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I

n the current national fiscal and economic policy debates,
certain facts tend to get blotted out by the windstorms o f
political rhetoric :
• The Federal debt now exceeds $1 .3 trillion .
• The Federal budget deficit, however p leasured currentl y
exceeds $110 billion and may grow even larger .
• Since 1970, Federal spending has more than tripled to a
total of $728 billion in fiscal year 1982 and is estimated to to p
$760 billion in fiscal year 1983 .
• If Federal spending continues to increase at the sam e
average annual rate as it did from 1970 to 1982, expenditure s
could top the $1 trillion level by fiscal year 1985 .
As dreary a prospect as this may seem, the problem run s
even deeper . It is not just spending which is out of control .
The budget system itself is seriously defective and badly i n
need of repair . The budget does not reveal the full scope o f
the government's financial transactions . Congressional budge t
actions, despite recent reforms, continue to be erratic and
inefficient . Oversight and audit procedures in general are
ineffective, with the result that there is inadequate account ability .

THE BUDGET SYSTE M

T he budget system basically is composed of four steps, al l
interrelated and equally important :
1. Budget formulation and presentation . This is the responsibility of the President and Executive Branch . Based on
reviews and consultations involving the Office of Management and Budget, Executive Branch agencies, and other advisers, the budget submitted early in each calendar year rep resents the President's financial plan and sets forth his progra m
proposals and fiscal policy priorities .
2. Action by Congress on the proposed budget . Durin g
its item-by-item consideration, Congress can approve, disapprove, or modify the President's proposals, by eliminatin g
or adding programs or making changes in requested fundin g
levels . It may also affect the budget through actions on revenue measures .
3. Execution and implementation of the budget as modified by Congress . This is the responsibility of the President ,
primarily carried out, at his direction, through the Office o f
Management and Budget, which controls the distribution o f
appropriations and other spending authorizations throug h
an apportionment system .
4. Oversight and audit of performance . Some of this re view and audit is conducted in-house by the Federal agencies ,
but the principal oversight responsibility lies with the Congress and its agent, the General Accounting Office .
Over the years each of these steps or processes has developed weaknesses, with the result that efforts to exercise
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effective control of the budget are seriously impeded . In addition, this lack of control has contributed to the seriou s
erosion of public comprehension of and confidence in budgetary and fiscal policy . Without public understanding, interest, and support, budgetary problems are not likely to b e
confronted effectively by the political leadership ; and withou t
more "truth in budgeting," that interest and support will b e
difficult to develop .

BUDGET FORMULATIO N

A ny budget as huge as that of the Federal government—
including about 1,100 accounts involving a variety of fundin g
devices and encompassing thousands of programs, projects ,
and activities—is bound to be extremely complicated . How ever, the budget put before the Congress and the public eac h
year is more complex than it needs to be . Much more important from the standpoint of the public, it is far less revealing than it should be . As large as the published budge t
totals are, accounting and other techniques camouflage man y
additional billions of Federal receipt and expenditure dollars .
For example, in recent years Congress has acted to establis h
a number of programs and entities which were placed in a n
"off-budget" status . Their receipts and expenditures are excluded from the unified budget totals, but the excess of thei r
outlays over receipts is added to the unified budget defici t
in determining how much public debt must be financed each
year by borrowing or when adjustment is required in th e
statutory debt limitation . In fiscal year 1981, these off-budge t
entities had receipts of $40 .9 billion and expenditures totaling
$61 .9 billion, with a resultant $21 billion deficit .
Other very sizable government transactions are include d
in regular unified budget totals only on a "netted out" basis ,
i .e ., only the excess of outlays over receipts (or vice versa) i s
reported in the budget . Called public enterprise and trus t
revolving funds, a part of their activities is financed throug h
other budget or off-budget accounts . In terms of the flow o f
funds to and from the public, public enterprise funds ha d
receipts of $32 .6 billion and outlays of $63 .9 billion in fisca l
1981 . On the same basis, trust revolving funds had receipt s
of $3 .3 billion and outlays of $5 .4 billion .
The unified budget presentation also includes substantia l
amounts of receipts, in budget parlance called "proprietar y
receipts from the public," which are not counted as budge t
receipts at all, but instead are offset against certain outlays .
This represents a "wash" transaction, reducing both budge t
receipt and outlay totals . In fiscal year 1981, such offsetting
receipts totaled $32 .5 billion .
Certain other receipts from non-Federal sources, sometimes called "contributions," are similarly offset against certain outlays . Although data on such receipts had been provided in recent years by the Office of Management and Budget
upon request, such a request for the 1981 total was denied .
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For that reason, the $8 .9 billion of estimated non-Federa l
receipts in that year, provided earlier, is arbitrarily being use d
for the purpose of this analysis .
The latest unified budget presentation reported actual total s
for the fiscal year 1981 as follows : budget receipts, $599 . 3
billion ; budget outlays, $657 .2 billion ; the deficit, $57 .9 billion .
But when the transactions of off-budget entities are adde d
in, the "netting out" process eliminated, and the indicate d
"offsetting" receipts are counted as receipts rather than a s
offsetting outlays, gross budget transactions, in terms of th e
flow of funds from and to the public, are 20-25 percent large r
than the published totals, as reflected in the table below .
Gross Federal Budget Transactions with the Publi c
Fiscal Year 198 1
(Billions of Dollars )
Item

Receipts Outlays Defici t

Unified budget totals
Off-budget entities
Public enterprise funds
Trust revolving funds
Offsetting-receipts :
Proprietary receipts from th e
p ublic
Receipts, non-Federal sources
Adjustments to avoid double counting :
Net outlays, public enterpris e
funds
Net receipts, trust revolving funds

-

Total, gross transactions with th e
public

715 .3

599 .3
40 .9
32 .6
3 .3

657 .2
61 .9
63 .9
5 .4

57 .9
21 .0
31 .3
2.1

32 .5

32 .5

—

8 .9

8 .9

—

_ 12 . 2
2 .2

- 10 . 0
817 .6

102 . 3

Since the economy and the Federal budget are so interrelated, the budget should accurately and openly reflect th e
flow of funds from and to the public . This is not now th e
case . It is possible to assemble the above data through detaile d
examination of three separate budget documents, but onl y
by means of a complex and time-consuming exercise .
RECOMMENDATION: Existing off-budget entitie s
should be returned to on-budget status and their trans actions fully reported in the unified budget ; no new
off-budget programs or activities should be created .
RECOMMENDATION : The present unified budge t
concept should be adjusted to reflect gross transaction s
with the public, with all receipts counted as such an d
all outlays fully reported ; alternatively, a tabulation
of the gross transactions should be included in eac h
annual budget, with appropriate explanatory material .
Another element of the present budget presentation whic h
deserves reevaluation involves the classification of a larg e
percentage of budget outlays as "relatively uncontrollable . "
Each budget now includes a tabulation which, at least to th e
ordinary citizen, suggests that about three-fourths of tota l
Federal spending is uncontrollable . True, examination of the
explanatory material presented elsewhere in the budget reveals that the uncontrollability factor relates to short-ter m
(annual) control, because program levels are already deter mined by provisions of law in effect at the time when th e
budget is being formulated .
This kind of outlay classification, however, tends to giv e
credence to an impression that any spending restraint effort s
must focus primarily on the one-fourth of the budget outlay s
which are classified as controllable . It is also sometimes seized
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upon by those opposing spending restraint, or who consistently demand cuts in national defense outlays (most of which
are classified as relatively controllable) while vigorously resisting cutbacks in domestic benefit programs .
Under the present controllability concept, "relatively uncontrollable" budget outlays are grouped in two categories :
open-ended programs or fixed costs, and outlays from prior year contracts or obligations . Actually, only two types o f
outlays are susceptible to little or no discretionary control :
net interest payments on the public debt and outlays require d
by contracts or obligations previously entered into . In fisca l
year 1981, these represented about 27 percent of total outlay s
as reported in the unified budget .
All of the remaining "relatively uncontrollable" outlays ar e
susceptible to varying degrees of control . For example, amon g
the open-ended programs in fiscal 1981, those providing payments for individuals account for more than three-fourths o f
the total (or $294 .5 billion) . Some of these would seem to be
more susceptible to short-term control than others . Program s
involving contributions from the public—social security and
other retirement programs, unemployment assistance, and
to an extent medical care—are probably open to limited control . But to indicate that student aids, food and nutritio n
assistance, general revenue sharing, farm price supports, an d
certain other programs are in a similar status raises questions .
RECOMMENDATION : Consideration should be give n
to recasting the budget tabulation on controllabilit y
of outlays (table 17, page 9-46 in the 1983 budget), s o
as to present a grouping of the programs classified a s
"relatively uncontrollable" in a manner which woul d
reflect the degree of susceptibility to control throug h
the annual budget cycle .
Another problem with budget formulation involves th e
economic assumptions upon which budget receipt and outla y
estimates are based . Some economic basis for these estimate s
obviously is essential ; but if such assumptions are too far of f
the mark or are deliberately doctored to support a desire d
budget result, the estimates can be not only misleading bu t
also meaningless . There appears to be no recourse except t o
rely on the good judgment of the budget formulators; bu t
there is a responsibility on the part of budget analysts t o
challenge such assumptions if they appear to be unrealistic .

CONGRESSIONAL ACTIO N

R esponsible and timely action by Congress on the President's budget proposals is a vital element of the budget system . However, the processes by which Congress acts ar e
complicated and often not clearly understood, even by som e
Members of Congress .
No agency or program may be established or undertake n
unless first authorized by act of Congress . This authorization
process is the responsibility of the legislative committees o f
Congress, not the Appropriations or Budget committees . Mos t
program authorizations, as contrasted with the establishmen t
of a Federal agency, are provided for stated periods of time ;
and reauthorization is required at the expiration of that period . Some agency operations require annual authorizations ,
however . Some authorization measures include dollar "ceilings" on the amount which can be appropriated for the pro grams covered ; others may simply authorize such sums a s
may be considered necessary .
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RECOMMENDATION : Authorizing bills should ,
wherever possible, include a limit of no more tha n
three years for any program, so as to provide opportunity for review of program performance and policy
considerations once in each congressional term ; an d
each authorization bill should specify a dollar limit
for each year of program operation.
The next step is the consideration of the first budget resolution required under the 1974 budget act . This sets targe t
totals for receipt, outlay, and spending authority actions .
Then Congress turns to the appropriation process, durin g
which time it may approve, increase, reduce, or reject th e
President's budget requests for spending authority .
What requires understanding, however, is that in this appropriating process, Congress does not in most instances ac t
directly on the annual level of budget outlays . Even its later
adoption of "binding" ceilings on functional and overall out lay totals in the final budget resolution is susceptible to re vision at any point ; and its effect on later Presidential expenditure decisions is questionable at best .
Budget (or spending) authority is provided by Congress i n
different forms—as appropriations, contract authority, or
borrowing authority . Appropriations made available for cur rent operations usually are available for obligation only during the current year (annual appropriations) ; some are provided for a longer period (multiple-year appropriations) ; some
(no-year appropriations) remain available until expended . For
certain programs, budget authority becomes available automatically, without requiring congressional action (permanen t
appropriations) .
Beyond this, there is only an indirect relationship betwee n
the amounts of spending authority voted by Congress in an y
year and the actual budget outlays in that year . A significan t
portion of outlays in any given year is made under spendin g
authority provided in prior years ; by the same token, sizable
amounts of the new authority provided by Congress in an y
given year are carried over for expenditure in subsequen t
years . As a result huge balances of spending authority ar e
carried over from year to year . This complicates efforts t o
restrain expenditure growth . Example : at the close of fisca l
year 1981, the balance of spending authority remâining avail able totaled $802 .8 billion, about 35 percent of which wa s
unobligated or uncommitted . Estimates indicate these balances will grow to $870 billion by the end of fiscal year 1983 .
While Congress is extremely sensitive about its "power o f
the purse," the complexities of the procedures just outline d
clearly impede its efforts to exercise effective budgetary control, except over a period of years, since it does not dea l
directly with scheduling of outlays .
RECOMMENDATION : In all bills providing new
spending authority and in committee reports on suc h
funding measures, Congress should include its estimate, or recommendation, on the outlay level it deem s
appropriate in the fiscal year for which the authorit y
is provided for each appropriation item included in
the bill .
One of the major flaws in Congress's handling of the budget
is its repeated failure to complete action on budget bills prio r
to the start of the fiscal year . This has resulted in Congress
resorting all too often to the "continuing resolution" devic e
to provide agencies with temporary operating authority . This
represents nothing short of abdication by the Congress of its
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budgetary responsibility and is, at best, a sloppy way t o
conduct the public's business .
One of the major objectives of the reforms instituted b y
the 1974 Congressional Budget .pct was the establishment o f
a timetable designed to insure completion of Congiess's budge t
actions prior to the start of a netv lid el year . A Ilouse Budge t
Committee staff report in 1978 described "rigorous adherence" to the timetable as essential to success of the budget
process . However, after an encouraging start, Congress ha s
recently returned to its old ways, resorting once again to th e
"continuing resolution" device . Agencies covered by such
resolutions are forced to operate for months, on occasion, o n
the basis of neither the President's budget proposal nor a
congressional decision thereon .
RECOMMENDATION : Whenever Congress fails t o
complete action on budget requests prior to the star t
of a given fiscal year, the President's budget recommendation shall automatically become of fective in de termining the level of operations for agencies and programs for which funding has not been provided .

IMPLEMENTATIO N
Traditionally,
1 raditionally, under the budget system an authorizatio n
by Congress has been regarded as a ceiling on the amount
which could be appropriated, and an appropriation represented a ceiling on the amount which could be obligated an d
expended . It was then left to the President and 1 nicutiv e
Branch to control the rate of spending and to achieve efficiencies and savings wherever possible . In recent years, however, this has become a very controvei sial part of the system .
There is a natural adversary relationship between Congres s
and the President in matters of budgetary' policy . Basically,
the President and his agency heads must accept the role an d
responsibilities of the Congress ; and the Congress must understand and accept the need to permit the President leeway
in his implementation of their budgetary actions Put anothe r
way, Congress can and should have a role in establishmen t
of budget policy ; but it cannot administer dat to-day operations of the government and should not try .
The Congress is basically not an innovative hodv Mos t
program and policy initiatives originate in the I yecu tive Branch .
Where such initiatives are displeasing to Congress, it is ofte n
prone to overreact ; doing so can not only hamstring the Executive implementation of the budget, but also make Congress's own job more difficult . This happened with the impoundment control provisions of the Congressional 'Budge t
and Impoundment Control Act of 1974 .
Historically, the President has acted to impound (or re serve) funds appropriated by Congress, or to defer their obligation and expenditure, when changing condition .', or othe r
factors indicated such action was needed . Sometime s
congressional complaints were voiced t\ hen this occurred ,
but it could be helpful in avoiding unnecessary or unwis e
spending . Impoundment was also consistent with the concept that an appropriation constituted a ceiling on the amoun t
to be expended, not an irreversible mandate to spend .
During the Nixon Administration, however, there wer e
obvious abuses . Impoundment was used to eliminate entir e
programs and agencies, on occasion, and to disregard th e
intent of the Congress . In a typical overreaction, Congres s
restricted the use of impoundments in e way which invade d
the President's prerogatives in budget implementation . Phis
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was a step toward making an appropriation approved b y
Congress a mandate to spend .
Those provisions were designed to restrict the President' s
use of two types of impoundments—rescissions and deferrals . If a President sought to rescind, i .e ., cancel, spendin g
authority voted by the Congress, he was required to send a
message to Congress detailing the reasons . Unless his proposal was approved by both Houses within 45 days of "continuous session," the funds would then become available fo r
obligation and expenditure . In the case of proposed deferrals—i .e ., delays in obligating appropriated funds—such proposals could be disapproved by action of either House .
One problem with such constraints, particularly with respect to rescissions, is the time factor . The required 45 days
of "continuous session" could stretch into months if ther e
were congressional recesses or adjournments . Another is tha t
the constraints do not take into account significant differences
in the purposes of impoundment proposals . Some are simpl y
to achieve efficiencies or savings and do not restrict program s
or involve policy or priority issues . Others significantly affec t
programs and do involve policy issues and spending priorities .
In any event, there is need for reconsideration and adjustments in the impoundment restrictions imposed by Congress in 1974, so as not to impede Executive Branch opportunities to achieve greater efficiency and economy .
RECOMMENDATION : Where proposed impoundments do not involve policy or priority issues and ar e
intended only to achieve savings, existing impoundment control provisions should be amended to eliminate requirements for Presidential reports an d
congressional approval .
RECOMMENDATION : Where proposed impoundments do involve policy or priority disputes betwee n
Congress and the President, existing impoundmen t
control provisions should be changed to require tha t
both Houses of Congress must act on a resolution o f
disapproval within 45 calendar days . In the absenc e
of such action, the President's proposal would automatically take effect .

CONGRESSIONAL OVERSIGH T
ost of the major Federal agencies today have Inspector s
General to help in rooting out fraud and abuse . The Genera l
Accounting Office in the Legislative Branch, in many cases ,
does an effective job of program review and audit, and submits numerous reports and recommendations to the Congres s
each year . Too often, however, these reports are ignored, o r
at least not acted upon, by Congress .
Beyond this, congressional oversight is weak and inconsistent . Congressional committees do conduct program re views, but these usually occur at the time when reauthorization of a program is required . To contend that such review s
constitute tough, objective evaluations of program performance and achievement would be a gross overstatement . I n
too many cases, they provide simply a convenient vehicle fo r
the program managers in the bureaucracy and the beneficiaries of the program to support its extension and, if possible ,
to secure its expansion and additional funding . As a result,
Federal programs, once established, are seldom reduced an d
almost never terminated .
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One of the greatest obstacles to effective oversight and audi t
of spending programs is that elected officials realize only to o
well that there are far greater political advantages in providin g
funds which benefit a variety of interest groups than ther e
are in demanding strict accountability or exposing progra m
weaknesses and failures or, for that matter, even in reducin g
budget deficits or achieving budget balance .
There are other problems . The growth propensities of Federal spending programs are largely buried in the myriad o f
details in a complex budget . They are seldom, if ever, examined in their entirety . Congress, in the appropriations process, relies heavily on usually unpublished justifications submitted by the spending agencies which tend to focus largel y
upon requested increments or increases rather than on basi c
program and performance . Still another problem is that mos t
authorization legislation does not identify, except perhaps i n
the broadest terms, specific program objectives against whic h
the Congress or its committees can later measure performanc e
and make cost-effective evaluations .
RECOMMENDATION : The Office of Managemen t
and Budget, or alternatively the Congressional Budge t
Office, should be required to prepare and publish pe riodically an analysis indicating the growth in scop e
and cost of each major Federal spending program sinc e
its inception .
RECOMMENDATION : All measures authorizing new
or reauthorizing existing programs should be require d
to include, in the bills themselves or in the committe e
reports thereon, clear and detailed statements of program objectives against which performance and costeffectiveness can be measured .

CONCLUSIO N

T he attainment of more responsible budgetary and fisca l
policies and actions will require strong political leadershi p
and the enforcement of strict standards of accountability .
These, in turn, will require greater citizen understanding ,
interest, and support . More "truth in budgeting" is an essential ingredient to generating this public confidence an d
support . The recommendations in this report are offered in
the hope of promoting that worthy cause .
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