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THE SEQUESTER:  
MECHANICS AND IMPACT 



WHAT WE’LL LOOK AT 2 

• Background 
• The broader budget picture  

• How did we get here? 

• Mechanics and Impact 
• What is a sequester? 

• How does the sequester work?  

• Where do the cuts come from and what are the percentages? 

• What will the impact of these cuts be? 

• What important issues relating to execution of the sequester are 
still pending? 

• How will the cuts affect particular domestic programs? 

• Outlook 
• Current political situation – where does it go from here? 

 
 



The Broader Budget Picture 
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NEARLY ONE­THIRD OF OUR SPENDING IS BORROWED 

Revenues: 
$2.45 Trillion 
 

Deficit:  
$1.18 Trillion 
 

Fiscal Year 2012 Outlays: $3.63 Trillion 

Source: Congressional Budget Office (January 2012) 
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ABSENT REFORMS, DEBT IS SET TO SKYROCKET IN THE COMING DECADES 

0% 

50% 

100% 

150% 

200% 

250% 

1972  1982  1992  2002  2012  2022  2032  2042  2052 

%
 o
f G

DP
 

Note: Unlike current law, the Bipartisan Policy Center’s Plausible Baseline assumes that the 2001, 2003, and 2010 
tax cuts are extended, the AMT is indexed to inflation, Medicare’s physician payment rates are maintained at their 
current rate (the “doc fix”), the looming sequester from the Budget Control Act of 2011 is lifted, and troops 
stationed overseas decline to 45,000 by 2015 

Debt breaches 100% 
of GDP in 2027 

Sources: Congressional Budget Office (January 2012) and Bipartisan Policy Center extrapolations 
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HEALTH CARE COSTS ARE THE PRIMARY DRIVER OF THE DEBT 
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Sources: Congressional Budget Office’s Alternative Fiscal Scenario (January 2012), additionally assuming that 
troops overseas decline to 45,000 by 2015; Bipartisan Policy Center extrapolations 
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REVENUE UNDER CURRENT POLICIES SIMPLY WILL NOT BE ENOUGH 
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Revenues Averaged 20% of GDP When the 
Budget Was Balanced… 

Source: Congressional Budget Office alternative fiscal scenario (January 2012)  
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How Did We Get Here? 



HOW DID WE GET HERE? 10 

• Debt Ceiling 
 

 
• Budget Control Act (BCA) 

 
 

• Super committee failure 
 
 

• Sequester 



What Is a Sequester? 



WHAT IS A SEQUESTER? 12 

• Automatic reduction to federal government spending for a 
given fiscal year 
 

• Gramm­Rudman­Hollings – Balanced Budget and Emergency 
Deficit Control Act of 1985 
 
• Phil Gramm: “It was never the objective of [GRH] to trigger the 
sequester; the objective of [GRH] was to have the threat of the 
sequester force compromise and action.” 
 

• ‘80s and ‘90s sequesters were rarely carried out, but pushed 
Congress to achieve fiscal goals in ‘90s 



How Does the Sequester Work? 



BREAKING DOWN THE SEQUESTER 14 



15 

• What is unique about FY 2013? 
• Cuts occur in the middle of the fiscal year 

• Discretionary cuts occur no matter what Congress appropriates 

• Sequester cuts happen at “program­project­activity” (PPA) level. 
But many departments don’t define what a PPA is. 

 
• Across­the­board cuts difficult for many PPAs: 

• Accounts that are nearly all personnel costs, like those for Border 
Patrol Agents; 

• Large procurement or construction projects. 

 
• Sequester will produce unintended costs 

• Higher per­unit procurement costs 

• Increased future costs for delayed procurement 

• Increased unemployment insurance 

 
 

DIFFICULTIES IN IMPLEMENTATION OF FY 2013 SEQUESTER 



Where Do the Cuts Come From 
and What Are the Percentages? 



FY 2013 SEQUESTER CUTS FALL ON THE SMALLEST PIECES OF THE BUDGET  17 

Mandatory 
$2,160B 

Tax Expenditures 
$1,343B 

Defense 
Discretionary* 

$729B 

Domestic 
Discretionary* 

$504B 

$55B – 50% of Sequester $39B – 35% of Sequester $16B 

Non‐Defense – 50%  Defense – 50% 

Sources:  Congressional Budget Office, Donald Marron and Tax Policy Center using data from the Office of Management and 
Budget and Treasury 

* These amounts include all discretionary budgetary resources for the duration of FY 2013, not solely the non‐exempt monies that are subject 
to sequester. Additionally, the figures assume that a continuing resolution at FY 2012 levels is enacted for FY 2013, that war funding 
(Overseas Contingency Operations funds) is provided at the level requested by the president. Defense discretionary funds include 
unobligated balances from prior years, which are subject to sequester. 

Cuts  Cuts  Cuts 



ASSUMPTIONS FOR AND FACTS ABOUT CALCULATIONS 18 

• War costs, or Overseas Contingency Operations, are 
technically subject to the sequester, but we assume in our 
calculations that they will be exempted 
 

• We assume that a continuing resolution (CR) at 2012 funding 
levels will be in effect 
 

• Unobligated balances in defense accounts are subject to 
sequester, but are not for non­defense accounts 
 

• One­quarter of the fiscal year will already have passed by 
January 2, 2013, when the sequester is set to take effect 
 
• For simplicity, we assume that 25% of the annual funding will be 
obligated by that point 

 
 



EXEMPTIONS 19 

• Most mandatory spending and some non­defense 
discretionary (NDD) programs are exempt from the sequester 
 
• Since the absolute dollar cuts required ­ $55 billion to each of 
defense and domestic – are explicit in the law, these exemptions 
mean heavier cuts elsewhere 

 
 

 
NDD Exemptions 
• Pell grants 
• Department of Veterans’ Affairs 

programs 
• Transportation programs paid for by 

the Highway Trust Fund 
• Cuts to Indian health and migrant 

health centers are capped at 2% 
 

Mandatory Exemptions 

• Social Security 

• Medicaid 

• Food stamps (SNAP) 

• Medicare annual cuts are 
limited to 2% and are made 
to provider payments 



PERCENTAGE CUTS 20 

• IMPOSSIBLE to know precise percentages and how the cuts will 
fall (so anyone who says they know for sure is wrong and any 
calculations made should be taken with a grain of salt) 
 
• There are pending issues that prevent certainty in this type of 
forecast 
 

• IMPORTANT: Implementation ultimately up to OMB 
 

• BPC estimates: 
 
• Defense cut = 15% (on an annualized basis: 11%) 
 

• NDD cut = 12% (on an annualized basis: 9%) 
 

• Mandatory cut = 10% (on an annualized basis: 8%) 
 



HOW TO DETERMINE THE PERCENTAGE CUT TO NDD PROGRAMS 21 



What are some of the impacts? 



DOMESTIC DISCRETIONARY SPENDING WOULD BE CUT TO THE BONE 

Source: Congressional Budget Office 
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FY 2013 SEQUESTER CUTS WILL DAMAGE ECONOMIC GROWTH 24 

Note: Historic recovery growth was calculated by averaging growth from the four years following each recession since WWII (up to 
2001), excluding years in which the country quickly experienced another recession. This selection of years is meant to represent  what 
a modest to strong recovery has looked like in the past. 
 
Source: BPC calculations based on St. Louis Federal Reserve data (FRED II) and Congressional Budget Office projections and economic 
multipliers 
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THE SEQUESTER WOULD COST THE ECONOMY OVER 1 MILLION JOBS IN 2013 & 2014 25 

•The projection for jobs added averages the first five months of job growth in 2012 – 165,000 jobs/month – and assumes that level of 
growth continues through the end of 2014. 
 
Sources: BPC calculations based on Bureau of Labor Statistics data and Congressional Budget Office projections and economic 
multipliers. 
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SEQUESTER DELAYS FEDERAL DEBT REACHING 100% OF GDP BY ONLY 2 YEARS 

 
Note: The Bipartisan Policy Center’s (BPC) January 2012 Plausible Baseline assumes that the 2001, 2003, and 2010 tax 
cuts are extended permanently, Medicare physician payments are frozen (the “doc fix”), the AMT is indexed to inflation, 
and overseas combat operations wind down. 
 
Sources: Congressional Budget Office; Bipartisan Policy Center projections 
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Important Pending Issues 



IMPORTANT PENDING ISSUES 28 

• Fiscal Year 2013 appropriations 
 

• WARN Act 
 

• PPA definitions 
 

• Reprogramming & transfer authority 
 

• Reapportionment 
 
 
 



FISCAL YEAR 2013 APPROPRIATIONS 29 

• Discretionary funding levels for Fiscal Year 2012 that are 
currently in effect: 

        
 

 
 
 

• Two parties seem to have agreement on a six­month 
continuing resolution (CR) at current funding levels 

Security  $684 billion 

Non‐security  $359 billion 



WARN ACT 30 

• Federal statute requires large employers to notify employees 
at least 60 days in advance of foreseeable "mass layoff 
event"  
 
• 60 days prior to Jan. 2 comes out just days before the election 
 

• Department of Labor has issued guidance stating that WARN 
Act does not apply to sequestration 
 

• Some defense contractors are saying that they won't take the 
risk and will issue notices anyway 



PPA DEFINITIONS 31 

• How they are defined will have significant impact on amount 
of flexibility for agencies & distribution of cuts 
 

• BCA states that they are defined as in appropriations bills and 
accompanying reports 
 
• Problem is that in many cases (i.e., for many agencies), these 
definitions don't currently exist 
 

• Defense as example  
 

• Well...how was it done in the 1980s? 



HOW WILL AGENCIES BEHAVE IN THE FIRST QUARTER OF FY 2013? 32 

• Might slow down obligations in order to have more flexibility  
 
• If a particular PPA has $100 million for the year, and needs to 
cut $9 million on Jan 2, better to cut that from $95 million 
remaining than from $75 million remaining 
 

• This also allows agencies to minimize the disruption caused if 
the sequester ultimately is waived 

 
• OMB has stated that it will instruct agencies to continue 

spending as usual (as if sequester were not pending) 



REPROGRAMMING & TRANSFER AUTHORITY 33 

• Reprogramming = moving funds within budget account 
  
 Transfer authority = moving funds between budget accounts 

 
 
 

• What are limitations on these? 
 

• How much flexibility will they provide to the agencies? 



REAPPORTIONMENT 34 

• Office of Management and Budget (OMB) in charge of 
"apportioning" to agencies ­ i.e., telling them how much of 
their funding they can use in each quarter of the fiscal year 
 
 

• Since sequester cuts must total $109 billion in FY 2013, but not 
till end of year, OMB could push most cuts till later in year 
 
• Gives Congress additional time to address sequester, but 
carries risks (both perceived and actual) 



TRANSPARENCY BILL 35 

• Recently passed both houses of Congress on bipartisan basis, 
and was signed by President Obama 
 
 

• Requires OMB to issue official sequestration report by Sep. 6 
 
 

• Should shed some light on many of these pending questions  
 



How Will Cuts Affect Particular 
Domestic Programs? 



IMPORTANT DOMESTIC PROGRAMS FACE A 12­PERCENT CUT IN 2013 37 

Program 
Continuing Resolution 
at FY 2012 Levels ($B) 

Funds Available after 
January 2nd  12% Sequester Cut 

National Institutes of Health 
(NIH)  $30.7  $23.0  $2.8 

Section 8 Rental Assistance  $27.4  $20.6  $2.5 
Air Transportation Security 

and Traffic Control  $17.8  $13.4  $1.6 
Education for the 
Disadvantaged  $15.7  $11.8  $1.5 

Special Education  $11.9  $8.9  $1.1 

Scientific Research  $11.8  $8.9  $1.1 

Disaster Relief  $7.1  $5.3  $0.7 

Disease Control   $5.5  $4.1  $0.5 

Food and Drug Safety  $3.5  $2.6  $0.3 

Mental Health Services  $3.3  $2.5  $0.3 

Sources: Office of Management and Budget, Bipartisan Policy Center calculations 
 



POTENTIAL IMPACT ON SOME PARTICULAR NADO PROGRAMS 38 

• Keep in mind the caveat from earlier 
 
 
 

• Community Development Block Grant (CDBG) 
 
• Mandatory portion cut approximately $161 million from $2.07 billion 
 

• Discretionary portion cut approximately $80 million from $880 million 
 



CDBG STATE BY STATE SEQUESTER CUTS 39 

Source: Federal Funds Information for States, Bipartisan Policy Center calculations 



POTENTIAL IMPACT ON SOME PARTICULAR NADO PROGRAMS 40 

• Various workforce programs and the EDA will face roughly 9% 
cuts on an annualized basis (i.e., from full­year funding levels) 
 

• Department of Transportation programs funded by the 
Highway Trust Fund are exempt 
 
• Others are likely subject to sequester – according to FFIS, only 
state transportation spending subject to cuts are the Capital 
Investment Grants for New Starts 

 
­ For more information – particularly, state­by­state examples – 

see the Federal Funds Information for States (FFIS) report titled 
“The VIP Series: Potential Impact of BCA Sequester,” from June 
2012 (may be behind a pay wall) 

 



Current Political Situation – Where 
Does it Go From Here? 



LOOMING FISCAL CLIFF 42 

SEPTEMBER 2012 

•9/30/12 ­ Appropriations to fund the government for Fiscal Year 2013 
•9/30/12 ­ Expiration of the Temporary Assistance for Needy Families (TANF) authorization 

NOVEMBER 2012 
•11/3/12 ­ 60­day advance notification deadline for layoffs under the WARN Act 
•11/6/12 ­ Election Day 

DECEMBER 2012 
•12/31/12 ­ Expiration of the Bush tax cuts 
•12/31/12 ­ Expiration of the Sustainable Growth Rate “Doc Fix” 
•12/31/12 ­ Expiration of extended Unemployment Insurance benefits 
•12/31/12 ­ Expiration of the Alternative Minimum Tax ‘Patch’ 
•12/31/12 ­ Expiration of the current estate and gift tax rates 
•12/31/12 ­ Deadline for addressing tax extenders 

JANUARY 2013 
•1/2/13 ­ Sequestration 

FEBRUARY 2013 
•Estimated breach of the $16.394 trillion debt ceiling (post­extraordinary measures) 
 



MASSIVE FISCAL CONTRACTION IS SCHEDULED TO OCCUR IN 2013 43 

• Bush Tax Cuts + AMT      $235 b 
• Payroll Tax Cut        $90 b 
• Unemployment Insurance     $25 b 
• Tax Extenders & Business Depreciation  $80 b 
• The Sequester        $60 b 

• The Debt Ceiling        !?!?!? 

TOTAL:        $525 b 

Upcoming Current Law Changes: 

• Affordable Care Act Taxes     $25 b 
• Doc Fix          $10 b 



CURRENT POLITICAL STANCES AND POTENTIAL FOR RESOLUTION 44 

• House GOP “reconciliation” bill 
 
 

• Senate Dems and Obama insist on revenues being part of 
solution  
 
• President advancing his own budget proposal to replace sequester 
 
 

• That said, there are members of Congress looking to work 
across the aisle and seriously address the problem 
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