent they seek to provide selec-
tive financial assistance, manipulate behavior, or
promote government-approved “investments,” they
represent an expansion in the size and scope of
government not reflected in the regular spending
totals.3®

Changing Committee Roles. Prior to 1974, con-
gressional committees typically sought to control
the Administration by restricting agencies’ spend-
ing authority, usually to something below their

33. U.S. Office of Management and Budget, Budget of the United States Government, Fiscal Year 2014: Historical Tables, pp. 153-154, Table 8.3.

34. Stuart M. Butler et al., “Taking Back Our Fiscal Future,” The Brookings Institution and The Heritage Foundation, April 2008, p. 5,
http://www.heritage.org/research/reports/2008,/03/taking-back-our-fiscal-future.

35. Rudolph G. Penner, testimony before the Committee on the Budget, U.S. House of Representatives, September 21, 2011, p. 3,
http://www.urban.org/publications/901451.html (accessed October 29, 2013).

36. See Donald B. Marron, “Spending in Disguise,” National Affairs, Summer 2011,
http://www.nationalaffairs.com/publications/detail /spending-in-disguise (accessed October 30, 2013).
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requests. The culture of Congress was to restrain
the Administration. Ironically, the Congressional
Budget Act transformed these committees into
advocates for higher spending precisely by creat-
ing the budget committees to impose limits. Says
Wildavsky: “The appropriations committees with-
drew from their previous positions as guardians of
the treasury.”®”

This happened because the newly created bud-
get committees had to maintain collegial rela-
tions with spending and tax committees to sur-
vive. Consequently, they often had to “subordinate
themselves to the widespread desires for higher
spending.”?®

In other words, the budget committees had to
take over minding resources, but their powers were
limited by their need for consensus. “Like all others
who wish to be influential,” says Wildavsky, “bud-
get committees could afford to lose only a few times,
for if it becomes obvious the budget committees are
likely to lose, no one will pay attention to them.”*

The Limitations of Budget Estimates. The
Congressional Budget Office was to be an impartial
umpire evaluating budgetary consequences. Over
time, however, lawmakers have come to treat CBO
figures—which are only estimates—as an all-but-
sacred measure of spending and deficit effects and
have at times contorted legislative proposals to “fit”
their requirements.

It is important to recognize that the CBO’s rules
and practices are determined by law or by agreement
with the House and Senate Budget Committees and
the Office of Management and Budget. Indeed, the
budget committees are the official scorekeepers for
Congress. “In principle,” writes former Acting CBO
Director Donald B. Marron, “they can decide to use
costestimates thatdiffer from the scores prepared by
the CBO. In practice, this is very rare, so CBO scores
are usually the official ones.™ Still, Congress is ulti-
mately accountable for the estimates it employs.

These rules and practices can raise significant
problems. A well-known example is the “baseline”—
the yardstick against which the CBO evaluates the
effects of policy proposals—codified in Section 257 of
the Balanced Budget and Emergency Deficit Control
Act of 1985.4 It requires the CBO to project spend-
ing and tax revenue that would result under the pro-
visions of “current law”—including changes in law,
however unrealistic, that are scheduled to occur.

Consequently, the CBO baseline projects sharp
reductions in Medicare physicians’ reimburse-
ments each year as required under current law, even
though Congress has repeatedly rejected these
cuts. Similarly, the baseline estimates over the past
decade have projected huge revenue increases from
the scheduled expiration of tax relief policies enact-
ed in 2001 and 2002, although no one ever expect-
ed all of those policies to expire at once. This cre-
ated an Orwellian twist in which simply extending
existing tax policies was presented as a huge new tax
‘cut” and corresponding deficit increase.*? Thus, the
rules have “the unfortunate side effect of creating a
budget baseline that may differ from a reasonable
expectation of future policy.”® The CBO has tried
to compensate by presenting “alternative” baselines
incorporating more likely policy choices, but these
efforts have regrettably done little to relieve the con-
fusion that the baseline projections can create.

Another problem is the budget window. The
CBO’s estimates customarily project spending and
revenue effects for the first 10 years of any legislative
proposal, including a budget resolution itself. With
federal spending in the trillions of dollars, and with
the myriad programmatic and economic fluctua-
tions that can occur even in the span of a year or two,
the accuracy of CBO figures is highly uncertain, and
this uncertainty would increase if the window were
extended. On the other hand, CBO estimates often
are criticized for being too short-sighted and set-
ting up perverse incentives. By focusing on the first

1
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10 years, projections ignore the longer-term effects
of policy proposals, particularly from entitlements,
where the design of a law can—often consciously—
cause an explosion of spending beyond the 10-year
window. Indeed, lawmakers commonly phase in pro-
gram expansions, deliberately limiting the spending
and deficit impact of the first decade, but backload-
ing the much larger effects into subsequent years.

The Need for a New Budget Act

Clearly, it is imperative for Congress to restore a
regular practice of budgeting. Lawmakers will need
it to have any chance of managing the daunting fiscal
challenges ahead—challenges that will only worsen
if left unaddressed.

Budgeting is equally important in the practice of
governing. “[T]he budget is much more than a matter
of dollars,” writes Schick. “It finances federal pro-
grams and agencies and is a vital means of establish-
ing and pursuing national priorities.”**

The collapse of budgeting is both a symptom and
a cause of a general breakdown in governing. A dys-
functional Congress fails to budget, and that failure
in turn exacerbates the broader legislative dysfunc-
tion. Moreover, a tolerance for inept budgetary prac-
tices may spill over into other legislation, further
weakening Congress as a policymaking body, which
can lead to an unhealthy imbalance in the balance
of powers. Thus, the failure of budgeting has broader
and more disturbing consequences for the constitu-
tional system itself, and restoring the practice may
be key to revitalizing the institution of Congress. A
range of procedural reforms of the budget process
have been proposed to correct specific problems in
existing procedures. Many have been around for
decades, and most would merely adjust the current
process in hopes of making it more effective, effi-
cient, and enforceable. In isolation and as a limited
solution they are perhaps worthy of consideration.
On the other hand, they would likely only repeat the
past pattern of adding layers of new or revised prac-
tices that further complicate a broken process. The
deeply degraded state of congressional budgeting
strongly suggests a need to start from a clean slate.
As Rivlin declared to Congress: “Process reform is
normally incremental, but the time for incremental

reforms in the budget process is over. The Congress
should blow it up and start from first principles.”®

What a New Budget Process
Needs to Achieve

The first principles of budgeting lie in the
Constitution. If budgeting truly is governing, then
the budget process must not only be practical and
efficient, but must also reinforce the constitutional
framework of the federal government, as the 1974
Budget Act intended but now fails to do. Although
constitutional principles, such as the separation of
powers, may complicate budget practices, they are
not an impediment to effective budgeting. They are
the conditions under which legislating takes place,
and budgeting is a legislative process. As Rivlin
reminded Congress in her testimony:

Countries with Westminster-type parliamenta-
ry systems do not consume as much time, ener-
gy, or rhetoric in making budgets as we do. The
results may not be better, but the process is far
more efficient.... But our Constitution was not
designed for efficiency. On the contrary, coming
off a revolution against a king they perceived as
dictatorial, the Founding Fathers designed a sys-
tem of checks and balances that disperses power
and slows the decision-making process, some-
times to the point of gridlock.*®

These arrangements are essential to protect-
ing the rights and freedoms that the Constitution
was meant to secure. The budget process should
not merely accommodate itself to them, but should
aggressively pursue and advance them. Certainly,
the process should promote regular, systematic bud-
geting. It should effectively control spending, espe-
cially in the government’s entitlement programs. To
the extent possible, it should simplify procedures
so that Congress can complete its budget work in a
timely fashion. It should provide some means of rec-
ognizing the long-term effects of important policy
changes.

At the same time, while seeking procedures
that make the process more effective, efficient, and
enforceable, policymakers need to remain focused

44, Allen Schick, The Federal Budget: Politics, Policy, Process, 3rd ed. (Washington, DC: Brookings Institution Press, 2007), p. 2.

45, Rivlin, testimony to the Committee on the Budget.
46. Ibid.
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on the ultimate goal of budgeting: to reinforce and
strengthen constitutional government.

Limiting Government. If the Constitution was
intended to provide a framework for a limited gov-
ernment of delegated powers, a practice of budgeting
aimed at limiting spending is one of the best ways to
achieve it.

Spending is how government does what it does. It
is the reason government taxes and borrows. Hence,
spending is the root cause of every other fiscal con-
sequence. Total spending also is one of the best mea-
sures of the size and scope of government and of its
burden on the economy.*” “In a fundamental sense,”
writes Schick, “the federal government is what it
spends.™8

Controlling spending is therefore a principal
means of limiting government and should be a focus
of the budget process. Measures such as spending
caps reinforce the effort, especially if applied to
mandatory as well as discretionary spending.

Explicit budget ceilings for entitlements—espe-
cially Medicare, Medicaid, and Social Security—also
would help to limit their growth in future decades
and promote continuing reassessment of the pro-
grams. The analysts and former budget officials with
Washington’s major research centers argue:

The three major entitlement programs should

be budgeted for longer periods (for example, 30

years) but be subjected to review every five years.
These five-year reviews would allow reconsidera-
tion of the trade-offs between entitlement spend-
ing and other purposes and might cause adjust-
ment in benefits, premiums, taxes, or all three.*

Of course, spending caps by themselves would
not restrain entitlement spending, which results
from underlying authorizing legislation. If soundly
enforced, however, they could compel Congress to

make the needed changes in entitlement policies.

Enforcing budget disciplines is another criti-
cal, although challenging, element. Primo notes:
“Congress has extraordinary leeway to write budget
rules, even statutory ones, and then choose to ignore
them. It is the proverbial judge, jury, and execu-
tioner.”*® This might be addressed in part by requir-
ing supermajority votes for emergency spending.
Various triggers and points of order could help to
support fiscal policy goals.”* Another recommenda-
tion calls for strengthening the budget committees
by including House and Senate leaders and commit-
tee chairmen in their membership. The risk is that
this might transform the budget panels into another
forum for promoting the spending desires of other
committees or the leadership (which would need to
be deterred with rigorous spending limits).?

The main point is to recognize that spending
is a fundamental expression of the size, scope, and
nature of government. To limit spending is to limit
government itself and to validate the principle that

“budgeting is governing.”

Another important step would be substantial-
ly simplifying and improving the tax code. That
includes removing as many as possible of the tax
expenditures that distort the code and economic
behavior. Congress should trade them for lower
rates, while retaining only those that are fully justi-
fied. Taxes are intended to raise revenue to finance
government spending with the minimum impact on
growth. They should not be extensively used to influ-
ence behavior or manipulate economic decisions.
In removing these measures, however, lawmakers
should remember that they are revenue provisions.
Therefore, their elimination should be offset with
commensurate tax reductions elsewhere, especially
in marginal tax rates. Otherwise, tax simplification
only becomes an indirect means of promoting larger
government.
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Enhancing Congress’s Constitutional Role.
The budget process should not be seen as merely
mechanical. It should support Congress’s constitu-
tional role as the policymaking institution of the feder-
al government. Ideas do have consequences. Therefore,
it is important that the budget resolution—the only
legislative vehicle that views the government compre-
hensively—define the priorities guidingits allocation
of resources. It also should reflect the delegation of
powers between the national and state governments
as envisioned in the Constitution. Embracing these
principles gives meaning to the budget resolution as
an instrument for governing, and provides coherence
to the spending and tax bills that follow.

The budget process also should promote the prac-
tice of budgeting. It should compel Congress to exer-
cise this fundamental governing responsibility. One
option is to bolster prohibitions against considering
spending legislation until a budget resolution is in
place. Policymakers should consider eliminating the
loopholes that allow the House to consider appro-
priations after May 15 in the absence of a budget res-
olution and that allow the Senate to waive the pro-
hibition against their consideration with a simple
majority vote. Another suggestion has been to pro-
hibit the use of continuing resolutions, arguably to
force Congress to complete spending bills on time
and under the regular order. The outcomes of such
measures might be difficult to predict. For example,
they might promote greater use of bloated omnibus
spending bills. If such hazards could be prevented,
reforms such as these would at least boost incentives
for Congress to complete budget resolutions and reg-
ular spending bills. The aim would be to promote the
practice of regular budgeting and to remove options
for avoiding it.

Restoring the Balance of Powers. Another
side of the constitutional question is the matter of
balancing the authority of Congress and the execu-
tive branch. The Budget Act made the budget a con-
current resolution, independent of the President, for
areason. The President still prepares his budget—an
expression of his own vision of governing, his own
priorities and policy proposals—completely inde-
pendently of Congress. The President also must sign
or veto the spending and tax bills that implement the
congressional budget. Through veto messages, he

can encourage—but not compel—changes in those
measures. The Congressional Budget Act sought to
create a true counterpart to the President’s agenda;
thisis still necessary to maintain the balance of pow-
ers. When Congress fails to conduct its own regular
budget procedures, it cedes to the Administration
more control over budgetary decisions through its
execution of spending and tax policies. This is espe-
cially true with entitlements and their effectively
permanent authorizations. Because they are not
subject to regular congressional review, this major
portion of the budget is arguably controlled by the
Administration and its regulatory apparatus.

The congressional budget should be a true
counterpart to the President’s budget, exercising
Congress’s role as a coequal branch of government.
The budget should assertively define the allocation
of resources in a way that aligns with Congress’s and
the public’s vision of national priorities. Congress
also should periodically review all spending pro-
grams, including entitlements. Such oversight is a
critical obligation of the legislature.

Controlling the Administrative State. A huge
expansion of the executive branch bureaucracy
has accompanied the growth of the federal govern-
ment’s role in American society during the 20th
century. The Progressive impulses that promoted
this trend relied largely on policy “experts” shielded
from political influence. In their regulatory capaci-
ties, these bureaucrats have come to assume author-
ities of all three branches of government: legislative,
executive, and judicial. Thus, America’s consti-
tutional government has increasingly become an
administrative state largely run by unelected career
government employees. Writes Joseph Postell of the
University of Colorado at Colorado Springs:

Whether the regulatory agencies are “execu-
tive agencies,” executive departments,” “federal
departments,” or “independent regulatory com-
missions” is irrelevant. In whatever form they
may take, the myriad agencies and departments
that make up this administrative state operate
as a “fourth branch” of government that typi-
cally combines the powers of the other three and
makes policy with little regard for the rights and
opinions of citizens.*®

53. Joseph Postell, “From Administrative State to Constitutional Government,” Heritage Foundation Special Report No. 116, December 7, 2012, p. 5,
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This domineering bureaucracy threatens the con-
stitutional system. Indeed, most of the laws passed
by Congress simply authorize bureaucrats to devise
regulations that will control Americans’lives.”* One
way for Congress to address the problem is to take
firmer control of the regulatory process.”® Another
is through budgeting. “Since it has the power of the
purse,” writes Postell, “Congress funds the admin-
istrative state, providing financial support that the
bureaucracy values highly. As a result of Congress’s
substantial powers, agencies and departments listen
carefully when Congress speaks to them.”>¢

The budget is avital instrument for managing the
vast administrative state. Who controls the budget
controls the bureaucracy.

Conclusion

If budgeting truly is governing, then congres-
sional budget reform may call for restructuring in
the legislative branch itself. “Reforming the budget
process will be next to impossible unless Congress
is willing to revamp the whole committee struc-
ture with respect to activities that impact the bud-
get,” says Rivlin.”” Although many consider such an
effort all but impossible, it should be acknowledged
as a potentially necessary step: To the extent the col-
lapse of budgeting is a symptom of Congress’s broad-
er dysfunction, restoring one may entail revitalizing
both.

That said, however Congress approaches budget
process reform, three considerations should prevail.

The first is that lawmakers simply must recom-
mit themselves to budgeting. Even the most skillful-
ly crafted procedure cannot function unless legisla-
tors want it to work.

Second is the need for regular, consistent budget
practices to address the government’s looming fis-
cal challenges. Long-term fiscal stability demands
that Congress make fundamental choices concern-
ing the size, scope, and role of the federal govern-
ment and then to recast major programs and policies
as needed. Says MacGuineas: “[W]e need to change
our spending and tax policies, and the sooner we get
a plan to do so in place, the better it will be for the
fiscal and economic health of the country.”®® Still,
even if lawmakers can agree to the necessary policy
changes, Congress will need a means of implement-
ing them. That will require a budget process that is
effective, efficient, and enforceable—one that law-
makers can and will use.

Third, in constructing these procedures, poli-
cymakers should remain focused on the broader,
more fundamental role of budgeting as an exercise
of constitutional government. The principles of the
Constitution should be seen not as an impediment
to budgeting, but as the basic platform for public
policy that the budget is intended to sustain. The
budget process should reinforce and strengthen the
constitutional system, enhance Congress’s role as a
policymaking institution, and advance the ideas and
values that informed the Founders’ vision. Then, the
practice of budgeting truly can fulfill its principal
role as an essential act of governing.
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