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THE BROKEN BUDGET PROCESS:
PERSPECTIVES FROM BUDGET EXPERTS
WEDNESDAY, SEPTEMBER 22, 2011
House of Representatives
Committee on the Budget

Washington D.C.

The Committee met, pursuant to call, at 10:00 a.m., 1in
Room 210, Cannon House Office Building, Hon. Paul Ryan,
[Chairman of the Committee] presiding.

Present: Representatives Ryan, Garrett, Campbell, Price,
Stutzman, Lankford, Black, Ribble, Flores, Mulvaney,

Huelskamp, Young, Amash, Schwartz, Doggett, Pascrell.
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Chairman Ryan. The hearing will come to order. Welcome
all to this hearing. The purpose of this hearing is to
continue the work we started yesterday, highlighting the need
to repair our broken budget process, and we have a great
panel of witnesses with us here today to give us their
insights to help guide us in our working.

During his time in congress, Senator Phil Gramm was a
tireless advocate for budget process reforms aimed at
reigning in out of control spending. Senator Gramm co-
authored the balance budget in the Emergency Deficit Control
Act of 1985, otherwise known as Gramm-Rudman-Hollings.

This law established, under Gramm-Rudman-Hollings,
deficit limits and a sequester as a means for enforcing them.
Over the years, Congress has used the sequester with varying
degrees of success, and 1t i1s currently playing a role in the
work being done by the Joint Selection Committee on deficit
reduction. 1 look forward to hearing from Senator Gramm on
this topic and on many other areas in which he can share his
deep well of wisdom.

We also have former Chairman Jim Nussle with us here
today; Jim, really nice to have you back. 1 have never seen
you on that side. 1 am not used to seeing you on that side
of the microphone when you were the OMB director, and that is
the next point that 1 wanted to make. Jim served three

straight terms leading this very committee as the chairman
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and then in President Bush’s Cabinet as director of the
Office of Management and Budget.

During his time in Congress, Chairman Nussle worked in a
very bipartisan way to reform the budget process,
particularly, The Nussle-Cardin Comprehensive Budget Process
Reform Act of 1999, which many of us took part In. He can
also share some valuable insights on many of the topics of
interest to this committee.

Finally, we have Professor Philip Joyce of GW, author of
the recent book, “The Congressional Budget Office: Honest
Numbers, Power and Policymaking.” Dr. Joyce will be able to
offer a wide-ranging expertise on what works and what does
not work in the current budget process, and 1 also look
forward to his testimony as well.

With that, 1 would like to yield to the gentle lady from
the Philadelphia area, Pennsylvania, Ms. Schwartz.

Ms. Schwartz. Good morning, it iIs good to see you
senator, congressmen, good to see you. And Dr. Joyce, thank
you very much for joining us. 1 do want to thank the
Chairman for calling these hearings for raising ideas,
thoughts on how we can improve the budget process; it is
always useful.

I do want to say that ranking member, Chris van Hollen,
is unable to be here. As you know there is something now

which we refer to as a super committee. This Is occupying
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some of his time and there is a hearing at exactly the same
time. So apologies from our ranking member that he could not
be with us this morning, so he has asked me sit in his stead,
which I am very pleased to do.

I do appreciate the Chairman’s focus on the budget
process as a way to move towards restoring fiscal balance in
our government. We all acknowledge that the budget process
i1s complex.

Just two quick things that 1 going to mentioned before I
get started. When assuming the budget process many of us
acknowledge that i1t neglects to adequately review different
parts of the budget, particularly spending through our tax
code. There has been some discussion about that and the
current process does not account for some fundamental changes
that are outside the federal budget control at all, such as
in significant changes i1n demographics, the age of the
populations is one example, or increases in health care cost
due to technology and advances. And, of course, our new
federal responsibilities related to things such as homeland
security or the growing costs of new veterans. Almost two
million Americans have served overseas iIn lrag and
Afghanistan and they are adding to the number of veterans
and, of course, the costs related to that.

So, I look at these hearings as a valuable step forward

in better understanding the possible changes in the process.
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Questions will likely arise, and what 1 would ask you to
address i1s will any changes give you a better understanding
of the budget and what we are doing to greater
predictability, to greater accuracy, to Improve transparency
or simplification? Will it enable us to, on behalf of the
American people, to make sure the budget does reflect our
priorities and our policy goals?

We all acknowledge that the federal budget is on an
unsustainable path under current policies where our deficit
will continue to grow over the next decade and that the debt
held by the public will rise as a percentage of the GDP. We
are deeply concerned about these realties, and we agree that
action needs be taken.

But the question 1 will have for you, too, is will the
budget process truly improve this situation? Is i1t a
question a budget process? Or, In fact, iIs the question more
about substance and disagreement on how to actually meet
these goals? And they are two very different train of
thoughts.

And of course we are very concerned about job creation
and economic growth. Do you both agree that a change in the
budget process help us In any way to meet those goals? The
economy i1s fragile and we want to be sure that what we do in
the short term does not hurt our fragile economic recovery or

our effort to grow jobs in the long haul.
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I do want to acknowledge that we have made some changes
in the budget process in the last couple of years. One is we
enacted Statutory PayGo; Pay-As-You-Go, not a term that use
much outside, but we want to be sure that any new spending or
new revenue proposals were In fact, deficit neutral, and we
did do that. We have used Statutory PayGo. Of course, the
rules change iIn this session so that only spending has to be
paid for, tax expenditures do not. So that is the gap iIn
making sure we do not add to the deficit, as well. That is
something that you may want to address. So, that is just one
example that we have done.

So, let me close by saying the budget process, again, it
is not, in my mind, an answer, to what is really a
substantive debate that we have to have. The budget process
is that; 1t 1s a process; it Is a mechanism that we can use.
It works when we have reached agreement that we know how to
use it. It can be used, of course, to not help us either,
but that is the process.

So, | just want to be clear that we all agree that we
need to lean toward more focused government. It does require
us to be pure of that efficiency in our government. |1
believe 1t 1s an important time In our nation’s history, we
have an opportunity to make sure that we actually handle the
deficit, grow the economy, expand opportunity and security

for all Americans.
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The key to this, again, It is not that the budget
process itself; 1t is compromise, it is fundamental fairness,
it Is a recognition that the most important and immediate
action we take to address the deficit has to put Americans
back to work and set the federal government on a path towards
fiscal balance. Agreement on this really requires us to find
a way forward, to find that common ground, and to meet our
obligations to Americans, grow the economy and invest for the
future. |1 look forward to your testimony. And I yield back.

[The prepared statement of Allyson Schwartz follows:]
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Chairman Ryan. Thank you. Chairman Nussle, we will
start with you because you have the honor of having led this
committee, and then we will go to Senator Gramm and then Dr.

Joyce.
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STATEMENTS OF JIM NUSSLE, FORMER CHAIRMAN, HOUSE COMMITTEE ON
THE BUDGET, PRESIDENT, COO GROWTH ENERGY; PHIL GRAMM, FORMER
CHAIRMAN, U.S. SENATE COMMITTEE ON BANKING, HOUSING, AND
URBAN AFFAIRS, VICE CHAIRMAN OF INVESTMENT BANK, UBS AG;
PHILIP JOYCE, PH.D., PROFESSOR OF MANAGEMENT, FINANCE AND

LEADERSHIP, SCHOOL OF PUBLIC POLICY, UNIVERSITY OF MARYLAND

STATEMENT OF JIM NUSSLE

Mr. Nussle. 1 have to admit Mr. Chairman that the
vantage point here is much different than the one up there,
so | think 1 like yours better but I am honored to be back
and honored to be before you, not only as a friend, but as
somebody that I encourage to join the budget committee, and
it did not take much encouragement having started here as a
staffer yourself. But I am honored to before you and the
rest of the members of the committee. 1 am sorry Chris is
not here, but I know he has got big fish to fry. And I
always thought this was a super committee by the way. 1 do
not quite understand this whole new super committee stuff,
but at any rate, this is a super committee as far as | am
concerned. | am glad to be back here. 1 just want to

acknowledge Tom Kahn and Austin Smythe and their terrific
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staff. They do a great job on your behalf and on behalf of
the country. They are patriots, they are experts. Many of
them are good friends of mine and I just want to say
congratulations on the work that you do.

The subject of today’s hearing reminds me of something
my dad always taught me. He has a sheet metal shop and he
made cabinets out of sheet metal and everything from spot
welding and rivets and everything else. He always used to
give me grief whenever 1 complained about anything. He said,
“You know, it is not the tools, it is the craftsman. It is
not the tools you look at the tool box to make the
difference; it i1s the person using them.” My old uncle Felix
who work at my dad’s shop who could make anything out of a
hammer and 1 am not sure if that is true of today’s
craftsmen. It is the craftsman that seems to be a difference
in all of this.

I suppose the same could be said of the fiscal toolbox
that you have. Over the last 20 years that 1 had the
opportunity and the honor to write budgets at both ends of
Pennsylvania Avenue. I have to say that the tools have not
changed that much; they are pretty much the same. We may
call them different things; they may come up In different
contexts, but by and large they have not changed all that
much. They are pretty much the same tools that we always

use.
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So as I look at that and 1 think about what could we do
in today’s context in order to change i1t? The first thing 1
would say is what is broken? The chairman mentioned that the
budget process is broken. 1 would suggest to you,
respectfully, that may not be the case. It may not be that
the budget process is broken. It may not be, in other words,
that tools are broken, but it may be the fact that the tools
are not even being used. |1 was doing a quick scan of the
roster of the budget committee members, and with all due
respect, very few of you have seen the budget process even
used, let alone work. The chairman has, certainly, and many
of the more senior members, but for freshman in particular
you have never seen budget. You have never seen modern
budget process put into effect. You have passed one here.
This committee passed one on the floor, but the entire budget
process start to finish these days is rarely used.

And, 1 suppose you could say could we look for one or
two things to iImprove that budget process and yes, | have
been through that process as the chairmen mentioned together
with then house member and member of this committee Ben
Cardin. 1, along with the sanction of our leadership, we
tried to put together a reform to the budget process. We did
so, by the way, in a context of a balanced budget. In fact,
in 1999 when we were balanced and there was no urgency to

change the process because i1t was broken as i1f we had to rush
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in like a fire department and put i1t out. We did 1t In a
time when it was calm and there was some stability, and so |
would be concerned to suggest to you to be careful rushing in
and assuming that one or two fixes to the budget process may
make this any less difficult because, in fact, it may not be
the budget process at all.

So, | tried to think of some things that might work as |1
looked at this. 1 thought, and the same would be true of a
driver pulling up to an intersection with a stop sign,
rolling through that stop sign. We now see stop signs with
the red lights blinking around them as a way to try to get
people to stop. |If the driver’s disrespect the stop sign and
just keep rolling through and do not obey the rules of the
road. 1 mean, what can you really do to stop somebody, or
stop a driver from rolling through a stop sign? The same
could be said of Congress; you set the rules, you set the
processes. If you choose to roll through the stop sign, and
if you choose to change i1t on a whim, and you choose not to
follow it or to, I would say, In some instances, disrespect
that process, there is nobody that can do anything about it;
there i1s no budget prison. | always wanted to find a budget
prison, you know, and send a few people to 1t. And 1 looked
at the bottom of the capitol; there is no budget prison if
you do not follow the rules. So I tried to think of some

things that might work. So, 1 went back to what Ben and 1
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came up with back in 1998 and 1999 and 1 looked at those, and
I thought of some other things; so I came up with Ffive.

The first is leadership. The budget process shows, and
I believe it 1s less important in the political leadership
provided. It is that simple; you either provide 1t or you do
not. You either establish clear, fair and non-outcome
determined rules that you follow, and allow the Congress to
work 1ts will, or you do not. Please remember what 1 mean
when 1 say “non-outcome determined.” It is just like playing
football, or playing baseball, or whatever it is. The rules
are not there to determine the outcome of the game. The
rules are there to make sure that both sides, both teams, 1f
in fact you are on different teams, can play the game, make
the determination and get to an outcome. The process should
determine the substance; the substance should not determine
the process.

Second, before you fix the current process, try it.
Before you fix the current budget process really try it,
stick to 1t, make a commitment to follow the rules because
they are not all bad. Many of them are very good, and if
implemented, 1 think, many of them would work.

Third, 1 would suggest making the budget process real;
making i1t a law. And, in fact, you do not need a change, as
I understand it; I will defer to Paul Restuccia and the

consul®s office, which we did at that time. My understanding
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IS you do not need to make any change at all to go from a
concurrent resolution on the budget to a joint resolution on
the budget. It is a matter of just finding it as a joint
resolution and making 1t a law requiring the president to
sign the law as opposed to passing i1t only between both
[inaudible].

The reason why 1 think that is important is because so
often nowadays the budget process breaks down, we think,
toward the end of the year, toward the end of the fiscal
year. When, in fact, if you really think of this as a
blueprint, going back to the toolbox and making some analogy,
if you do not have a design, if you do not have a blueprint
upfront, you may not know until the end how broken it is.
What | am suggesting by this is by making it a law, making
sure that both the House and the Senate and the president
have skin iIn the game, they have made an agreement up front.
You have made a consideration as Allyson said, as
Congresswoman Schwartz said, you decide what the compromises
are, what the agreements and disagreements are up front, and
you get it sealed into law. You establish the fences. You
design the blueprint. Now, the plumbers and the carpenters
and everybody can rush in and finish the work; but i1f you do
not have that design up front, you may not know until the end
that it is broken. And in fact, the 1974 Act was based on

that very concept. There was a breakdown in the late 1960s,
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well, actually before that, by the late 1960s, early 1970s,
they decided we not only have a design up front, but we need
reconciliation at the end to kind of make sure i1t all fits
together and follows that design.

And so that gets me iInto my fourth point, and that is
use reconciliation. | call it weeding the garden, and it is
just like the garden out back that your wife might have. If
you go out there every Saturday and pull the weeds that have
popped up during that week, it is not too tough, and plants
flourish and you get good tomatoes. But if you wait until
the end of summer to weed the garden you might as well go in
with a tiller and plow it under because you cannot possibly
control 1t. Every time | try to create a budget we put
reconciliation instructions into the document, not because we
were trying to determine one thing or another, but because we
thought 1t would be important for the committees of
jurisdiction to actually go in and make reforms on a step-by-
step basis, pulling those weeds out as we went, as opposed to
where we are now, which Is a super committee having to go in
and try and put everything back together.

Last but not least, let me suggest a proposal that the
Commission on Fiscal Responsibility that the Peter Peterson
Foundation put together and the Committee for a Responsible
Federal Budget. A bunch of us has-beens, budget directors

and chairmen and ranking members and all of us has-been
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budgeters got together bipartisan and argued through what
could we do. The number one recommendation that we came up
with that is missing in the budget process was a fiscal goal.
What was horizon that you are trying to accomplish? Just
going year by year, we all know In business, in family, and
in our common sense, that you will not reach that final goal,
A) if you do not have one, and B) if you cannot measure along
the way to know i1f you are heading toward that fiscal goal.
And we determined that a good fiscal goal would be setting a
certain debt to GDP ratio; we picked 60 percent. Pick
whatever number you want, but we also put In some triggers
and some targets along the way so we knew 1If we were on
target, and if we were not on target we had some automatic
triggers that took effect that said, “Okay, Congress cannot
get 1t done, this is what automatically happens.” 1t is not
that dissimilar to what you decided in the super committee
process with sequestration. So, those are my five I put in
the website, and some of the information to direct you to it,
but, leadership is number one; try the current process is
number two; number three, make it real; number four, use
reconciliation to help weed the garden; and number five, set
some good goals and targets as part of the process so you
know that you are actually heading toward a goal as opposed
to the year by year kind of waiting for the next election

more than really waiting for the next fiscal year as part of
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this process.

So 1 commend that to you Mr. Chairman and friends and
members and 1 do 1t with sincerity that if somebody knows
that from a substantive standpoint how we got here; there is
a lot of blame to go around. Having sat on both that side as
a chairman and this side as an OMB director, 1 accept my
portion of that, and 1 think all of us accept the
responsibility including those beyond this committee who did
not, to do something about it. So I commend that to you in
that spirit, and I hope that you can use it to improve the
process the way that you see fit. Thank you.

[The prepared statement of Jim Nussle follows:]
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365 Chairman Ryan. Senator Gramm.
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STATEMENT OF PHIL GRAMM

Mr. Gramm. Mr. Chairman, firs of all it 1s a great
privilege to be here. 1 had the opportunity for terms in the
House to serve on this committee. 1 would like to begin by
saying that 1 think the action of this committee and this
Congress 1s the exemplar of what good government is about.

In my adult life, nobody has done more to move us toward
fiscal responsibility, and no one has acted more courageously
than this committee under your leadership, Mr. Chairman. 1
think 1t 1s an indication of what can be done with dull tools
with strong leadership. |1 think we are often mistaken when
we design government to challenge strong leadership, and that
is exactly what I would like to talk about.

First of all, if you are going to talk about the budget
process, you need to understand that the Congressional Budget
and Impoundment Control Act of 1974 was never written to
control spending. It was written In order to stop Richard
Nixon from compounded spending that had been adopted by
Congress. It was written to shut the control of the budget
from the executive branch to the legislative branch. And
even though the objective of the budget was to increase
spending, the senior members of Congress were very concerned

about this: the creation of this committee, and as a result
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they structured the committee iIn such a way as to make 1t
weak. They made membership temporary, they wrote the bill in
such a way as to limit the ability to use it effectively, and
that 1s the budget process we started.

Now, over time, that budget process has been
strengthened, and why does it matter? | mean, 1 could not
disagree more with Jim about the tools issue. 1 find that
working around my place 1 generally have the wrong tool. |
find that I am a lot better craftsman when 1 have the write
tool.

And let me try to set the budget process from that
perspective; it 1s a process | think 1 know. 1 was the co-
author of the Regan budget the House and that was the first
time we used reconciliation in any significant extent. 1 was
the co-author of Gramm-Rudman and that was the first time we
ever set binding targets and enforced them automatic spending
cuts, which we call sequesters.

But the budget process is never going to be a four-sided
fort, where you can pull up the draw-bridge and go back to
sleep. The budget process, at its best, is simply a stone
wall. It is very relevant, however, because it changes the
battle field. 1t changes the contour of the battlefield and
it tilts 1t toward at its best. It tilts i1t toward
responsibility and accountability.

Now there were two things that made me interested iIn the
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budget. The Ffirst occurred when 1 had been here about a
week, and 1 was sitting at my desk and 1 had my inbox, and it
just kept getting higher and higher and higher and 1 kept
saying to myself, “My God, did 1 give up a perfectly good
life at a perfectly good job to suffer the tyranny of the
inbox?” You have all experienced it. 1 hated days here when
I was looking at that inbox.

So anyway, | got up and just wandered over to the floor
of the House and by sheer happenstance Jim Wright was
speaking in favor of raising the debt ceiling. And his basic
pitch was your family has rung up these bills, and what
gentleman is not going to pay his bills. So it suddenly
struck me that that was true but that was just the beginning
of the story. So, I held up my hand and got recognized and
basically made a point that i1t is true; everything the
majority leader said was true, but families do not just pay
their bills. They then get out an envelope and pencil and
sit down at the kitchen table. They figure out where they
got off track, as the Congressman says. They get out your
credit card and butcher knife and cut up the credit card.

And 1 said I do not think we ought to raise the debt ceiling
and not try to address the underlying problem. Well, I then
wondered off. Well, the debt ceiling healed, which was
remarkable in those days.

And so anyway, the debt ceiling came up again in two
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weeks to offer an amendment to try to tie the debt-ceiling to
the deficit. 1 think 1 got about 160 votes and it failed,
but that was the beginning of my recognition of this problem.

The second was watching the appropriations process. |
figured out that with amendments offered on the floor that
the average amendment was costing somewhere between 50 and
$90 million. There were 100 million taxpayers so that each
taxpayer was paying between .50 and .90 cents, which was not
enough to fool with, certainly not enough to fund writing a
letter to say, “Hey, it is my money.”

But the beneficiaries were getting substantial amounts
of money so that on every vote the beneficiaries were looking
over their left shoulder holding members of Congress
accountable. Nobody was looking over their right shoulder.
And 1 found iIn watching the debate that 1t was not
sufficient, nobody cared whether the amendment was worth what
it cost. You could only defeat the spending amendment if you
could make a very coherent and convincing argument that it
was a bad thing. So we were consuming the taxpayer®"s money
up to the point where its value was zero, often it was
negative, but we could not make a strong enough order. Those
two experiences convinced me that the process had to change
and that led to what became the Reagan budget and the use of
reconciliation and Gramm-Rudman.

Let me say 1 think your Budget Control Act was a
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substantial 1mprovement over Gramm-Rudman and 1 think the
principle you sat down that if you are going to raise the
debt-ceiling you ought to have reduce the deficit over a 10-
year period by a comparable amount. 1t is a good principle
and | think it should never be violated again.

Now, if today®s question is “What can we do to make this
process better?” | want to share with you a big idea. It is
an old i1dea; 1t is not my idea, obviously. If it Is a big
idea, it clearly is not my idea, but interestingly enough it
was Jimmy Carter®s idea. 1 want to give you an updated
version of 1t in terms of my thinking. The i1dea that Jimmy
Carter brought to Washington was zero based budgeting. The
idea was that every appropriated program should periodically
be comprehensively reviewed and modernized and Congress
should be required to reauthorize it or it would die.

Now, Carter came i1n 1997 and I did not come until 1999.
So by the time I got here, poor Carter was so beaten down,
and this 1dea was hated by Congress immediately, but I tried
to get President Carter to come forward again with the idea
but it never happened.

Here is what 1 want to propose: | want to propose that
beginning with the election of the new president, could be
the same person, but the beginning of the new presidency iIn
2013, that the administration be required in its second year

to evaluate and submit reauthorization legislation for every
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discretionary program in the American government. Now they
may decide not to resubmit certain programs. The authorizing
committees could decide on dramatically changing programs.
The authorizing committees will now have lead In their pencil
and they would be In a position where each program has to be
reauthorized or at the end of the year i1t cannot be
appropriated. We have programs that serve no purpose, and iIn
some cases have really outlived their beneficiaries but
inertia just keeps them in place. This is a very powerful
idea.

I would go further. | would also, once every 10 years,
require the reauthorization of all unearned entitlements.
These are entitlements where people get benefits that they
have not, at least in part, paid for. And each decade they
would work exactly the same way. AFDC, food stamps, many
other programs would have to be resubmitted, they would have
to be reauthorized, they would be comprehensively reviewed,
they would be voted on by Congress that did not write the
bill to begin with, looking at it from the perspective of the
world they are living in and the constraints they face. And
if they reauthorized it, if they changed it, it would be
changed, i1f they did not reauthorize i1t would not be funded.

Now, I would go whole hog myself and that is I would
require that earned entitlements, entitlements where you

either provide service, or you pay at least In part for it,
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that would be veterans®™ benefits, Social Security and
Medicare, | would require that every 10 years you require the
administration to have a comprehensive review and a propose
the reauthorization program.

I would require that Congress comprehensively review the
program. 1 would not sunset unearned entitlements but 1
would give the review process a privileged motion under
expedited rules so that the reauthorization could not be
filibustered, and where i1t would be subject to rules that
would allow the process to work.

I would even go further. For every provision of the tax
code that was not a rate I would sunset i1t every 10 years and
require that it be reauthorized. If it did not reauthorize
it would be one we authorized that would go away.

I think 1 would treat rates like earned entitlements. |
would be a little bit afraid to require the reauthorization
of tax rates because if you did not get the job done you
would be out of business. Now, some people might view that
as a good thing. When I was a young man I would have made
the joke that it might be a good thing but now I am not as
ignorant as | once was.

But in any case this i1s the kind of thing that we really
need to do. Reagan used to talk about nothing is immortal on
earth except the programs of the federal government. And as

all of you know it i1s sinful looking at our tax code.
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Finally, let me just say we are already changing
entitlements, now somebody is going to get up and down and
say “You mean every 10 years you are really going to have a
process to look at Medicare and Social Security?” Well, look
we have amended Medicare 13 times with major changes since
1965, so every three and a half years we are rewriting
Medicare. Why not do it in a systematic way where we can
look at what has happened actuarially. What has happened iIn
terms of our ability to pay for the program and the potential
miracle that we might have learned something?

In terms of Social Security, it has been amended
substantially 17 times. Every 4.4 years we have changed
Social Security in some very meaningful way. Why not have an
orderly process to look at it every decade? 1 have to
believe that would be a good idea. 1 also believe that you
need to convert to all of these programs to actuarial
accounting. I mean we talk about programs that have a
positive cash flow, that have huge accrual accounting
deficits. We have a complete misconception that the public
has about the ability of a trust fund to pay Social Security
benefits when the trust fund is a bunch of 10Us in a mailing
file In a cabinet i1in West Virginia where it i1s the debt of
the government to itself.

And we require accrual accounting of every private

business in America. Why do we do i1t? Because we are trying
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to protect individuals by giving them information, but yet
government does not apply accrual accounting to itself.
Makes no sense.

Finally, let me say this special interest groups would
hate these proposals that 1 have made. They would fear them
because it means that you would really, honest-to-God, look
at these programs to see if they are achieving what you want
them to achieve. 1 would say that i1t is worth the effort to
do it. I think it is important to remember that America does
not have any special dispensation that guarantees that we are
always going to be the greatest, freest and richest country
in the world. We are going to be as great and as free as we
make ourselves. And we are going to be as poor and un-free
as we allow ourselves to become.

One of the reasons that this 1s an important committee
i1s because this i1s the only committee of Congress where you
really talk about the role of government. How big should the
government be? How should it be funded? What do we expect
our government to do? Those are critically important
decisions because they really determine who we are. |If you
have France®s government, your people are going to become
Frenchmen. If you have America"s traditional government,
they are going to be Americans. So these are very important
decisions and 1 commend them to you and 1 just urge you to

choose wisely.
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589 [The prepared statement of Phil Gramm:]




591

592

593

594

595

596

597

HBU265000 PAGE 28

Chairman Ryan. Dr. Joyce, | understand in my opening I
said you are from George Washington University, however, my
understanding is you recently left George Washington and you
are now at the University of Maryland, correct?

Mr. Joyce. That is correct and my dean thanks you for
reading my qualifications.

Chairman Ryan. Dr Joyce.
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598 |STATEMENT OF PHILIP JOYCE

599 Mr. Joyce. Thank you Chairman Ryan, Representative

600 |Schwartz, members of the Budget Committee. 1 am pleased to
601 |be here today to share my views on the federal budget

602 |process. 1 have a relatively long written statement which 1
603 |would like put Into the record and I am mindful of the fact
604 |that when you say an academic is going to offer wide-ranging
605 |views it may just be an invitation to be long-winded.

606 Chairman Ryan. Without objection it will be in the

607 |record, sO you can summarize your comments.

608 Mr. Joyce. I will summarize. What I am going to tell
609 |you is based on my 20 years of participating in and studying
610 |the budget process. 1 think It 1s an understatement to say
611 |that the budget process does not appear to working very well.
612 |1 will argue, however, that the main problem is not that the
613 |budget process i1tself is broken, and in fact | agree with Mr.
614 |[Nussle that the main issue is that tools that are available
615 |have not been recently used to devise solutions to the fiscal
616 |mess we are in.

617 So my main message to you, and 1 will amplify on this
618 |but not too much, is that you should avoid the temptation of
619 |assuming that fiscal rules are going to solve our budgetary

620 |problems. The goal i1s to deal with the larger fiscal
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imbalance that faces us. 1 think that the most important
thing to do is to make effective use of the tools that you
already have.

I think it is useful from my vantage point of somebody
who studies the budget process and has participated in i1t to
sort of review what our historical experience may offer in
this regard, so 1 am going to try to call out some lessons
from the last 25 years; i1t is really the last 25 years that
we have attempted to use the budget crisis to try to get some
control over the deficit.

In 1974, of course, we had the Congressional Budget and
Impoundment Control Act. The fact that we have the Budget
Committee and a budget resolution at all stems from a desire
by the Congress to deal with the whole budget and to deal
with the budget on a multi-year basis. Prior to that point,
the budget was dealt with only on a piecemeal basis, the
budget was really very much year at the time; so I think that
was a giant step forward when it was used, and sometimes it
used and sometimes it iIs not.

The main vehicle to do multi-year budgeting has
historically been, as both the previous speakers said, the
reconciliation process. In fact, the reconciliation process
IS the success story of the federal budget process.

But 1 agree with Senator Gramm that there was nothing

about the original 1974 budget process that was really
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designed to get control over spending or the deficit. And iIn
fact in 1985, when the Gramm-Rudman-Hollings Law was passed,
that represented the first real attempt to use the budget
process to reduce the deficit. 1 think there i1s a credible
argument that this law had some effect on spending and
deficits; however, it did not come close to meeting its
overall goals. In fact the fiscal year 1993 budget, which
was one that was supposed to be balanced under Gramm-Rudman-
Hollings had a deficit of $255 billion. 1 only mention this
to say that historically this i1s why after the late 1980s it
sort of led us to a place where we looked for another
approach to get a handle on the deficit. And that ultimately
culminated in what was called the Budget Agreement of 1990;
this is where the president and a few members of the
president®s staff and key members of Congress went to Andrews
Alr Force Base and they sort of hammered out an agreement to
reduce the deficit. Part of that agreement did involve the
budget process. There was a new procedure called the Budget
Enforcement Act, and the Budget Enforcement Act is where we
first saw discretionary spending caps similar to the ones
that are now the Budget Control Act and the pay-as-you-go
process which was for mandatory spending and revenues.

The BEA approach differed from Gramm-Rudman In two main
respects: first, it focused on the policy actions first and

then used the budget process to attempt to force compliance
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with those actions. That is, to try to keep the Congress
from undoing the decisions that had previously been made.

Second, It created separate enforcement regimes, as
opposed to an overall sequestration covering discretionary
spending on the one hand, and mandatory spending and taxes on
the other hand. This BEA type process was repeated in 1993
and 1997 with the passage of yet new reconciliation bills.
The reconciliation process again was central to deficit
reduction.

The BEA fell part in the early 2000s. What killed the
BEA? Surpluses killed the BEA, because at the point which
you had discretionary spending caps, you had a pay-as-you-go
process, but you also had surpluses and it was sort of asking
the political system to walk and chew gum at the same time.
It was sort of hard to maintain that discipline.

The 1997 Act, in fact, represented the last time, prior
to this year, that the congressional budget process was used
to try to enact a multi-year deficit reduction deal.
Reconciliation was used plenty of times in the 2000s, but
when it was used in the 2000s it tended to be used to add to
deficits rather than subtract from them. This year, though,
there was a movement in the Budget Control Act toward
multiyear deficit reduction because of discretionary spending
caps; so all of that i1s history.

What does that history tell us about any lessons, about
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the relationship of the budget process to deficit reduction?

I would like to highlight four lessons. The first
lesson i1s setting targets without simultaneously reaching
consensus on policy actions to reach those targets is likely
to be an empty promise. The major failing of the Gramm-
Rudman law was that it did not really require anything of
people who voted for it, other than to promise to do
something iIn the future. When the future came, they did not
do i1t.

This is also a problem with constitutional amendments
requiring annual balanced budgets; they are not self-
enforcing; something needs to happen after them in order to
make them come true. |If they are going to be targets then
they should be accompanied by at least a substantial down
payment on the policy actions that are necessary iIn order to
meet them if those targets are going to be credible.

Second, and related to this, the budget process is
better, 1 would say much better at enforcing compliance with
agreements that have already been made than making those
agreements happen. All of the successful efforts at deficit
reduction in the last quarter century had one basic thing in
common, the president and the Congress agreed on a future
path for the budget and a set of policy actions and then the
process was used to try to enforce compliance with those

actions. That i1s the BEA approach, 1 think 1t largely
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worked, until the consensus around reducing the debt fell
apart, which it did in the late 1990s, early 2000s.

Third lesson, any enforcement regime must be
comprehensive and must encourage participants to make
policies in order to avoid the consequences. Sequestration
iIs something that should be designed so that it is not
actually used. That is, it should encourage people to do
things, what we will call the old-fashioned way, which Is to
actually increase revenues, cut spending in order to meet
targets. The problem is that iIf many parts of the budget are
excluded from enforcement, as was true with Gramm-Rudman-
Hollings and as is true with the Budget Control Act, then the
ability of the enforcement process to promote policy
agreement is more limited. Put simply, people will calculate
whether they think they are better off letting the automatic
cuts take effect than they would be actually reaching policy
agreement. 1 would therefore encourage that any enforcement
regime not only include all spending, but also include
automatic revenue increases, not because | think automatic
revenue increases are a good idea, but because people might
actually want to enact policy actions in order to avoid
having them go into effect.

Fourth, the budget process should hold policy makers
accountable for things they cannot control. 1 think this was

one of the Important characteristics of the BEA is that it
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helped appropriators responsible for those actions that dealt
with appropriated spending, that is appropriated spending
exceeded the caps it was appropriated spending that got cut.
IT 1t was authorizing spending that was the problem, then the
pay-as-you-go process would kick in to try to put a
sequestration on mandatory spending.

So what do 1 think, in addition to enforcement, which 1
think 1s 1mportant, 1f you have any set of budget changes
that are put into effect 1 think they need to be enforced,
what are the most fruitful areas of potential reform? |
would advise you, iIn addition to enforcement, to concentrate
on those that give the Congress and the president appropriate
information on the fiscal impact of the budget choices that
you make. There are actually a few examples of this from the
past, one of them is the 1990 Federal Credit Reform Act, if
you want to talk about approvals, that was sort of the first
movement to try to bring accrual concept into the budget for
loan guarantees and direct loans. Prior to that point,
direct loans were treated as I1If they were grants, loan
guarantees were treated as if they were free.

The 1995 Unfunded Mandates Reform Act was an attempt to
try to bring information into the process to try to keep
things from happening that appeared to have no cost, when in
fact they did have a cost, they just did not necessarily have

a cost to the federal government.
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The various score-keeping rules, which are arcane and
will put you to sleep, but they were put together in 1990,
codified in 1997, 1 think they reduced the overall level of
what we call technically budget chicanery. They have
encouraged recognition of cost at a point where 1 think they
can be controlled. Issues like this which are not sexy and
are really about budget concepts and budgetary accounting
seem much more fruitful to focus on than larger fiscal rules
or many institutional reforms and there are lots of other
issues out there that could fit this category of providing
additional information, such as for example the expansion of
accrual concepts to other areas, deposit Insurance, pension
insurance, flood insurance, et cetera and also budgeting for
disasters and emergencies, which iIs not just this year that
this has been an issue, this has been an issue probably for
the last 25 or 30 years, the fact that we systematically
underfund in the regular process and then when there are
emergencies we have to add money to the budget.

So i1n closing, the budget process can be good, In my
view, at two things. The first is to force policy makers to
confront the real cost of their actions and provide
information that is necessary for them to make budget
decisions. The second is to enforce compliance with budget
decisions that have already been made. Unfortunately, it is

not very good at forcing the political system to deal with
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fiscal problems i1f it does not have the political will to do
so. So again, much of the current budget process
infrastructure that is needed to deal with your current
budget problems exists today. |1 would join Mr. Nussle iIn
saying that 1 think the most important thing to do is to make
use of those processes and those rules that you already have.
I think that is going to have much better payoff than
establishing fiscal rules without establishing the policy
changes that are necessary to comply with those rules. So
thanks again.

[The prepared statement of Philip Joyce follows:]
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Chairman Ryan. Thank you very much. This actually is a
very sexy and exciting hearing.

There is lot to get into. The last reconciliation I was
involved iIn as a staffer that was really being fought here
was in 1997. That was a pretty big deal. Democrat
president, Republican Congress, and then the gentleman to
your right did DRA, which was real safe In the process. The
process has broken down as reconciliation, particularly, has
been used to do things other than what it was originally
intended, expanding government programs, student loans and
others. That was sort of a contortion of the process and 1
think that the tax side and I think that was your point
there.

First the process is as good as the people who use it
and whether we have courage in leadership and conviction to
actually fTix these problems is what matters more than
anything. So the question that we ask ourselves is the
process making it harder for us to show leadership and
discipline, or easier? |If men were angels, quoting James
Madison, we would not need all of these controls. Well the
problem is that we are not and so we need to find the right
system to make i1t as easy as possible for discipline and
leadership to flourish and continue so we can tackle these
enormous challenges that are really threatening our system

unlike any challenge we have had in the past.
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So there are a lot of concepts that have grown over time
and reached consensus and I do not know where everyone stands
on these things, but I am pretty much sure I know where Jim
stands on these things because he and | have had so many
conversations. Emergencies, Jim Nussle, you created the idea
of budgeting for emergencies when you had caps and
discipline, it strikes me as a good way of having a pressure
valve so that the enforcement system does not break down
because you have already prefunded emergencies, and
predefined emergencies to stop the gimmicks from getting out
of control.

Senator Gramm and Dr. Joyce, do you would agree that a
proper emergency spending regime and the definition of
prefunding, rolling average or whatever, is very important to
our preserving the integrity of the rest of the system.

Mr. Gramm. Well let me say on the emergency system I
think setting aside money that has to be replenished by
taking away from some other place is a good approach. When
families have emergencies, it does not give them a license to
simply go out and spend. They have to make hard choices,
they have to decide that they are not going on vacation; they
are not going to buy a new refrigerator. |1 do not understand
this debate about the fact that we have had emergencies so we
do not have to pay to deal with them. That is an alien

concept.
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I want to go back to your process about reform and
leadership because this is an area where 1 have strong
feelings. Leadership and courage things you cannot count on.
Process really matters. The Constitution of the United
States is process. Is there anybody here who thinks that it
does not matter that we have the Constitution of the United
States? So God grant that we should always have plenty of
smart, courageous leaders, but 1 think process i1s very
important and the outcome of so many debates depends on the
process. So I would make it as strong as | could make i1t to
make 1t possible for people to show leadership and exhibit
courage but 1 would not underestimate the importance of
process.

Chairman Ryan. Let me tack on two points for the rest
of you: joint resolution and biennial. What are your
thoughts on those i1n addition to the emergency?

Mr. Joyce. | will try to be brief on each one of those.
On emergencies, | think that the issue i1s, as you know, that
emergencies have been systematically underfunded in the
regular appropriations process and there is no reason in my
mind why you could not put something in place that you are
going to fund disaster relief spending at sort of i1ts average
level over the last X number of years, because that way you
would not have a sort of systematic bias towards having

supplementals for emergencies almost every year. 1 think we
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had at least one supplemental appropriation, not all for
emergencies or disasters, but every year iIn at least the last
30 years. Some of the those years would not have needed to
have one if we had budgeted at a more reasonable level for
disaster systems.

On the joint budget resolution, I am very sensitive to
the argument that says it would be better iIf we could reach
agreement early and so it would be better if the president
was involved and we could reach agreement early. My
hesitation about it is that if you do not reach agreement,
and 1 think if you add the president into the mix, where you
already have difficulty reaching agreement between the Senate
and the House you may just increase the chances that you will
not have a budget resolution at all. |1 think there is
already enough impediments apparently to getting a budget
resolution through since there has not been a budget
resolution in six of the last 14 fiscal years. So my concern
would be that you would frontload the conflict, In addition
to frontloading the possible agreement.

On biennial budgeting, I 1 have a longer sort of
discussion about biennial budgeting and joint budget
resolution In my testimony. But on biennial budgeting, the
two big payoffs that people argue for biennial budgeting, are
first that you are going to spend less time on budgeting and

second that you will be able spend more time on oversight. 1
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think both of those claims are overblown and the reason they
are overblown is because what it implies is that in the non-
budget year, you will just take a year off from budgeting. |
think there are a lot of things working against the
possibility of being able to take a year off, not the least
of which is that there is just too much unpredictability out
there. So what you are likely to have is a budget year and
then a second year where you have something on the
supplemental. That is what I think.

Mr. Nussle. 1 would agree. 1 would not want it to be a
panacea, that somehow that would fix a one year broken
process into a two year broken process; | meant they are
basically the same thing. So it is a matter of expectation.

Can | just point out too, all of those recommendations
that | made, and I tried to be careful about this, because I
am the last one who tried and failed miserably in trying to
pass budget process reform. All of the things that 1
suggested, Mr. Chairman, are things that you can do now by
fiat. You could make 1t a joint resolution rather than a
conferment, as | understand. You can use reconciliation now,
as | understand it. You can put in fiscal goals right now
and mark to those goals. You can also actually even make it
a two year biennial budget process. 1 mean you do it now,
arguably, you could say you just ignore the second year.

Well you are ignoring it now. You could arguably do all of
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933 |these things right now without any change to the 1974 Act as
934 |1 understand it.

935 So 1 guess part of what I am suggesting, and whille 1 do
936 |not disagree with the good Senator, but I think It iIs a

937 |marriage of both process and leadership, I am not suggesting
938 |the process does not matter, but all 1 would suggest to you
939 |is the process without leadership is impossible and obviously
940 |without a process any leader would have a difficult time

941 |going through it.

942 Right now, the way I see it iIs we have a pretty good
943 |process; it could be improved on the edges. | think right
944 |now, as he said, this committee demonstrated that leadership
945 |and has in the past, and has not in the past. | could not
946 |get some things done that 1 wanted to get done. 1 think it

947 |is bold and i1t 1s a marriage of that leadership and process.

948 Chairman Ryan. Ms. Schwartz.
949 Ms. Schwartz. Thank you Mr. Chairman and thank you for
950 |your testimony. It seems to me that while there were some

951 |different i1deas that each of you shared, but there quite a
952 |bit of bipartisan agreement here on the fact that our budget
953 |process is not broken. As Mr. Nussle just said, as | think
954 |Senator Gramm and Dr. Joyce said, process does not address
955 |[political will and 1 think that it was made clearer that

956 |without real agreement between the president and Congress we

957 |can choose to ignore our own decisions. So you need that
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agreement on substantive issues on how we are going to tackle
the deficit and that is really key to how we then use the
process to implement those decisions. You are all nodding,
so | think that was really quite stark and I just have to
agree with you.

So, my questions for you are, some of the decisions and
issues that you raised 1 think would be helpful for us to
reach some agreement on and have to be In the discussions.

We have seen bipartisan commissions, now one after the other.
You each have been iIn some of these discussions if not on the
commissions about what does have to be on the table so that
we can reach agreement and that we are not then avoiding big
pieces that we are pretending either for ourselves, or to the
American people that they do not matter.

So here are my really straightforward questions.

Senator Gramm you actually said everything has to be on the
table. We have to look at every discretionary program that
you have suggested as to what works and what does not and how
can we improve them.

When you are talking about, and 1 think this is a yes or
no answer, but when you are talking about discretionary
programs that ought to be reviewed, or efficiency
effectiveness, or changes i1t might need, we have only heard
the other side of that: non-defense discretionary. Would you

include defense in that?
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Mr. Gramm. Sure 1 would.

Ms. Schwartz. That is what 1 was assuming you meant,
because 1 assumed you would be more efficient and more
effective and more accountable and more transparent as well.

Mr. Gramm. Listen, anybody who does not realize that we
waste tremendous amounts of money in defense is unaware of
what i1s happening in American government. 1 had the great
privilege of serving on the Armed Services Committee in the
Senate for six years. 1 was on Defense Appropriations for
four years. And anytime a decision making unit is spending
somebody else®s money there is going to be tremendous waste.

Ms. Schwartz. We have work to do on that. Thank you.
The other point that was also made was the issue of just
spending, or are tax provisions also a cost to our budget. 1
will ask Mr. Nussle this question. 1 served on Ways and
Means and I do believe that using the tax code to incentivize
certain behaviors, early industries that need some help, R&D,
and saving for retirement, there are tax provisions |
actually think are important to principles that many of us do
believe in and will help incentivize certain behaviors and
performance. But there are some tax provisions for special
interests that I think many of us, iIn a bipartisan way, agree
that are no longer effective and are just a cost to
government. Would you say that they ought to be honest about

what our cost to our budget is and how we bring down the
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deficit? And should they not be on the table as well?

Mr. Nussle. Everything should be on the table. The way
I look at is trust the votes. Let me illustrate it with a
story. My very fTirst day as chairman of this committee |
gave this rousing opening argument as my maiden speech. 1
was pretty passionate about it. 1 do not know if you were
here Paul or not, but I was pretty passionate about it. 1
got this note slipped to me; 1t was slid over from I think
three chairs down, from Jimmy McDermott who slipped this note
to me and I opened i1t and i1t said “Smile. You have got the
votes.” What he was saying was that you are going to win;
you are the chairman. You are going to win. You have got

more people on your side than any other side; You are going

to win.
Mr. Gramm. 1 do not think that is a guarantee.
Mr. Nussle. It is not a guarantee, but here is the

guarantee: trust In our democracy, we trust the votes and you
have the votes, you ought to be able to make your case and
everything ought to be on the table and this committee should
not ignore taxes anymore than it should ignore Social
Security, which is unfortunately not on the table.

Ms. Schwartz. Whether we do all of that in the next few
weeks or not i1s obviously a question, but we have work to do
to get there. | think Dr. Joyce you added good information

as well 1n how we might tackle this going forward. So thank
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you so much for being so straightforward and being here about
our need to look at everything, both on the spending and
revenue side. Thank you.

Chairman Ryan. Thanks. Mr. Garrett.

Mr. Garrett. Thank you to the entire panel. Jim
Nussle, when you talk about budget prison, what immediately
came to my mind was the late night 1:00 a.m. markups in the
committee. That felt like budget prison to me. Going to
your comments, to your very first point, the budget process
you chose is less important than the political leadership.
Take that apart and 1 tend to agree with you, but what came
to my mind as soon as you said that was the debate that was
historically made between John Locke and 1 think it was
William Penn where what John Locke said: “It is not the
character of the man that is important but rather the laws
that 1 have in order to get an efficient government” whereas
William Penn said just the opposite: “Give me good character
men, and 1 care not what type of laws 1 have, we will have a
good government.” | think that iIs the same here today,
regardless of which party, as long you have the right
leadership in place you are able to do what you need.

Mr. Gramm. Can 1 respond to that?

Mr. Garrett. Sure.

Mr. Gramm. Laws make, systems generate character.

Americans are proud and independent because of our system.
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People In other countries are dependent because of their
system. |1 would never underestimate the power of government
and laws to affect the character of the people and 1 think
our country i1s living proof that i1t makes a difference. So
there are sort of two sides to the argument, obviously 1 am
hard over on the side that process and the rules and the rule
of law make a big difference and one of the reasons | do not
want socialism in America is | do not want the people that it
generates. The guy who runs a bulldozer on my ranch is the
equal of any man. He knows bulldozing better than 1 know
economics and he 1s proud and he i1s iIndependent. He was a
Marine. He was produced by our system is the point that 1 am
making. He did not just appear. The system of
responsibility, of rule of law, accountability made him who
he 1s.

Mr. Garrett. | would never want to disagree with you.
I think that also with what it Washington or Adams who said
that “This country was made for a moral and religious people
and i1t is totally i1nadequate for any other kind.” So I think
that the underpinning of our founders understood that in
order to have the government that we want to have, whether by
the rule of law that i1t required a moral people, a moral and
religious people in order to sustain itself.

On the issue of spending, then, Jefferson is quoted as

saying with regard to budget process reform that if he




1083

1084

1085

1086

1087

1088

1089

1090

1091

1092

1093

1094

1095

1096

1097

1098

1099

1100

1101

1102

1103

1104

1105

1106

1107

HBU265000 PAGE 49

continued on iIn that respect, alluding to the fact that
morality is necessary for the people of the day to say that:
“There are those who wish spend more based on the funding of
our prosperity, but that is just name for stealing from our
futurity,” meaning stealing from the future generations.
Perhaps we saw that in the vote last night, for those who
wish to steal from future generations by the spending that we
do today and actually we see that on many votes when we wish
to put the burden on future generations because we are not
willing to make the hard decisions, as Chairman Nussle did
when 1 was here, trying to say how do we basically live
within our means.

Let me tack on to that the question of practical effect.
Within the budget process here there are a number of programs
here, some of which 1 deal a lot with: the GSEs, Fanny May,
Freddie Mac, the TARP program that we have spent money on,
the Federal Reserve as far as the remission of funds that
come back, as far as their interest payments back on to the
federal government. What else is there? The GIF, with
regard to the FDIC as well, all of which have some degree,
better or worse, with regard to transparency and
reflectiveness on the federal budget. Can any or all of you
comment with regard to the adequacy of the budget process as
far as the revenue aspect goes and also, maybe more

importantly, the liability portion that right now has not
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adequately addressed through our budget process.

Mr. Nussle. Dr. Phil made this comment, earlier. We
agree because this is part of my budget reform as well, with
Senator Carter and that i1s using approval accounting. So
yes, aside from whether or not the program should have been
authorized in the first place, but once it is, this goes to
Congresswoman Schwartz®s comment, everything should be on the
table, nothing should be off the table, and i1t should be
depicted honestly, transparently, and accurately when it is
on the table. And giving the information, not only to you
the representatives of the people, but also to the people
themselves, which that transparency has to be able provide as
well and is vitally important for you to not only to have a
full picture of the decisions but then to put that into the
final decision of a budget or a fiscal blueprint.

Mr. Joyce. | would just add to that the most important
thing to me is that when you make a decision that is going to
cost lots of money in the future, that i1t does not appear as
iT 1t does not cost anything. | think that really i1s the
lesson, if you want to look back at what happened prior to
1990 when Credit Reform was passed, and after 1990 1 think
there 1s a lesson there, which i1s that loan guarantees were
treated as 1T they did not cost any money even though you
might be making a decision now that would lead to lots of

defaults down the road.
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Mr. Nussle. Can I just mention one other comment, and
again, this is not to be disagreeable, | think it iIs just a
matter of your perspective. 1 know where Phil Gramm stands
on these issues, having known him personally, professionally
and politically and I not only respect 1t but 1 tend to agree
with him on a lot of those issues, but 1 also know my good
friend Bill who also has a perspective and it is different
than mine. The difference, though Is that 1 want the process
to respect both of our positions and allow the both to occur
and hopefully 1 am going to be able beat him and he hopes he
can beat me but regardless it iIs a process that allows that
decision to occur and the votes fall where they may and the
decision made on the future of our country. 1 do not think
that process should close him out or close me out or
predetermine the outcome of that decision and I would caution
against any rules that tilt the balance of the playing field.
As much as I would love for that balance to be tilted in my
direction and my philosophy, that is not how the rules and
the laws our founders were designed. It was designed in
fundamental fairness for the American people to make
decisions about their future.

Mr. Gramm. Well now wait a minute. First of all, is
accrual account unfair? Does accrual accounting tilt the
playing field? Is the debate different if people know what

something really costs? You bet your life it i1s. Would
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Medicare have passed iIn its current form had people not
systematically underestimated the cost of it by almost a
factor of 100. Requiring accrual accounting has a profound
effect on a debate because 1t then requires you to debate
what something really costs. Now iIf requiring real costs
predetermines the outcome of the debate, then 1 just have a
different concept. My view is that you need a process where
people are choosing based on what things really cost and on
what their real effects are going to be. 1 think whether or
not you want budgets binded, is that a predetermining factor?
Again, | think there are some people who do not want budgets
binded; there are people who do. My view is if you are going
to have a budget i1t ought to be binding, iIf It is not going
to be then do not have it.

Chairman Ryan. 1 do not know whether those are
necessarily mutually exclusive positions.

Mr. Gramm. I know, 1 just simply was trying to be
emphatic.

Chairman Ryan. Going from John Locke to William Penn to
Dr. Phil. Now we are going to go to Bill Pascrell.

Mr. Pascrell. 1 would say, Mr. Chairman, 1 would
usually accept my recommendations, but 1 think that
yesterday®"s panel and today®"s panel, you deserve a lot of
credit because we probably should have had these two panels

six months ago, just a thought. Because | think it Is pretty
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basic to have three distinguished gentlemen and 1 do not blow
smoke, as you know. I really mean 1t. But I have to take
exception, since you guys brought the subject up of
emergencies, you each had a different slice of 1t and then
the my brother from Sussex County talked about that we do not
want to pretend, we do not want to have all of these things
on the backs of future generations, but an emergency is an
emergency, the word is very definitive In any language that
you use. And if we are going to go back and say let"s not
pretend what programs really cost, who the heck figured out
in 2001 and 2003, who really played out in center with all
due respect, what these programs would cost American
taxpayers, because i1t cost us like this, 1f you can picture
the graph, and then in 2019 and 2020, this is what it is
going to cost us because that is what you will have ballooned
to. So we can get so caught up In process and not look at
results and I think we all want to address that and I cannot
agree more with my good friend Mr. Nussle, we all should be
heard, we all should be listening.

I listen very, very carefully to what Tea Party members
say and I may not agree with much of what they say but 1 do
agree with some things, believe 1t or not. Let"s not predict
what we are going to think before people even open their
mouths. So we do not, my friend from Sussex County, steal

from future generations.
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Individuals and family-centered income are very
different than the government®s. When you have a problem
within your family, and perhaps you did not budget for it,
you cannot predict that 1t is going to happen, but when a
flood happens or a tornado happens, you are talking about a
universal situation and you begin to peel away at the onion,
and you see what existed beforehand. You see people who had
something and you see people who had nothing. We were so
caught up In the Katrina thing, think of how do you budget
for Katrina ahead of time? But we as Americans did not worry
about whether 1t was a blue state or a green state or a brown
state; we responded In kind perhaps poorly at that time but
we did the best with the resources that we had.

These families today are suffering; lrene and Lee came
bounding down the trail: 12 states, 52 congressional
districts, billions and billions of dollars. We do not even
know the cost of this because health problems and
environmental problems are going to grow In magnitude. 1
think 1t Is more Important to respond to our citizens than i1t
is to worry about what it is going to cost down the road. 1
believe in accountability. You must account for every dime
that we pay, certainly we did not do that in the wars. We
are just figuring out what the heck the thing cost, and will
cost. Talk about growing gaps, talking about figuring out

what a program®s going to cost down the road, well It cost us
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this now, and figuring out how i1t contributes to the deficit,
which we are all responsible and guilty for, no party is
privy to virtue on this issue. No party is privy to virtue.

So to make a political point Is to demean the very
meaning of emergency spending. People are out of their
homes. Thousands evacuated, In my district 5,000 people were
evacuated out of their homes. Some of them are not going to
be able to go back into their homes because they are not
ready for them or they are gone. The environmental health
problems are dramatic. Businesses: people have been shut
down since this storm, and laid off. They are not able to do
business. If I do not have an obligation or a
responsibility, first as a human being, then as a member of
Congress, we are all wet. So we can put up whatever
processes we want. 1 do not think your perception of it
though 1s very different from mine.

Let"s set aside the political differences and nuances.
I think you want for America what 1 want for America, |
really mean that, else 1 would not say it, as you know.
These people are hurting. Accountability and contacted that
these are emergencies, and Mr. Chairman, you want to talk
about emergencies, we will set aside, it iIs certainly timely,
is 1t not?

Chairman Ryan. Thank you, Mr. Pascrell. Mr. Campbell.

Mr. Pascrell. You are quite welcome.
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Mr. Campbell. Thank you Mr. Chairman, 1 actually have a
question. |1 have tried to look at this and I may have this
wrong but 1 believe In the last 20 years that only once has a
concurrent resolution been passed by both Houses and all 12
appropriations bills passed in regular order prior to the
beginning of the fiscal year. 1 believe that has only
happened once. If that is the case, my question for you is,
ifT we talked a lot about the concurrent resolution part, but
then there is also supposed to be appropriations built within
that resolution, 12 of them, and all of those appropriations
are supposed to be authorized and I am not even going to get
into how many appropriations are not authorized because the
authorizing committee did not get to them.

Can you give me your views on that and of the process?
IT you only get i1t right once in 20 years does that mean that
needs to be changed too and that is a problem, or is It not a
problem that we do CRs and omnibuses as well as the
authorizations, what are your views on that because i1t looks
like we have a process that cannot ever actually be done and
when 1t is done it takes up months on the floor, et cetera,
which is why some people talk about my biennial budget. Dr.
Joyce, you seem ready to jump.

Mr. Joyce. Well that is always true, I guess. 1 would
make one point. | would observe that the fiscal year used to

start with the federal government on July 1, and in the 1974
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Budget Act one of the things they did was move the fiscal
year start from July 1 to October 1. Why did they do that?
because the Congress could not get everything done by July 1.
So they added three months, and still we have the same
problem. So it may be once In the last 20 years, | think it
is four times in the last 34 years or something like that,
that all the appropriations bills have been passed and signed
into law.

Mr. Campbell. And by the way that is in a lot of cases
where there was no divided governments.

Mr. Joyce. Correct. So what this has led me to believe
is that the beginning of the fiscal year is not a real
deadline. What is a real deadline? A real deadline turns
out to be when the Congress does not want to be here anymore.
I mean there are those people that say that the real problem
was caused when air conditioning was invented. So the issue
is that you have to have something that is actually viewed as
a real consequence for failing to get this done and the
beginning of the fiscal year does not turn out to be that so
long as there are systematic continuing resolutions that pass
without consequence.

Mr. Nussle. There is no surprise that the super
committee deadline coincide with Thanksgiving and Christmas.
So 1 think going to your point, that is exactly right: number

one. Number two, in a perfect world I would suggest, and it
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will not be a perfect world, but in a perfect world if you,
for iInstance, used a joint resolution, a joint resolution
would need to be created first, that would give the marching
orders to the authorizing committees and the appropriation
committees to do their work based on the fences created by
the budget resolution, that joint resolution, and that given
those instructions and given the finality of such a decision
enacted 1In law and made real where you know where the fences
are, at least in the 302A, even if the 302Bs get knocked
around here and there, at least if that 302A number, then the
committees know when they are inside the boundaries and
outside the boundaries and can act accordingly.

Part of the challenge during those years, as you know,
is that the committees were never given final instructions.
I mean as much as we like to trash the Appropriations
Committee here at the Budget Committee from time to time, it
is pretty hard to do your work when you do not know what
number is. It is pretty hard to say to a member of that
committee, “No, you cannot have that amendment, because we
would be over our allocation”, 1If in fact you do not know
what that number is, or if it is a moving target, from time
to time.

So 1 think that is why 1 believe having that decision
forced up front to provide the fences for the rest of the

decision, going to Senator Gramm"s point, having those rules
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and having those constructs for the rest of that process, 1
think will make it easier for legislators, members to make
those decisions and get their work done on time.

Mr. Gramm. Let me just say that 1 think the joint
resolution would be great i1f you could get it because then
the president®s signed on to the process. The problem is
going to be very hard to get under many circumstances and
there 1s always the trade-off. It might very well be that
you want a process that allows you to do it either way, if
you cannot get the joint resolution then you have the
concurrent resolution. My guess is under current
circumstances there 1s no way you could get to one resolution
on the budget, and so, you are better off with a concurrent
resolution than you are with none.

Mr. Nussle. And that is exactly how the provision that
I works.

Chairman Ryan. Mr. Ribble.

Mr. Ribble. Thank you, Mr. Chairman. This has been
informative for me. 1 have been here a whopping nine months
and I will tell you that 1 wish Mr. Nussle that you were
correct, that it is just a leadership problem. We have,
maybe not in the process so much of a problem, as we have
history of problems.

Dr. Joyce, the last time this country actually paid off

its national debt was when Andrew Jackson was president. |1
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1358 |am concerned about debt. If debt in this country looked like
1359 |1t did from 1787 to 1946 it would not be that big of a

1360 |problem, but debt does not look like it did for the first 150
1361 |years or so. Right now our growth in debt is on a curve that
1362 |is nearly critical. And 1f we continue along these lines it
1363 |will, in fact, 1 beleive be catastrophic. We cannot

1364 |continue. Would you agree with that?

1365 Mr. Joyce. Yes.

1366 Mr. Ribble. At that the current rate of growth?

1367 Mr. Joyce. Yes.

1368 Mr. Ribble. What do you think is actually sustainable

1369 |for an economy our size?

1370 Mr. Joyce. Well, 1 actually agree. 1 think there is a
1371 |remarkable amount of concurrence between these different
1372 |groups like the one that Mr. Nussle talked about, these sort
1373 |of bipartisan groups or private groups that look at this
1374 |problem, and they all seem to be settled around this 60

1375 |percent of GDP number iIn terms of what is sustainable. As
1376 |you know, on the current oath we would get to 80, 90, 100
1377 |percent of GDP.

1378 Mr. Ribble. We are about there now, would you not say?
1379 Mr. Joyce. We are projected to get there i1f we follow
1380 |current policies.

1381 Mr. Ribble. What is GDP?

1382 Mr. Joyce. What is GDP? Well, GDP is about $15
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trillion.

Mr. Ribble. What is our national debt right now?

Mr. Joyce. Well, it depends on whether you look at what
is called the gross debt.

Mr. Ribble. 1 want to look at all debt. 1 do not want
to play the shell games. We are at $14.7 trillion and 100
percent GDP

Mr. Joyce. Well, you can pick whichever number you want
to look at. The point is that stabilizing that at a smaller
number and 60 percent seems to be what theses various groups
are coalescing around.

Mr. Ribble. About a year ago I would have agreed with
most of your testimony; today I disagree with some of it. |
want to talk a little bit about the balanced budget
amendment. You mentioned in your testimony iIf we could enact
those policy and budget enforcement changes we would not need
the amendment. 1 totally agree, but we cannot. It 1is
obvious we cannot.

As 1 have watch this whole thing unfold this year, we
are still protecting trillions and trillions and trillions of
dollars of debt, with additional billions and billions of
dollars of iInterest payment. At some point there will have
to be a future tax on future generations. With all debt,
somebody is going to pay this bill.

Then, you go on to say, secondly, i1t relies on erroneous
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1deas about debt in our society. To a certain degree I
agree, however, as a former business owner 1 [inaudible] when
my company drew debt, or when I did it on a personal level it
is always with the iIntention that at some point I am going to
have to pay if off, and in fact, the lender recognizes that
there 1s a trust, a credit agreement, a credo that we made
with each other to pay it off. Right now, the credo iIs we
will just pay the iInterests and continue to borrow, and there
is a significance difference between the two, do you not
agree?

Mr. Joyce. What I would say is, that there is nothing
inherently wrong with debt. What the problem is that if you
have a debt that is too large, the debt load is too large,
and that is what we just talked about, the fact that we are
getting to a level of debt that is unsustainable, | think
that 1s the problem, and if your debt is not productive debt.
That is that you would say, I think, you would agree with me
that there i1s a difference between borrowing money for your
mortgage where at the end of the process you are going to
have a house and borrowing money to put It non your credit
card because you want to take a nice vacation. So, | think
we have to think in terms of there are different kinds of
debt, and my point here was that there is nothing inherently
wrong with debt, and in fact, if you say, for example, that

states balance their budgets, well the truth i1s the states
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balance their operating budgets; states have a lot of
capital. So the federal government®s accounting is not the
same. But, that is separable from whether the debt is too
large or whether the debt is going to pay for things that may
not productive.

Mr. Ribble. 1 would also extend to you the idea that
debt in business, debt in private sector is significantly
different because at the end of the day you are writing the
check with your own money, debt in government you are writing
a check with some else’s money and it is much easier to do
that. You can pretend and hide behind the importance and
value of 1t at some point.

You mentioned also that if used correctly it can be very
productive and result in immeasurable gains. Do you believe
the debt i1n this country is being used correctly right now?

Mr. Joyce. | would say some is and some IS not.

Mr. Ribble. Therein, sir, 1 would contend you realized
the problem. Thank you again, all of you, for being here.

It has been very informative. Mr. Chairman, 1 yield back.

Chairman Ryan. Thank you, Mr. Flores.

Mr. Flores. 1 would like to thank the panel for joining
us today, i1t has been beneficial. 1 think both elements are
important: process and leadership. And I think the process
need to trump in case the leadership does not show up at the

table. And 1 have seen that happen in the history of this
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Congress.

I would like to change the topic a little bit and talk
about truth and budgeting. Truth so we get to the right
results, and, 1 think Senator Gramm started down this pathway
when he started talking accrual accounting. 1 guess the way
I add it, the national debt, we have about $15 trillion of
just direct debt; whether or not we count [inaudible] are
irrelevant to me. We have got about 10 to $11 trillion of
unfunded liability, Social Security about 60 to 70 of
unfunded liabilities in Medicare, and another 10 or so of
Medicaid and everything else. So i1f you add it all up i1t is
100, which to me is six times GDP that is a problem for me.

So, | believe whole heartedly we need to go with accrual
accounting. Well, let"s say we are in the next building and
can see exactly what we are talking about, but more
importantly, the American people can see what i1s happening to
their children and their children’s future.

The second element about truth in budgeting or truth iIn
the financial playing field i1s the way we score. | think we,
as the Congress, provide influence into a process, like this
is what we want to do with a piece of legislation, but what
we get out of the scoring is bad information, and therefore
we make decisions that do not reflect realities. A couple of
examples: We assume that we can raise taxes to high levels

and still grow GDP at four percent real rates. That puppy
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does not hunt in any world.

The second one is that, CBO scored Medicare cuts for
about third, and says we are still going to have the health
care infrastructure providers that we are going to have and
also that we are going to have high school seniors that still
want to go into health care even though their pay is going to
essentially set by the federal government. We all know in
the real world that does not happen.

So, my question is this: How do you get to a point
where you can use real world scoring on these things, like on
taxes and also on the expenditure side? You guys have a
magic wand, how would you wave it so that they fix the
scoring so that when we are trying to make a decision we make
decisions with real information?

Mr. Gramm. 1 think that it would be a good policy to
establish a simple law that says that accounting standards
that are applicable to the private sector should all apply
equally to government. |1 think you would want to do that
both iIn the federal government and in the state governments
so that people iIn state governments, for example, would know
what their pension liabilities are, what their health care
liabilities are. The problem is the way we score things now.
We have debates without having relevant information as to
what we are talking about. Socrates said, "A man is only a s

good as his facts.” And if you do not have the facts, you
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are not going to make good decisions no matter how brilliant
you are, no matter how much leadership you have, not matter
how good the process is, iIf you do not know what something
costs, it 1s hard to make a decision about how much you want
of it, because you are missing one of the key ingredients.

Mr. Flores. Right. |1 am trying to dig in the weeds a
little bit more and say, "Okay we know we have today does not
work, can you blow up CBO and start over. Or do you go to
outside departments to get some corroborating evidence.

What | am trying to get to is what is the way to get the
right answer so that when we are looking at the cost of
health care reform, we get the real cost instead of this
goofy stuff we get?

Mr. Nussle. Senator Gramm just said when 1 was younger |1
was ignorant. 1 do not remember how you said it. 1,
ignorantly, said at one point in time In my career that CBO
sucks, and 1 have been apologizing for that for some time
because these are good people who do a good job and try their
hardest to get the numbers right. And they are constrained
by certain conventions, on one hand, and just human nature
and probability on the other.

We have looked at the possibility of using more dynamic
scoring. The challenge with dynamic scoring is you are using
the same people, and you could go outside in the process, but

you are using people, using economic factors here and there,
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1533 |and trying to make it all add up and they do the best they
1534 |can. It 1s an inexact science predicting the weather next
1535 |month, and that is what you are doing. You know it is going
1536 |[to be a little colder around here, you know, generally, what
1537 |the trends have been, but do you know exactly what that

1538 |number is going to do?

1539 Mr. Flores. We are not even in the same continent.
1540 Mr. Nussle. You actually are. You actually are. 1
1541 |going to challenge you on that. They do a better job than
1542 |the guestimates, and they generally have done a better job
1543 |than some of the dynamic score-keeping. That has been part
1544 |of the challenge of moving to something called dynamic

1545 |scoring is that we have not found anything that was any more
1546 |accurate than the current way. That was the challenge.

1547 Mr. Flores. Let me give you exact example.

1548 Chairman Ryan. That i1s time. Sorry Bill, but people
1549 |have a schedule to keep and time to keep. And I always tell
1550 |people when we think about dynamic scoring we are talking
1551 |about tax policy; that is the Joint Committee on Taxation;
1552 |that i1s not CBO.

1553 Spending scoring is a little different and easier with
1554 |respect to reality bases scoring, probably not on actuarial
1555 |stuff on health care, but taxes i1s Joint Taxes. All CBO does
1556 |is take their data.

1557 With that, since we do have time limits here, 1 want to
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thank the three of you for taking time out of your busy lives
and busy days to join us. This has been very enlightening,
very helpful and it will help us do a better job of trying to
improve upon the process, so we can be better stewards.

Thank you. And this hearing is adjourned.

[Whereupon, at 11:43 a.m., the Committee was adjourned.]




