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BACKGROUNDER:  SEQUESTRATION AND THE FISCAL CRISIS- Oct. 2012 

With the help of the Center on Budget and Policy Priorities and CLASP, the CLC has pulled together the following 
information to help CLC Members understand the threats to key children’s programs and essential funding streams 
that come from the convergence of Five Policy Showdowns at the end of 2012. 

 

THE COMING POLICY SHOWDOWNS AT THE END OF 2012 

Without action by policymakers, the following all will occur at the end of the year. 
 

• The Bush tax cuts will expire. 
 

• The Obama tax cuts for low-income working families — which lift 1.6 million people out of poverty and reduce 
the severity of poverty for 13 million others — also will expire. 
 

• Automatic across-the-board cuts in defense and non-defense programs (sequestration) will kick in (low-income 
and some other entitlements are exempt). 
 

• We will hit the debt limit — and default if the limit isn’t raised. 
 

• Medicare payments to physicians will be cut 31%, likely leading many doctors to drop out of Medicare.  
 

While there is a chance that some of these might happen, it would very likely be just for a temporary period. 
 

SEQUESTRATION 

Sequestration was created in August 2011 as part of the Budget Control Act of 2011(BCA), which ended that year's 
showdown over raising the federal debt ceiling. Because Congress failed to come up with a deficit reduction plan, the 
Budget Control Act calls for $1.2 trillion in automatic spending cuts over the next decade, divided equally between 
defense and "non-defense discretionary" programs -the term used to refer to spending on a wide range of domestic 
programs including education, health, human services, and labor. Policymakers crafted the Act with the expectation 
that these indiscriminate cuts would be so devastating that lawmakers would be forced to come to the table before 
they would take effect and hammer out another, longer-term deal to responsibly get the government's fiscal house in 
order. 

So far, that has not happened, and these very real, very harmful cuts are set to start January 1, 2013. Reductions, 
totaling approximately $100 billion in next year's federal budget, are expected to hit defense and domestic programs 
that are vital for national security and families' economic security and advancement. What's more, these cuts will have 
a disproportionate effect on the lowest-income families, those who have already experienced the worst impacts of the 
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economic downturn and for whom a middle-class existence is being pushed further and further out of reach. 
 
Which Programs Will Face Cuts? 

The sequester differentiates between mandatory and discretionary programs. Most discretionary programs, those that 
are subject to the annual Congressional appropriations process, would experience automatic cuts under the sequester. 
Many discretionary programs provide critical supports for children and families. Mandatory programs-those 
entitlement programs not subject to annual appropriations, including Medicaid and the State Children's Health 
Insurance Program (SCHIP), Social Security, TANF, SNAP or food stamps, and the Child Nutrition programs-are generally 
exempt from sequestration. 

If Congress does not take action the following impacts could be felt by children and families:   

 80,000 fewer low-income children would receive child care subsidies through the Child Care and Development 
Block Grant, 

 96,179 fewer poor children would receive comprehensive early childhood education services in Head Start,  
 26,949 fewer infants and toddlers would receive early intervention services through IDEA Part C, 
 145,180 fewer students would be served by 21stCentury Community Schools,  
 1.8 million fewer disadvantaged students, including some preschool-aged children, would receive education 

services through Title I of ESEA, and  
 5 million fewer families would receive help with maternal and child health needs through the Title V Maternal 

and Child Health Services Block Grant. 

 See Sen. Tom Harkin, Under Threat: Sequestration's Impact on Nondefense Jobs and Services, July 2012, 
http://harkin.senate.gov/documents/pdf/500ff3554f9ba.pdf. Note that these estimates are based on a previous 
CBO calculation indicating that non-defense discretionary programs would be cut by 7.8 percent in 2013. Numbers 
based on the OMB estimate would be even larger. See OMB Report Pursuant to the Sequestration Transparency 
Act of 2012 (P. L. 112–155) http://www.washingtonpost.com/blogs/ezra-
klein/files/2012/09/Combined_STAReport_Watermark.pdf   

BOWELS-SIMPSON 

There is considerable confusion about “Bowles-Simpson” — the budget plan that Erskine Bowles and Alan Simpson 
issued in December 2010 as co-chairs of President Obama’s National Commission on Fiscal Responsibility and Reform.  
As the Center on Budget and Policy Priorities points out, many policymakers claim to support Bowles-Simpson but in 
fact propose plans that differ from the original proposal.  Moreover, there may be a new Bowles-Simpson proposal 
released after the election. It is important to understand exactly what Bowles-Simpson proposed.  The analysis by 
CBPP provides that information.  See http://www.cbpp.org/files/10-2-12bud.pdf 

 

BIPARTISAN CONCURRENCE ON THREE FISCAL POLICY ISSUES 

The leaders of both parties, including President Obama, broadly concur on three key fiscal policy matters: 

 
• That we need at least enough deficit reduction over the coming decade to stop the debt from growing faster 

than the economy (many policymakers want to go farther than this); this requires about $2 trillion in deficit 
reduction over the coming decade (as compared to a continuation of current policies) on top of the roughly 
$1.7 trillion in deficit reduction over the next ten years already achieved as a result of cuts in discretionary (i.e., 
non-entitlement) programs enacted in 2011, primarily in the Budget Control Act (BCA). 

http://harkin.senate.gov/documents/pdf/500ff3554f9ba.pdf
http://www.washingtonpost.com/blogs/ezra-klein/files/2012/09/Combined_STAReport_Watermark.pdf
http://www.washingtonpost.com/blogs/ezra-klein/files/2012/09/Combined_STAReport_Watermark.pdf
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• That we shouldn’t reduce Social Security and Medicare benefits much — if at all — for people now 55 and 

over, meaning there will be little savings here over the coming decade. 
 

• That we should not reduce defense much, if at all, below the caps set in the BCA, suggesting there will be little 
additional savings here beyond those reflected in the caps.   

 

So How Do Policymakers get Another $2 Trillion Dollars in Savings Over the Next 10 years?  

Revenues Are Key 

If Social Security, Medicare, and defense will not constitute much of the $2 trillion or more in coming deficit reduction 
— and if there is little or no new revenue — there will be only two major parts of the budget left from which the bulk 
of the savings will have to come:  

 nondefense discretionary programs.  Grants to state and local governments make up nearly one-third of non-
defense discretionary funding.  

 other entitlements, including Medicaid and other programs for vulnerable Americans who need critical 
services.  

Without substantial revenues, nondefense discretionary programs and programs to reduce poverty and promote 
opportunity will face massive cuts.  The Ryan budget is an illustration of this. See CBPP analysis 
http://www.offthechartsblog.org/ryan-2/  

CORE PRINCIPLES FOR DEFICIT REDUCTION 

 Don’t Increase poverty or income equality 

 Don’t impose indiscriminate cuts that would be harmful to the wellbeing of children and their families 

 Pursue a balanced approach to long-term deficit reduction  
  Requires substantial new revenues and spending cuts 

  End the 2001/2003 tax cuts for the wealthiest 2% 

 Factor in the $1.5 trillion spending cuts already made in the Balanced Control Act. See CBPP analysis at 
http://www.cbpp.org/files/9-25-12bud.pdf  

 No more cuts in total discretionary spending below the Balanced Control Act  

 Don’t shift costs to states (especially Medicaid)  
 

GOALS FOR DEFICIT REDUCTION and PROTECTING THE POOR 

 
As policymakers address the critical budget and tax issues before Congress this year, they should adhere to these two 
core principles: 
 

1. Any deficit-reduction agreement must be balanced between spending cuts & new revenues. 

 Total deficit reduction should be divided equally between spending cuts — including those adopted in the 
Budget Control Act — and new revenues.   We’ve already enacted $1.5 trillion in cuts, all on the spending side.   

http://www.cbpp.org/files/9-25-12bud.pdf
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Any additional deficit reduction should take that into account. 

 Policymakers should extend the tax cuts enacted in 2001 and 2003 and extended in 2010 on income under 
$250,000 for another year. Tax cuts on income over $250,000 should not be extended, even temporarily.  CBO 
analysis showed that allowing these tax cuts to expire would have minimal economic impact in the short term.  
Extending the tax cuts on income over $250,000 would add nearly $1 trillion to deficits over ten years.  

 Policymakers should not cut nondefense discretionary (annually appropriated) spending below the levels 
adopted in the Budget Control Act (BCA).  The BCA caps will bring nondefense discretionary funding well below 
historical levels.  Further cuts would imperil state and local budgets — one-quarter of nondefense discretionary 
funding goes directly to states and localities through grants in aid.  Further cuts also would hit the most vulnerable 
people — one-quarter of non-defense discretionary funding goes to low-income programs.  (More than one-third 
of non-defense discretionary spending consists of funding for low-income programs or grants to state and local 
governments or falls into both categories; some programs fall into both categories.) 

 
2. Deficit reduction should not increase poverty or income inequality. 

 
 Policymakers should adhere to the principle espoused in the Bowles-Simpson plan to protect the disadvantaged 

and reduce the deficit in ways that do not increase poverty or income inequality.  Most major deficit-reduction 
laws enacted in the last quarter-century abided by this principle. 

 Policymakers should make permanent the improvements adopted in the refundable EITC and refundable Child 
Tax Credit in the 2009 ARRA economic recovery law.  Millions of low-income married couples would face higher 
taxes if these improvements expired, and millions of children in low-income working families would see their 
family incomes cut, thereby reducing work incentives and increasing poverty.  In 2010, these improvements kept 
1.6 million people out of poverty (using a comprehensive poverty measure) and reduced the severity of poverty 
for 12.7 million more.    

 Policymakers should reject proposals to radically restructure Medicaid by replacing the current programs with 
block grants, a per capita cap or other proposals that would shift costs to states or beneficiaries.  Rising health 
care costs system-wide are a major factor in the projected growth of Medicaid.  Cutting Medicaid without 
addressing the underlying factors raising health-care costs system wide would only shift costs to states and 
ultimately to millions of low-income children, parents, seniors, and people with disabilities who depend on this 
program.  

 Policymakers should also reject proposals to restructure SNAP by replacing the current program with a block 
grant.   

 

WHAT YOU CAN DO 

CLC Member Organizations should: 

1. Educate your members, staff and board about the fiscal crisis and its potential impact on your work. 
2. Set up meetings with the Members of Congress in their district or state and inform them of the potential harm 

from further reductions in domestic discretionary spending. 
3. Write Op Eds and letters to the editor of their local papers about the fiscal crisis and the threats to key 

programs affecting children and youth. 
4. Consider becoming more active in the campaigns to prevent reductions in domestic discretionary spending and 

key programs affecting children by joining the Save for All Campaign http://www.chn.org/save4all/index.html, 
the NDD (non-defense discretionary) coalition http://publichealthfunding.org/index.php/ndd_united1/ and 
Americans for Tax Fairness www.americansfortaxfairness.org/. 

http://www.chn.org/save4all/index.html
http://publichealthfunding.org/index.php/ndd_united1/
http://www.americansfortaxfairness.org/

