ROY T. MEYERS

Biennial Budgeting by the U.S. Congress

Should the Congress prepare a budget every two years rather than every year, as it
does now? This article condenses a recent Congressional Budget Office (CBO)
working paper that analyzed this issue for the Congress. It describes the movement
toward biennial budgeting in the federal government, summarizes state experiences
with biennial budgeting, and evaluates biennial budgeting from the congressional
perspective.

Few statements can be made with much certainty about the effects of a conversion to
biennial budgeting, except that this would be a radical change from the current process.
Despite the permanence of much government spending, the process of formulating,
enacting, and executing budgets is characteristically annual. But there has been a trend
towards multiyear budgeting in recent years and the Congressional Budget Office has
prepared a working paper on the issue.!

Appropriations have been made annually since the first Congress, and the Congress
routinely considers at least 14 appropriation bills each year, 13 regular and 1 supplemen-
tal. Annual consideration of appropriation bills should not be confused with the periods
for which appropriations are made available. Over half of all spending is permanent in
the law. Of the rest, only about one-half (or one-quarter of all spending) is made
available for only the upcoming budget year.

Authorizations for a majority of discretionary appropriations are considered an-
nually, including those for defense and intelligence agencies, the Coast Guard, the
National Science Foundation, the Department of Justice, and research and develop-
ment for the Environmental Protection Agency. Not all of the annual authorizations
have been enacted in each year, however. In 1987, for example, only a fifth of the
nondefense discretionary appropriations that are frequently authorized annually were
in fact authorized.2 And like multiyear appropriations in annual appropriation bills,
some authorizations enacted in annual authorization bills last for more than one year.
Authorizations for specific military construction projects, for example, are routinely
for two years.

The schedule for considering appropriations and authorizations was of major interest
during deliberations over the Congressional Budget Act. Two problems were thought to
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be most serious: the Congress routinely failed to pass appropriations before the begin-
ning of the fiscal year, and the Congress often failed to pass authorizations until the
beginning of the fiscal year was near, allowing little time for the appropriation process.
The Congressional Budget Act made changes in the process that were intended to
reduce these delays, including scheduling early consideration of authorizations and
shifting the beginning of the fiscal year from July 1 to October 1. The budget act also
required the Office of Management and Budget (OMB) and CBO to make five-year
budget projections, and CBO to provide five-year cost estimates and scorekeeping
reports. In subsequent years, the budget resolutions themselves were expanded to in-
clude multiyear projections.

The first biennial budgeting bill was introduced by Congressman Panetta in 1977;
other biennial bills were subsequently introduced by Senators Bumpers, Cochran,
Domenici, Ford, Quayle, Roth, and Cochran.? The bills were considered in the numer-
ous budget reform efforts of the early 1980s, which culminated in strengthened enforce-
ment procedures but only marginal changes in the timing of the budget process. These
reforms were included in the Balanced Budget and Emergency Deficit Control Act of
1985 (popularly known as Gramm-Rudman-Hollings) and the 1987 Reaffirmation
Act.?

A significant move toward biennial budgeting was the adoption in 1985 of the Nunn-
McCurdy amendment to the FY 1986 defense authorization bill (P.L. 99-145). The
amendment required the president to submit a biennial defense budget for FY 1988 and
FY 1989. Though biennial requests were submitted, the Department of Defense (DOD)
and the Congress backed away from making biennial allocations for fear of the impact
of sequestration. Congress passed an authorization bill that contained some authoriza-
tions for FY 1989, but which authorized most programs for only FY 1988. An annual
appropriations bill for the DOD was included in the continuing resolution.’

Despite this experience, interest in biennial budgeting has grown. In a recent survey
by the Center for Responsive Politics, 86 percent of a sample of 113 Representatives and
Senators supported biennial appropriations.® Many members of Congress have been
pressed by the heavy work load that results from the overlapping actions taken during
the annual appropriation and authorization processes. They have been embarrassed
that the Congress has missed many budget process deadlines, and were disappointed
with the reliance on omnibus continuing resolutions to provide appropriations for FY
1987 and FY 1988. Many hope that preparing one budget instead of two over a two-year
period would reduce the delay and repetition that plague the current budget process.

President Reagan has supported biennial budgeting in addresses on budget reform,
but has not proposed or endorsed relevant legislation. A number of more practical steps
toward biennial budgeting have been taken. OMB included outyear planning requests
in the FY 1988 budget for nondefense programs. The budget summit agreement
adopted in November established a two-year budget plan. While it did not require
biennial appropriations, it did resemble a biennial budget in spirit. The plan was for-
malized in Section 8001 of the Budget Reconciliation Act of 1987 (P.L. 100-203) which
established budget authority and outlay targets for defense and nondefense discretion-
ary spending for FY 1988 and FY 1989, and created enforcement procedures that will
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apply to FY 1989 spending. In addition, Section 201 of the Balanced Budget Reaffirma-
tion Act (P.L. 100-119) called for an experiment with multiyear authorizations and
biennial appropriations for selected agencies and accounts. Senator Roth has intro-
duced a bill (S. 1563) which reflects this approach and would convert the limitation on
the administrative expenses of the Social Security Administration to a two-year limita-
tion. Section 10621 (b) (3) of the Budget Reconciliation Act of 1987 suggested a similar
experiment for the IRS. Hearings on biennial budgeting bills have been scheduled by
the Senate Governmental Affairs Committee.’

STATE EXPERIENCES WITH BIENNIAL BUDGETING

Arguments for and against federal biennial budgeting often proceed by analogy with
budgeting in the states. This is particularly true in the Congress because many Repre-
sentatives and Senators have had experience as state legislators or governors and would
like to try at the federal level the procedures that they are familiar with at home.

A recent survey by the National Conference of State Legislatures concluded that 31
states will adopt annual budgets in 1987, and 19 states will adopt or be operating under
biennial budgets.? The states have moved away from biennial budgeting in the past 40
years; 44 states followed the practice in 1940. One reason for the movement away from
biennial budgeting was the professionalization of state legislatures, which accelerated in
the 1960s and 1970s. With larger and more competent staffs and with annual rather
than biennial sessions, some legislatures felt capable of reviewing budgets annually. The
growth in federal grant revenues gave state legislatures an incentive to participate an-
nually in the allocation of these funds. Legislatures have also temporarily used annual
budgets when the governor was not a member of the majority party in the legislature,
and returned to biennial budgets when partisan control became unified.

Another cause of the shift to annual budgets has been the increased sensitivity of state
budgets to economic cycles (largely because of increased reliance on the income tax as a
major revenue source), coupled with balanced budget limits. Under biennial budgeting,
large unpredicted shortfalls in revenues as well as smaller unpredicted increases in
outlays for uncontrollable benefit programs have often created deficits in state budgets.
When states had insufficient reserves to finance these deficits, they had to revise their
budgets during the biennium to meet their balanced budget limits. Repeated situations
like this led some states to convert formally to annual budgeting, the form of budgeting
they were practicing in a de facto manner.

Economic uncertainty and divided partisan control are also present at the federal
level, which may lead one to make negative inferences about the prospects of biennial
budgeting. In addition, the Congress has a greater constitutional responsibility for
developing budgets than most state legislatures, and the federal government has a larger,
more complicated budget and a different economic role than the states, Only three of
the ten largest states use biennial budgeting—North Carolina, Ohio, and Texas. Yet 19
states continue to budget biennially, which suggests that biennial budgeting can work if
certain conditions are present. Unfortunately, studies of state experiences with biennial
budgeting have not clearly indentified these conditions. Such studies have typically
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consisted of surveys of state officials about the advantages and disadvantages of biennial
and annual budgeting. Not surprisingly, officials tend to prefer current processes.

POTENTIAL EFFECTS OF CONVERTING TO BIENNIAL BUDGETING

In search for the optimal periodicity of a budget process, it is easier to find losing
candidates than to agree on the winner. Short periodicity—a monthly budget process,
for example—would create continuous uncertainty about government policies.
Monthly budget votes would be repetitive, and would leave no time to plan or to
conduct oversight. In contrast, long periodicity—a five-year budget process, for exam-
ple—would reduce this work load. But unanticipated events and shifts in political
priorities would occur frequently during the five years, making the budget obsolete and
creating pressure for revisions.

Between the inflexibility of a five-year budget and the inefficient uncertainty of a
monthly budget lie annual and biennial budgeting. Shifting to a biennial budget sched-
ule would gain some certainty at the cost of some flexibility, but how large is this
tradeoff likely to be? To answer this question, four congressional goals for the budget
process are posited. These goals are:

+ Allocating time efficiently to different activities, such as planning, budgeting, and con-
ducting oversight;

« Completing preparation of the budget by the target date;

» Responding to changed conditions; and

« Maintaining the proper influence of the Congress on policy.

Allocate Time Efficiently to Different Activities

The Congress undertakes three types of activities in the budget process: it gathers
information and authorizes programs to address problems, it allocates funds to pro-
grams, and it monitors implementation of its policy decisions. These activities often
overlap; for example, the Congress may learn about problems and the implementation
of previous decisions as it considers appropriation requests. Proponents of biennial
budgeting hope that some of the time now spent on allocating funds (appropriations)
could be freed for learning about problems and guiding program implementation (au-
thorizations and oversight).

It is important at this point to distinguish between the two biennial budgeting mod-
els: the “stretch” and “split-sessions” models. The stretch model would have the Con-
gress prepare a budget for the biennium (the two-year fiscal period) over the two years of
a Congress. The split-sessions model would have the Congress prepare a biennial budget
during one year and conduct nonbudgetary activities in the other. The split-sessions
model assumes that the Congress would postpone budgetary action on issues new to its
agenda such as drug abuse or the plight of the homeless if these issues arose during a
nonbudgetary year. One supplemental appropriation bill would be expected in the
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nonbudgetary year, but it would be used only to provide appropriations for true emer-
gencies. The split-sessions model similarly expects that the Congress would not conduct
oversight during a budget year, though exceptions could be made for major scandals or
controversies.

This approach might not succeed unless the Congress were to significantly revise its
rules of procedure. The current rules would not provide a formal means of limiting
consideration of spending bills during nonbudgetary years. Implementing limiting
rules, such as defining “true” emergencies ahead of time, would be difficult. The split-
sessions bills do not propose any such rules, and few of the states with biennial budgets
and annual sessions have them.

Split sessions imply substantial modifications to committee activities as well. The
current committee structure gives specialized roles to various committees. The Budget
Committees spend most of their time preparing budgets and relatively little time
monitoring spending by the agencies. The Appropriations Committees monitor spend-
ing but almost always in the context of appropriating more funds. The House Govern-
ment Operations and Senate Governmental Affairs Committees and the
subcommittees of many other standing committees specialize in oversight. Unless these
committees responsibilities are changed, the Budget and Appropriations Committees
are expected to be inactive during the nonbudgetary periods, as are the oversight com-
mittees during budgetary periods.

These potential changes in rules and committee activities heighten the importance of
determining whether the process of making budgetary allocations has in fact crowded
out authorizing legislation and oversight. Regarding oversight, research by Joel Aber-
bach sugests that oversight has not been discouraged by the congressional budget proc-
ess.” Aberbach’s data (for the number of total and oversight committee hearing days in
the first six months of odd years from 1961 to 1983, excluding 1979) show a sharp
increase in the proportion of days devoted to oversight from 1973 to 1975, and another
sharp increase from 1981 to 1983. In 1983 a full quarter of hearing days were for
oversight, more than double the proportion in 1973. Aberbach concludes that this
growth in oversight activities was jointly caused by increased budget deficits, public
discontent with government performance, congressional concern about the usurpation
of legislative powers by the president, and the availability of more congressional staff to
carry out oversight.

Complete Preparation of the Budget by the Target Date

The stretch model would spread budget formulation over a two-year period, giving
more time for each stage to be completed. This approach assumes that target dates are
missed because there is not enough time between each date. For example, when the
budget resolution is late, this leads to unpassed appropriation bills and a continuing
resolution. Biennial budgeting proponents hope that preparing a budget over two years
would allow more time for consultation and make it more likely that decisions would be
made on time.
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Though the current schedule is clearly time-consuming and repetitive, there are other
and probably even more important causes of delays. One structural barrier to quick and
binding budget decisions is the bicameral requirement that the House and Senate agree
on all laws. Another is the separation of powers. Some missed target dates and repetitive
votes clearly can be attributed to the difficulty of reaching a compromise between the
strongly held and differing positions of the president and the Congress. Biennial budget-
ing is not likely to facilitate timely compromises between the branches; with the stakes
higher, a two-year budget negotiation might take longer than two separate one-year
negotiations.

Other causes of repetition and delay may be more mutable. Each member comes to
the Congress with one vote and a presumptive equal say in decisions. A natural result is
that the Congress uses a decentralized form of internal organization, distributing decision-
making powers widely among its members. The Congress also follows a very compli-
cated budget process that is intended to control the decisions made in the authorization
and appropriation processes. Delay and repetition might be reduced by adopting a more
centralized internal organization and another budgeting procedure. In other words, in
contrast to biennial budgeting, which would have the Congress prepare fewer budgets,
the Congress might make fewer decisions during budget preparation. The “fewer deci-
sions” approach is embodied in a number of reform proposals. In one approach, the
Congress would combine the appropriations and authorizations committees and proc-
esses. In another, the Congress would adopt an omnibus budget procedure that would
combine the aggregate budget resolution, appropriation bills, and reconciliation into a
single bill.1®

Regardless of whether these “fewer decision” reforms or a stretch model of biennial
budgeting is adopted, all delay and repetition in budgeting would not be eliminated.
The famous “Parkinson’s Law,” which states that “Work expands to fill the time avail-
able for its completion,” has a corollary: “A budget decision is not made until a deadline
approaches.” Delay and repetition are endemic to budgeting, because budgeting is a
comprehensive process that resolves macro and micro goals into practical plans.

Even postponing the beginning of the fiscal year did not foster the completion of
appropriation bills on time. Prior to the Congressional Budget Act, late enactment of
appropriation bills was a continual problem—46 percent of regular appropriation bills
were enacted after the beginning of the fiscal year from 1968 to 1973."! The Congress—
acting on the belief that when a deadline is routinely not met, permanently extending
that deadline will solve the problem—moved the beginning of the fiscal year from July 1
to October 1. Yet, appropriation bills are still not completed by the beginning of the
fiscal year.

Additional evidence that repetition and delay cannot be avoided is seen in the budget-
ing experiences of the executive branch. Budget iterations between OMB and the agen-
cies, which are similar to what is called duplication in the Congress, are frequent. A
good example in this administration has been the continual battle over defense spend-
ing, which started each year with planning targets and continued all the way through the
director’s review. The executive branch has also often found it difficult to meet the dates
set out in its budget preparation schedule.
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Be Appropriately Responsive to Changed Conditions

The Congress is first and foremost a political body, designed to represent the interests
and desires of the public. It consequently often revises previous decisions when public
opinion changes. Given this special characteristic of the Congress, determining when to
revise decisions becomes a balancing act. If the Congress were to make irreversible
decistons, it would be foreclosing the opportunity for the public to change its mind. Yet,
if it were always to allow the national mood—which is often quite variable—to be
quickly expressed as policy, it would be making “decisions” that would never stick.

The Congress responds not only to changes in public opinion, but also to macro-
economic, programmatic, and other political events. Only one type of event follows a
completely predictable schedule: elections. The biennial budgeting bills differ in their
choice of whether the biennium should begin before or after an election. Some schedule
adoption of the budget just before an election. By placing these dates so closely together,
these bills might clarify the policies that the parties present to the voters. On the other
hand, if the electorate dislikes the majority party’s policies and votes it out of office, the
new majority party would theoretically be unable to adopt its program for two years. In
the past, election results have had significant effects on budget priorities, particularly
when the presidency changes hands. It is likely, therefore, that the new majority party
would completely revise the recently adopted budget.

In contrast, other bills would have the Congress adopt a budget on a date that is
roughly a year after an election and a year before an election. This schedule would allow
the Congress to adopt a budget that reflects an election mandate and permits the public
to evaluate the Congress on the basis of a year’s operation of this budget. But an
upcoming election, particularly one coincident with a recession, might lead the Con-
gress to revise the budget during the nonbudget year.'2

The timing and magnitude of other events that might lead to congressional action are
harder to predict. By expanding the length of the budget period from one to two years,
projection errors are likely to increase. Larger errors will increase pressure on the
Congress to take action. If the Congress responds, some of the reductions in work load
expected from biennial budgeting will not be realized.

The greatest source of uncertainty in budget estimates is the inherent unpredic-
tability of the economy. To estimate the effect of making a two-year forcast on the
accuracy of budget estimates, a simulation test used in the Congressional Budget Of-
fice’s August 1987 report, The Economic and Budget Outlook: An Update, was extended
for another year.!3 This test used a time-series model to forecast gross national product
(GNP) for the FY 1988-1989 biennium. For 1988 simulating the time-series model
5,000 times (by introducing alternative random shocks) produced a standard deviation
for GNP forecasts of $193 billion. The same procedure produced a standard deviation
of $226.6 billion for the biennium. These uncertainty ranges may be translated into
ranges for revenue estimates by using a rule of thumb that shows that a $100 billion
error in estimating the GNP will tend to result in a $23 billion error in revenues. This
means that there are about two chances in three that the revenue estimates will be
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within $44 billion of the projected level for the first year and within $52 billion for the
biennium.'#

The likely range of projection errors for individual programs is much harder to
predict.!” Out-year budget projections could become more realistic under biennial
budgeting. Some agency budget estimates currently are too low, apparently because the
agencies believe that it would be politically unwise to show the likely long-run costs of
programs. In other cases, agency estimates are too high, sometimes to prompt agency
contract officers to speed up operations. The incentives to make such misestimates
would be reduced if appropriations were routinely for two years. In addition, program
characteristics would allow some projection errors to cancel out in two years that would
not in one year. Spendout rates for procurement programs could exhibit this effect.
However, errors would tend to cumulate for many large entitlement programs.

Increased errors in budget projections would have several effects. At the macro level,
it would make it harder to hit a planned deficit target and would give the appearance of
losing control over fiscal policy. But part of the reason for missing deficit targets is the
feedback of the economy on the deficit, causing the deficit to rise when the economy
underperforms. From this perspective, unexpected changes in the economy that pro-
duce shifts in deficit projections should not lead to congressional responses, making the
increased uncertainty associated with biennial budgeting less of a problem.

Increased errors in budget projections could be more of a problem at the micro level.
Though errors caused by inaccurate assumptions tend to be partially offsetting in the
aggregate, they are often large for individual programs. These errors may lead to pres-
sure to consider supplemental appropriations or to rescind funds for some activities.
But many accounts—such as those for pay and benefits—are not sensitive to technical
uncertainties. In addition, there are a number of procedures that could allow the
Congress to cope with the increased uncertainty of a two-year budget period. Supple-
mental appropriations for appropriated entitlements (such as Medicaid) and for other
programs such as the Commodity Credit Corporation could be made unnecessary by
simple procedural changes, and price variability could be dealt with through new meth-
ods of contracting and budgeting for inflation.'

Maintain the Influence of the Congress on Policy

It is generally agreed that annual interactions promote cooperation between the two
branches.!” Cooperation has two components—trust by the Congress that the president
will implement its directives, and respect by the president for the Congress’s right to
make these directives. But which types of annual interactions promote the most trust
and respect?

Throughout its history, the Congress has answered this question by using the annual
appropriation process.'8 One way that annual appropriation bills increase its leverage
over the president is by providing vehicles for policy riders. Policy riders become start-
ing points for negotiations between the branches because of the “must-pass” character
of appropriation bills; if these bills are not enacted, government agencies that lack
spending authority must shut down. Even though the Congress often bears the blame
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for shutdowns, potential shutdowns place pressure on the president to negotiate. In the
absence of “must-pass” legislative vehicles,, the executive branch would usually not
negotiate on policy disputes to the degree that it does now.!?

Annual appropriations also encourage the president to implement the budget in good
faith. If agency expenditures are inconsistent with congressional intent, the Congress
may then influence the president by withholding approval of its pending appropriation
requests (though the president may doubt the credibility of such threats). Under the
split-sessions model of biennial budgeting, the Congress would instead have to rely on
oversight to monitor agency spending and to prod the president to spend appropriated
funds properly. But oversight can be ineffective when the president lacks concern about
violating congressional intent.20

The desire for flexibility is another reason for annually considering budget resolu-
tions and making appropriatons. Many consider annual budgeting to be the only re-
sponsible course of action with large deficits, because it allows recurring efforts to find
political compromises on deficit reductions. The deficits have caused annual use of
reconciliation to retrench spending in mandatory programs. Flexibility is also the rea-
son why almost all salary and expense accounts are appropriated annually, even though
they are the least complex and most predictable accounts of all.

Proponents of biennial budgeting do not agree that these traditional methods of
preserving influence and flexibility are as effective as generally thought. They argue that
the Congress is organizationally limited in what it can do each year. They also note that
the Congress has decided that annual allocations are unnecessary for many programs.
The Congress does not vote annually to allocate funds to Social Security and some
other entitlement programs, because there is a consensus that these programs are long-
term commitments; nor does it vote appropriations to fund multiyear ship contracts in
annual stages.

Also disturbing to proponents of biennial budgeting are the costs of annual budgeting
to those who carry out policies. Annual budgeting is said to encourage “micromanage-
ment”—the assumption by the Congress of what are typically the responsibilities of
program managers. But lacking the coercive tool of annual appropriation controls, the
Congress might respond by writing even more “micromanagement” provisions for
agencies that it does not trust.

Statements that agency officials will save time and paperwork because they will not
have to prepare and justify their budgets each year may be overly optimistic as well. One
presumption of biennial budgeting is that the Congress will do more oversight. For the
Congress to conduct performance reviews, those doing the performing will presumably
have to respond to the requests of the Congress. The format of agency presentations to
the Congress might well change, as may the officials who do presentations (line officials
instead of budget officials), but agencies’ work loads will probably not decline if the
Congress vigorously conducts oversight.

Another purported benefit from biennial budgeting is that it would give grantees
earlier knowledge of available funding and allow them to spend money more efficiently.
Although this idea has merit, the extent of the benefit would be limited. In the first
place, many grants are already predictable. Nearly two-thirds of grants are mandatory,
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and most mandatory grants are allocated by formulas. An additional six percent of
grants, in the education area, are forward funded. To the extent that reconciliation or
rescissions do not change these budgeted amounts, grantees already know with some
certainty the funds that they will receive. For the remaining grants, the benefit of earlier
knowledge from biennial budgeting would apply to only the second year of the bien-
nium, because the grants for the first year of the biennium would be made shortly after
the adoption of the budget.?!

Thus, though the efficiency of budgeting would not increase dramatically under a
biennial format, some improvement is likely. This biennial approach could be en-
hanced by a budgetwide reexamination of the periodicity of budget reviews at the
program project level. Programs that are funded by annual, one-year availability appro-
priations have traditionally borne the brunt of budget reductions, a tradition that was
carried on by the Balanced Budget Act’s sequester procedures. Agencies often claim
that reductions in these appropriataions are of the penny-wise, pound-foolish variety.
They commonly cite their inability to make needed investments because appropria-
tions are cut, even though the investments would reduce operating and total costs in the
long run. This effect, and the more general risk of budget reductions, encourages
agencies to convert their programs into the form of mandatory spending. In the long
run, this locks in spending and leads to less flexibility in the total budget.

An alternative means of increased flexibility would be to strengthen controls on
mandatory spending, which would require improved recognition of the full costs of
potential multiyear commitments when considering whether to enter into them. It
would also require that mandatory spending be reauthorized periodically and subjected
to a tough reconciliation procedure. With the resulting increase in flexibility in these
accounts, the selective biennial approach suggested by the Balanced Budget Reaffirma-
tion Act could be followed with fewer grounds for concern about the loss of flexibility.
For example, multiyear authorizations and appropriations could be made for stages of
long-term procurements, rather than providing appropriations for variable numbers of
units in each year.??

CONCLUSION

This analysis suggests that biennial budgeting would not live up to expectations unless
the Congress substantially changed its goals and behavior. It would have to accept
increased uncertainty about budget outcomes, a reduced ability to be responsive to
immediate concerns, and less influence from use of the appropriation process. If these
changes were accepted, the Congress could reduce the number of repetitive votes on
budget issues, and spend more time on policy planning and oversight. Biennial budget-
ing could also allow agencies and grantees to spend money more efficiently. But it
would not eliminate the delays that come from negotiating important budget decisions.
If the Congress does not wish to change as radically as biennial budgeting would
require, it could implement biennial budgeting selectively—for technically predictable
and politically stable programs, for example. Although some flexibility might be lost by
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these actions, the Congress could compensate by subjecting currently mandatory pro-
grams to more frequent reviews.

NOTES
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