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Although significant progress has been made on the
federal budget, further gains will be more difficult to
achieve. Since the Gramm-Rudman-Hollings (GRH)
deficit targets have been in place, federal spending has
been constrained. Those targets, however, are in growing conflict with new pressures to spend. One implication is that the government will work harder to escape
GRH's grip. Another implication is that actual deficit
reduction will proceed at a reduced pace.
The Grip of Gramm-Rudman-Hollings . . .
The government got a grip on the budget in 1985, when
Congress passed the 1986 budget resolution and the
subsequent Gramm-Rudman-Hollings deficit-reduction
act. 1 Based on policies in place before the resolution,
projections by the Congressional Budget Office (CBO)
showed a steadily rising path of deficits approaching
$300 billion by fiscal 1990 (see Table 1). However,
assuming that the policies in the 1986 budget resolution
were implemented, the CBO projected deficits would
steadily decline to a bit over $ 100 billion in fiscal 1990.
The assumption that the policies of the 1986 budget
resolution would be implemented proved to be a good
one: it was made good by GRH. A resolution is just a
plan and by itself does not force action. After the 1986
budget resolution was passed in August 1985, Congress
seemed unable to take any action on the budget. That
changed with GRH, which was signed into law by
President Reagan in December 1985.

The law contains two important provisions. The first
sets out budget deficit targets over a five-year span and
creates a mechanism to hit them. If projected deficits in
the next fiscal year exceed the targets by $10 billion,
then GRH mandates automatic spending cuts to reach
them. The cuts are to come in equal shares from
nonprotected defense and nondefense programs. The
second important provision says that any new spending
program must be explicitly financed, either by cutting
existing expenditures or by raising revenues.
Almost immediately after its passage, GRH forced
action on the budget. Since Congress had taken no
action on the 1986 budget resolution, the projected
deficit for fiscal 1986 exceeded the GRH target. In
February, GRH forced spending reductions totaling
$11.7 billion—a sizable cut for half a fiscal year. A few
months later, the Supreme Court ruled that the original
GRH was unconstitutional, but the government chose
to retain the $11.7 billion in spending cuts. 2
Although the mechanism of GRH has been changed
lr
The formal name for the budget resolution is the First Concurrent
Resolution on the Budget for Fiscal Year 1986 and for GRH, the Balanced
Budget and Emergency Deficit Control Act of 1985. For historical accounts
of the events surrounding their passage, see Congressional Quarterly 1987
(pp. 5 7 9 - 8 0 ) and West 1988.
2
After being found unconstitutional, GRH was amended in 1987 to give the
Office of Management and Budget the responsibility for projecting future
deficits and making the automatic spending cuts according to a congressional
formula. The law's two important provisions were retained.
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Table 1

Policy Changes in 1986 Budget Resolution
as Estimated By CBO in August 1985
By Fiscal Year and in Billions of Dollars
CBO
Projection

CBO
Extrapolation*

Item

1986

1987

1988

1989

1990

CBO Baseline Deficit

212

229

243

264

285

(August 1 9 8 5 Estimates)

Deficit Reductions
as Estimated by CBO
-3

-5

-8

-11

-11

-11

-25

-41

-57

-74

Entitlements

-7

-13

-18

-19

-20

Nondefense
Discretionary

-11

-20

-24

-25

-26

-4

—

—

-1

-3

-37
175

Revenue Increases**
National Defense

Offsetting

Receipts1"

Net Interest
Total Reductions5
Deficit in Budget Resolution
as Estimated by CBO

-1

-1

-10

-20

-33

-66

-100

-132

-164

163

143

132

120

"Although the budget resolution covers only fiscal years 1986-88, its policies are extrapolated
through 1990.
"Revenue increases appear as negative numbers because they reduce the deficit.
^Blanks indicate amounts less than $500 million.
§ltems may not add to total because of rounding.
Source: CBO 1985, p.66

because of the Court's ruling and its targets have been
raised once, the law has clearly restrained spending.
This restraint is evidenced by the paucity of new
spending programs adopted since GRH, the change in
tenor of congressional discussions, and the attempts by
Congress to circumvent the GRH targets. Perhaps the
best evidence of restraint is that the government has
basically adhered to the policies of the 1986 budget
resolution—policies that GRH helped enforce.
Those policies called for the deficit to be reduced
primarily by constraining spending. That constraint can
be seen by comparing two projections the CBO made in
August 1985 (see Table 1). One assumed that the
policies in place before the 1986 budget resolution
would continue. The other assumed policies would be
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changed to those in the budget resolution. By fiscal
1990 the resolution policies were projected to cut the
deficit by $ 164 billion. Of that amount, only $ 11 billion
was projected to come from higher revenues; the rest
was to come from spending cuts, with defense taking
the largest hit.
Contrary to some popular accounts, the rising surplus in Social Security trust funds had no effect on the
turnaround in the deficit picture. That surplus had
already been taken into account in the CBO's p r e budget resolution projections, which showed deficits
rising to $285 billion by fiscal 1990.
Although the 1986 budget resolution was merely a
plan, actual policies have not strayed far from it. To
determine roughly how far, I compare the budget forecast the CBO made in August 1985 assuming the 1986
budget resolution policies were enacted with actual
figures and the CBO's recent projections. 3 The forecast errors and revisions, which result from this comparison, stem from two root causes: incorrect assumptions about economic conditions and incorrect assumptions about policies. 4 If changes in economic
assumptions account for the bulk of the forecast errors
and revisions, it follows that actual policies have not
differed much from those of the 1986 budget resolution. That is what my analysis concludes.
Over 1986-88, actual deficits were relatively close
to those forecasted by the CBO in August 1985, and
actual economic conditions were close to what the
CBO had assumed. Over those three fiscal years, actual
deficits turned out be to $221 billion, $150 billion, and
$155 billion. The CBO had forecasted deficits of $175
billion, $163 billion, and $143 billion—or an average
error of only $ 15 billion per year. Moreover, during the
1986-88 calendar years, actual economic conditions
turned out close to what the CBO had assumed. Over
1986-88, the inflation-adjusted gross national product
(real GNP) averaged 3.2 percent growth per year and
90-day Treasury bill rates averaged 6.2 percent. The
CBO had assumed real GNP growth would average
3.4 percent and Treasury bill rates would average 7.3
percent. The recent CBO rules of thumb (shown in
Table 2) suggest that errors in economic assumptions
caused the CBO's deficit projections to be no more than
3
Throughout this paper I take the CBO's recent projections to be those
released in January 1989 (see CBO 1989). More recently, the Wall Street
Journal reports that the CBO has since revised up its spending and deficit
projections by about $5 billion per year through fiscal 1992 (Rogers 1989).
4
1 do not distinguish between incorrect assumptions about what policies are
implemented and how policies are translated into spending and revenues, as the
CBO does; rather, I combine the two into policy differences.

Preston J. Miller
Budget Policy

Table 2

Rules of Thumb Showing Effects on CBO Baseline Budget Projections
of Selected Changes in Economic Assumptions
By Fiscal Year and in Billions of Dollars
Indicator

Change In

1989

1990

1991

1992

1993

1994

Revenues
Outlays
Deficit*

-6
1
7

-20
4
24

-39
8
48

-59
14
73

-79
22
101

-102
32
134

Revenues
Outlays
Deficit

3
3

11
11

16
16

20
20

24
24

29
29

Real Growth
Effect of One-Percentage-Point Lower
Annual Rate Beginning Jan. 1989

Interest Rates
Effect of One-Percentage-Point Higher
Annual Rates Beginning Jan. 1989
(All Maturities)
'Items may not add to total because ot rounding.
Source: CBO 1989, p. 51

Table 3

CBO Assumptions for Real Growth and Interest Rates
By Calendar Year
Indicator

1988

1989

1990

1991

1992

1993

1994

Real Gross National Product
(% Change)

3.8

2.9

2.1

2.2

2.2

2.3

2.3

Three-Month Treasury Bill Rate

6.7

7.9

7.1

6.7

6.4

6.1

5.9

(%)
Source: CBO 1989, p.xv

$8 billion too high in any of those three years. 5 I
therefore conclude that actual policies in 1986-88 were
close to those in the budget resolution.
The CBO's recent deficit projections are higher than
those forecasted back in 1985, but changes in economic
assumptions account for the bulk of the difference.
Over fiscal 1989 and 1990, the CBO's January 1989
projections call for deficits of $155 billion and $141
billion. In August 1985 it had forecasted deficits of
$132 billion and $120 billion—or an average revision

of $22 billion. However, changed economic assumptions can account for much of this revision. The CBO
now assumes that in 1989-90, real GNP growth will
5
As an approximation, the CBO's recent rules of thumb (Table 2) can be
considered time invariant and linear. Time invariant means, for example, that I
can substitute t for 1989, t +1 for 1990, and so forth, as long as t is within a
few years of 1989. Linear means, for example, that we can determine the effects
of a 2 percentage point increase in real growth by multiplying the appropriate
entries in Table 2 by - 2 . To calculate the effects of changes in economic
assumptions for 1986-88,1 let / = 1986, f + 1 = 1987, and t + 2 = 1988.
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