
JOINT EXPLANATORY STATEMENT OF THE COMMITTEE OF
CONFERENCE

The managers on the part of the House and the Senate at the
conference on the disagreeing votes of the two Houses on the
amendments of the Senate numbered 1, 2, 3, and 4 to the joint res-
olution (H.J. Res. 324) increasing the statutory limit on the public
debt, submit the following joint statement to the House and the
Senate in explanation of the effect of the action agreed upon by the
managers and recommended in the accompanying conference
report:

I. INCREASE IN PUBLIC DEBT LIMIT

Current Law
The permanent limit on the public debt is $2,111 billion. This

limitation was enacted on August 21, 1986 (Public Law 99-384). A
temporary limit of $2,352 billion is in effect through September 23,
1987, under Public Law 100-84, enacted on August 10, 1987.
House Joint Resolution

H.J. Res. 324, as passed by the House, provides for an increase of
the permanent public debt limit to $2,565.1 billion. This debt limit
level is the amount approved by the Congress in the conference
report on the budget resolution for fiscal year 1988 (H. Con. Res.
93) and is estimated to be the appropriate level through September
30, 1988.
Senate Amendment

Senate amendment numbered 1 strikes out the House language
and substitutes a temporary increase in the public debt limit to
$2,800 billion for the period ending on May 1, 1989. The limit re-
verts to $2,111 billion on May 2, 1989.

Conference Agreement
The conference agreement increases the permanent public debt

limit to $2,800 billion.

II. SOCIAL SECURITY TRUST FUNDS

Current Law
The Old-Age, Survivors, and Disability Insurance (OASDI) pro-

gram is financed primarily from Social Security taxes on employ-
ers, employees, and self-employed persons. Under the normalized
tax transfer provisions of current law, the Treasury Department is
required at the start of each month to credit the trust funds with
an amount equal to the taxes expected to be received during the
month. The Treasury Department is also required to invest the



assets of the trust funds. Funds must be invested in securities
issued (or fully guaranteed) by the Federal Government. The secu-
rities issued at the beginning of the month are redeemed as neces-
sary to finance benefit payments. Funds not needed to finance cur-
rent withdrawals are held by the trust funds in the form of invest-
ed assets.

Governmental securities issued to the trust funds are subject to
the statutory limit on the public debt. When that debt limit is
reached, the Treasury Department may be unable, without violat-
ing the limit, to meet the requirement that an amount equal to ex-
pected payroll tax receipts be fully invested at the beginning of the
month.

In a situation where the debt limit prevents the Treasury De-
partment from utilizing the normal investment and disinvestment
procedures, present law does not provide specific guidance as to the
alternative procedures to be followed. On several occasions in 1984
and 1985 the Treasury responded to such situations by disinvesting
securities held by the trust funds that it would not have been nec-
essary to redeem in the absence of the debt-limit constraint. This
procedure allowed the Treasury to create sufficient borrowing au-
thority to finance current withdrawals without exceeding the debt
limit.

In such circumstances, the trust funds may be placed in a posi-
tion where they will earn less interest than would be the case
under normal investment procedures. In addition, the redemption
of trust fund holdings to generate cash to meet benefit obligations
can result in significant changes in the portfolio of investments
held by the trust funds-changes that would not occur in the ab-
sence of a debt-limit constraint. Present law contains no mecha-
nism to restore the lost interest or to reconstitute the portfolio of
the trust funds. Specific legislation was enacted in 1985 to correct
for the impact of debt-limit constraints in 1984 and 1985.

Present Law imposes on the Board of Trustees the duties of:
Holding of the trust funds;
Meeting and reporting to the Congress at least once a year;
Reporting immediately if they find the balance in a trust

fund to be "unduly small";
Recommending improvements to better coordinate Social Se-

curity and unemployment compensation; and
Reviewing and recommending changes in trust fund manage-

ment policies.
House Joint Resolution

H.J. Res. 324, as passed by the House, does not contain any pro-
visions dealing with the Social Security trust funds.
Senate Amendment

Senate amendment numbered 2 establishes rules for investment
and disinvestment of the Old-Age, Survivors, and Disability Insur-
ance (OASDI) Trust Funds during periods when the normal borrow-
ing operations of the Treasury Department are constrained because
of the debt limit:

The Treasury Secretary is directed to redeem securities held
by the trust funds that, absent the debt ceiling, would not need



to be redeemed to meet the program's obligations on a timely
basis;

The amount of such redemptions cannot be greater than the
amount which would be redeemed under normal operating con-
ditions; and

If the trust funds have not been issued securities promptly
because of debt-limit constraints, those securities must be
issued as room develops for investment within the debt limit
(but only to the extent that the Treasury Department has actu-
ally received the Social Security taxes giving rise to those un-
invested amounts).

The Senate amendment also provides that, after the normal trust
fund investment and disinvestment procedures have been affected
by a period of debt-limit constraint, the trust funds will be restored
fully as soon as the debt limit is increased:

There is appropriated to the trust funds the amount of any
interest that would have been earned, but was not, because of
the impact of the debt limit;

The portfolio of the trust funds is to be reconstituted by the
issuance or reissuance of securities as necessary to leave the
funds with the same holdings they would have had but for the
impact of the debt limit; and

A special Trustees' Report to the Congress is to be made de-
tailing trust fund operations during any period of debt-limit
constraint and describing the actions taken to restore the
funds after the end of that period.

Finally, the Senate amendment revises and clarifies the statuto-
ry requirements on the Board of Trustees:

The Treasury Secretary is required to report monthly to the
Board of Trustees of the Social Security trust funds on the
status of the funds, and is required to notify both the Board
and the Congress 15 days prior to the date on which he ex-
pects, because of the debt limit, to be unable fully to comply
with the transfer or investment requirements of the Act;

Funds appropriated or deposited in the Social Security trust
funds are to be available immediately and exclusively for trust
fund purposes;

The Board of Trustees will be required to meet twice, rather
than once, each year; and

The duty of the trustees faithfully to execute the responsibil-
ities imposed on them by the Act is explicitly stated.

Effective July 1, 1990, the Senate amendment repeals a provision
enacted in 1983 under which the OASDI trust funds are credited
on the first day of each month with the Social Security taxes ex-
pected to be collected during the month. Instead, the funds will be
credited on a daily basis as the taxes are received. Otherwise, the
changes made by the Senate amendment are effective upon enact-
ment.

Conference Agreement
The Senate recedes from its amendment.



III. DEFICIT REDUCTION PROCEDURES AND BUDGET PROCESS REFORM

OVERVIEW

The Balanced Budget and Emergency Deficit Control Act of 1985
(Public Law 99-177), commonly referred to as the 1985 Balanced
Budget Act or the Gramm-Rudman-Hollings Act, established deficit
targets (leading to a balanced budget by fiscal year 1991) and a spe-
cial deficit-reduction process known as sequestration. Additionally,
the Act made extensive changes in congressional procedures under
the Congressional Budget and Impoundment Control Act of 1974
(Public Law 93-344).

H.J. Res. 324, as passed by the House, does not contain any pro-
visions dealing with deficit reduction procedures or budget process
reform.

Senate amendment numbered 3 adds two new titles to the joint
resolution that modify the deficit targets and sequestration process
under the 1985 Balanced Budget Act; adopt other budget process
reforms, particularly in the congressional budget process; and es-
tablished new procedures for dealing with Federal credit activities.

The conference agreement also adds two new titles to the joint
resolution that amend the 1985 Balanced Budget Act, adopts other
budget process reforms, and requires the Congressional Budget
Office to issue recommendations on credit reform.

The following discussion explains current law, the Senate amend-
ment, and the conference agreement in more detail, according to
specific topics.

A. DEFICIT REDUCTION PROCEDURES UNDER THE 1985 BALANCED
BUDGET ACT

H.J. Res. 324, as passed by the House, does not contain any pro-
visions dealing with the 1985 Balanced Budget Act. Senate amend-
ment numbered 3 in part adds a new Title II (Budget and Fiscal
Procedures) to the joint resolution; Part A of Title II contains the
"Balanced Budget and Emergency Deficit Control Reaffirmation
Act of 1987." The conference agreement adds a new Title I (Deficit
Reduction Procedures).

1. Deficit Targets and Amount of Sequestration
Current Law

The 1985 Balanced Budget Act established (in Section 3(7) of the
1974 Budget Act) a deficit target, referred to as a "maximum defi-
cit amount," for each of six consecutive fiscal years, beginning with
$171.9 billion for FY 1986, $144 billion for FY 1987, and declining
by $36 billion a year thereafter until a balanced budget is achieved
in FY 1991. The deficit targets are as follows:

FY 1986-$171.9 billion;
FY 1987-$144 billion;
FY 1988-$108 billion;
FY 1989-$72 billion;
FY 1990-$36 billion; and
FY 19 91-zero.



The Act contains emergency procedures, known generally as se-
questration, to eliminate the deficit excess-that amount of the es-
timated deficit that exceeds the deficit target. Sequestration in-
volves the issuance of a presidential order that permanently can-
cels (with certain exceptions) budgetary resources in order to
achieve a required amount of outlay savings. If sequestration is re-
quired for a fiscal year, the entire amount of the deficit excess for
that year must be eliminated. (To eliminate a deficit excess of $20
billion, for example, budgetary resources would have to be reduced
by a much greater amount in order to yield the $20 billion in ag-
gregate required outlay reductions).

Sequestration would not occur during FY 1987-1990 if the deficit
excess is $10 billion or less. (The $10 billion margin-of-error amount
does not apply for FY 1991; in that year, any deficit excess would
have to be eliminated.)

Provisions in the 1985 Balanced Budget Act pertaining to the
deficit targets and sequestration procedures expire on September
30, 1991.

Section 301(i) of the 1974 Budget Act, as amended by the 1985
Balanced Budget Act, establishes a point of order in both Houses
that bars the consideration of a budget resolution recommending a
deficit level greater than the applicable maximum deficit amount.
The point of order would not apply if a declaration of war by Con-
gress is in effect.

The President's budget also must not exceed the applicable maxi-
mum deficit amount.
Senate Amendment

The Senate amendment revises the deficit targets beginning with
FY 1988 and extends them for one year, as follows:

FY 1988-$150 billion;
FY 1989-$130 billion;
FY 1990-$90 billion;
FY 1991-$45 billion; and
FY 1992-zero.

Under the Senate amendment, if sequestration is required, the
entire amount of the deficit excess must be eliminated (except pos-
sibly for FY 1989). Also, the $10 billion margin-of-error amount ap-
plies for FY 1988-1991, but not for FY 1992.

In the case of FY 1989 only, the amount of required outlay reduc-
tions is the lesser of (1) the amount of the deficit excess or (2) the
amount necessary to achieve a $36 billion reduction from a current
services baseline deficit. With regard to the second condition, se-
questration would not occur if a report issued by the Director of
the Office of Management and Budget (OMB) indicates that $36 bil-
lion in deficit reduction has been achieved. This final OMB report
is issued after preliminary reports are made by the OMB Director,
the Director of the Congressional Budget Office (CBO), and the
Comptroller General.

To determine whether the second condition has been met, each
agency estimates the amount of deficit reduction achieved below its
own current services baseline deficit estimate made earlier in the
year. (Current services is defined as zero percent real growth for all
programs subject to appropriation.) OMB must use a baseline esti-



44

mate (and corresponding economic and technical assumptions) that
it is required to submit as part of the President's annual budget in
January. CBO must use a baseline deficit estimate and assump-
tions that it is required to include in its annual February report.
After reviewing the OMB and CBO estimates, the Comptroller Gen-
eral must issue on March 1 his own estimate of the FY 1989 base-
line deficit and corresponding assumptions.

The Senate amendment changes the expiration date for provi-
sions dealing with the deficit targets and sequestration procedures
to September 30, 1992.

The Senate amendment modifies Section 301(i) of the 1974
Budget Act to make the point of order apply to a FY 1989 budget
resolution only if it causes the deficit target to be exceeded and rec-
ommends reducing the deficit for that year by less than $36 billion.
Also, the Senate amendment establishes a new Section 301(j) which
states that the determination of revenue, outlay, and deficit levelsunder the section shall be based on estimates provided by the
House and Senate Budget Committees.
Conference Agreement

The conference agreement revises the deficit targets beginning
with FY 1988 and extends them for two years, as follows:

FY 1988-$144 billion;
FY 1989-$136 billion;
FY 1990-$100 billion;
FY 1991-$64 billion;
FY 1992-$28 billion; and
FY 1993-zero.

Under the conference agreement, if sequestration is required, the
entire amount of the deficit excess must be eliminated (except forFY 1988 and possibly for FY 1989). Also, the $10 billion margin-of-
error amount, defined as the "margin," is set at $10 billion for FY
1988-1992 and zero for FY 1993.

For FY 1988 only, the conference agreement provides that the
aggregate required outlay reductions to be accomplished throughsequestration shall be the amount of unachieved deficit reduction
for the fiscal year. Unachieved deficit reduction for FY 1988 is setat $23 billion, minus the net deficit reduction achieved (because oflaws enacted or regulations promulgated as final) between January
1, 1987 and the appropriate "snapshot date" (in the case of the ini-tial sequestration report, October 10, 1987, and in the case of thefinal sequestration report, the latest date possible before its sub-
mission on November 15, 1987 by the CBO Director and on Novem-
ber 20, 1987 by the OMB Director).

For FY 1989 only, the conference agreement provides that the
aggregate required outlay reductions to be accomplished throughsequestration shall be the lesser of the deficit excess or the amount
of unachieved deficit reduction for the fiscal year (or zero if the def-icit excess is equal to or less than the margin for that year-10
billion). Unachieved deficit reduction for FY 1989 is set at $36 bil-lion, minus the net deficit reduction achieved (because of laws en-
acted or regulations promulgated as final) between January 1, 1988and the appropriate "snapshot date" (in the case of the initial se-questration report, August 15, 1988, and in the case of the final se-




