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PREFACE

The Congress is considering over a hundred proposals that
would limit the growth of federal spending or revenues, prohibit
federal budget deficits, or both. Some of the proposals are in
the form of amendments to the U.S. Constitution while others are
in the form of legislation. One of these, S.J. Res. 58, has al-
ready passed the U.S. Senate. All of the proposals presume that
the current budgetary procedures are incapable of overcoming a
perceived bias in favor of ever greater levels of federal expendi-
tures and persistent deficits.

This study, prepared at the request of the Senate Committee
on the Budget and the House Committee on the Judiciary, analyzes
the present system and the alternatives before the Congress. The
study examines the degree to which the current procedures have
produced ever higher levels of expenditures and persistent defi-
cits, describes the rationales of the present system and the pro-
posed alternatives, analyzes the effects of the alternatives on
the economy and the size of the federal sector, and sets out some
of the major difficulties that might be encountered in implement-
ing the alternatives. In keeping with the mandate of the Congres-
sional Budget Office (CBO) to provide objective analysis, the re-
port contains no recommendations.

The paper was written primarily by John W. Ellwood. Alfred
B. Fitt wrote Chapter I; Robert W. Hartman wrote the section on
"The Short-Run Effects" in Chapter V; and Marvin M. Phaup, Jr.,
wrote the section on "The Long-Run Effects" in Chapter V. The
authors wish to thank James Annable, William Beeman, James Blum,
James Capra, Martin Levine, John Shillingburg, Paul Van de Water,
and James Verdier of CBO for their comments. In addition, many
persons outside CBO provided valuable advice and criticisms, in-
cluding Mickey Levy, William A. Niskanen, Donald G. Oglivie, Allen
Schick, and Aaron Wildavsky.

Patricia H. Johnston edited the manuscript. Nancy H. Brooks
typed the paper and prepared it for publication; Norma Leake typed
several early drafts.

Alice M. Rivlin
Director
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S.J. RES. 58
AMENDMENT TO THE CONSTITUTION

As proposed by the U.S. Senate on
August 4, 1982

Article —

SECTION 1. Prior to each fiscal year, the Congress shall
adopt a statement of receipts and outlays for that year in which
total outlays are no greater than total receipts. The Congress
may amend such statement provided revised outlays are no greater
than revised receipts. Whenever three-fifths of the whole number
of both Houses shall deem it necessary, Congress in such statement
may provide for a specific excess of outlays over receipts by a
vote directed solely to that subject. The Congress and the Presi-
dent shall, pursuant to legislation or through exercise of their
powers under the first and second articles, ensure that actual
outlays do not exceed the outlays set forth in such statement.

SECTION 2. Total receipts for any fiscal year set forth in
the statement adopted pursuant to this article shall not increase
by a rate greater than the rate of increase in national income in
the year or years ending not less than six months nor more than
twelve months before such fiscal year, unless a majority of the
whole number of both Houses of Congress shall have passed a bill
directed solely to approving specific additional receipts and such
bill has become law.

SECTION 3. The Congress may waive the provisions of this
article for any fiscal year in which a declaration of war is in
effect.

SECTION 4. Total receipts shall include all receipts of the
United States except those derived from borrowing and total out-
lays shall include all outlays of the United States except those
for repayment of debt principal.

SECTION 5. The Congress shall enforce and implement this
article by appropriate legislation.

SECTION 6. On and after the date this article takes effect,
the amount of Federal public debt limit as of such date shall be-
come permanent and there shall be no increase in such amount un-
less three-fifths of the whole number of both Houses of Congress
shall have passed a bill approving such increase and such bill has
become law.

SECTION 7. This article shall take effect for the second
fiscal year beginning after its ratification.



CHAPTER I. INTRODUCTION AND OVERVIEW

Persistent federal deficits, coupled with steady growth in
the share of the economy devoted to federal spending, have caused
concern in many quarters. This concern led 31 state legislatures
to petition the Congress to take some kind of action that would
result in a Constitutional amendment favoring balanced budgets.
More than 100 measures have been introduced in the 97th Congress
proposing either statutory or Constitutional changes aimed at mak-
ing deficits less likely and spending and taxing restraint more
likely. President Reagan has endorsed and the Senate of the
United States has now passed a resolution proposing a specific
Constitutional amendment on the subject.

This report begins with an overview of the Senate proposed
amendment and the mid-1980s budget context in which it might take
effect. Chapter I concludes with a description of the organiza-
tion of the balance of the report.

OVERVIEW

When introduced in 1981, Senate Joint Resolution 58 and House
Joint Resolution 350 were identical proposals for amending the
Constitution to prescribe certain Congressional budget-making
rules. The Senate, on August 4, 1982, by a 69-31 margin approved
an altered version of S.J. Res. 58, while the House Committee on
the Judiciary still is considering H.J. Res. 350. This overview
will describe only S.J. Res. 58, because it remains to be seen
whether or in what form the House will take up the question.

Provisions of S.J. Res. 58

The proposed amendment is designed to accomplish two pur-
poses: to encourage the adoption of balanced instead of deficit
budgets, and to limit the size of the federal government as a pro-
portion of the total economy.

Balancing the Budget. S.J. Res. 58 directs the Congress, be-
fore the start of each fiscal year, to "adopt a statement of re-
ceipts and outlays for that year in which total outlays are no
greater than total receipts."



If the amendment is ratified, the Constitution thereafter
would consider balanced budgets to be the normal rule. Departures
from that rule would be permitted, however, since the "statement
of receipts and outlays"—that is, the budget of the United States
government—may project outlays greater than receipts if three-
fifths of the whole membership in both bodies approve.

Limiting the Size of Government. The proposal prohibits pro-
jecting receipts to rise at "a rate greater than the rate of in-
crease in the national income," unless an absolute majority in
both bodies has passed a bill "approving specific additional re-
ceipts and such bill has become law."

Because the normal rule set forth by S.J. Res. 58 is that
outlays will not exceed receipts, and because receipts may not
grow more rapidly than national income, the effect is to place an
upper bound on federal spending as a proportion of national in-
come. However much or little the national income grew in the base
period (which the amendment leaves for later Congressional defini-
tion) will determine however much or little federal spending can
be projected to grow in the budget year, irrespective of the
assumed performance of the economy in that budget year.

The short-run effect of this formulation is to discourage
balancing the budget by raising taxes instead of cutting spending.
The long-run effect is to prevent growth of the federal government
in relation to the private sector, unless Congressional majorities
specifically vote otherwise.

This portion of the amendment is apparently mainly aimed at
the "unlegislated" tax increases resulting from the effect of in-
flation on a progressive income tax system: taxpayers whose real
incomes are not increasing are nevertheless pushed into higher in-
come tax brackets and therefore pay a larger share of their in-
comes to the federal Treasury ("bracket creep"). If the Congress
must vote the increase instead of simply letting it happen, an
increase is less likely. (Another approach, but one with the same
effect and already adopted by the Congress for 1985 and future
years, is to index income tax brackets and exemptions to inflation
in ways that will minimize bracket creep.)

Enforcement. The proposed amendment is not self-enforcing.
No penalty is prescribed if the Congress is unable or chooses not
to adopt a budget. In those circumstances, the "budget" would be
the sum of appropriation and revenue bills that became law for
that year, whether a surplus, a balance, or a deficit.



Section 5 of the proposal commands the Congress to "enforce
and implement this article by appropriate legislation," however.
The command is very clear, but in the end the response must be
shaped by the Congress; it would not be found in the Constitution.

Assuming that the Congress does adopt "a statement of re-
ceipts and outlays," then the proposed amendment directs both the
Congress and the President to "ensure that actual outlays do not
exceed the outlays set forth in such statement." The precise
means for ensuring such an outcome are left: for later legislative
prescription or, in the case of the President, through the exer-
cise of whatever Constitutional powers he already possesses.

Actual revenues, on the other hand, need not agree with the
receipts projected in the budget; they may be either more or less.
Thus, while the amendment does not tolerate an excess of actual
outlays over planned outlays (even if the budget still remains in
balance), it accepts a level of actual revenues short of planned
receipts (even if this results in a deficit).

The reason for more lenient treatment of revenue shortfalls
than outlay overruns was that the drafters of the amendment wished
to allow for a short, unexpected recession, and its consequent
revenue loss, without necessitating immediate compensating tax
increases or spending cuts that might worsen the recession.
However, a section added on the Senate floor erects the barrier
of a supermajority vote against unplanned as well as planned
deficits.

The Armstrong-Boren Amendment. During debate on S.J. Res.
58, Senators Armstrong and Boren successfully cosponsored what
is now Section 6 of the proposed amendment. The section pro-
hibits any increase in the statutory public debt ceiling on the
date the amendment takes effect, unless three-fifths of the whole
membership of both bodies thereafter approves a bill for that pur-
pose and the bill becomes law.

The effect of Section 6 is to impose a real sanction against
evading the strictures of the proposed amendment by simply fail-
ing to adopt any budget at all. But Section 6 would also bar
unplanned deficits resulting from revenue shortfalls, unless there
was leeway within the statutory debt ceiling. (This is true under
present law as well, but simple majorities in the Congress, with
the concurrence of the President, can raise the debt ceiling as
necessary, whereas under Section 6, just 41 percent in either body
could prevent a solution.)
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Waiver and the President* All the provisions of the proposed
amendment may, but need not, be waived by simple majorities in the
Congress for any fiscal year in which a declaration of war is in
effect.

The President has no formal role either in the declaration of
a war or in the waiver permitted by the amendment. Similarly, he
has no formal role in the process by which Congress would adopt or
amend "a statement of receipts and outlays" under S.J. Res. 58,
whether in balance or in deficit. But he would have a role if the
Congress wished to project receipts greater than permitted by
the amendment's formula, for that would require a bill to be
presented for his approval.

Effective Date. The amendment provides that it "shall take
effect for the second fiscal year beginning after its ratifica-
tion." For example, if the necessary number of states were to
ratify the amendment before October 1, 1983, it would apply to
fiscal year 1985, and the first "statement of receipts and out-
lays" would have to be in place by September 30, 1984, that is,
sometime during the first fiscal year beginning after ratifi-
cation.

The Purposes of S.J. Res. 58; Are They Desirable?

The First Goal; Balancing the Budget. The federal budget
has been in deficit for 13 straight years and 21 of the last
22 years. The Congress has already approved deficits for the next
three years. CBO now projects those deficits to exceed $150
billion in each year, and to be about $170 billion when off-budget
spending is counted. The CBO projection assumes that all of the
savings contemplated by the budget resolution for fiscal year 1983
will be achieved; if they are not, the outlook is even bleaker.

By five-year periods beginning in fiscal year 1962 and ending
with fiscal year 1981, the annual deficit has averaged 0.8, 1.2,
2.1, and 2.0 percent of gross national product (GNP), and in no
year did it exceed 4.0 percent of GNP. CBO projects that it will
average 4.1 percent of GNP during fiscal years 1982-1985, however,
with a peak of 4.7 percent in 1983.

Such persistent and large deficits portend continued diffi-
culties in lowering interest rates and encouraging economic
growth. Additionally, when the economy is operating close to
capacity, a deficit contributes to inflationary pressures. More-




