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Shifting Gears: From State Fiscal 
Crisis to Federal Fiscal “Crisis”



Bush-era Tax Cuts Significantly 
Drive Deficits





Health is a Significant Driver of 
Long-term Deficits



Federal Deficit Reduction and 
the Budget Control Act

Main Elements of the Legislation

• The Budget Control Act (BCA), enacted in early August, caps discretionary 
spending for ten years (2012-2021) and reduces projected deficits by $895 
billion.

• It also establishes a Joint Select Committee (JSC) to draft, vote this year on 
legislation that would reduce projected deficits by at least $1.2 trillion.

• To the extent the JSC falls short, discretionary appropriations for the 
following nine years (2013-2021) will be further reduced (“sequester”), as 
will spending for certain mandatory programs. 

• Therefore, one way or another, the BCA will reduce deficits by $2.1 trillion.  



What Happens if the Joint 
Committee Fails?

• Failure to enact sufficient savings would result in 
program cuts starting in January 2013. 

• Under the formula the BCA specifies, both 
defense and non-defense programs would be defense and non-defense programs would be 
cut by a total of $55 billion each year from 2013 
through 2021.

• A number of key health mandatory programs are 
exempt from the sequestration, including 
Medicaid and CHIP.



Medicaid is a Target for Cuts in 
the Joint Committee

• While Medicaid is exempt from automatic cuts if the JSC fails, cuts 
could still take place if the committee can agree on some savings.

• If the JSC fails to include substantial new revenues to help meet its 
deficit reduction target, policymakers are more likely to make deep 
cuts in Medicaid and other key entitlement programs.cuts in Medicaid and other key entitlement programs.

• Congressional members are likely to fight hard to protect Medicare 
and Social Security – both of which have large and powerful 
constituencies – leaving Medicaid at a political disadvantage. 

• The JSC will be one phase of the deficit reduction process; there is 
general consensus among policy makers that at least $4 trillion in 
savings over 10 years is needed to put the federal budget on a 
sustainable path, meaning that another round of deficit reduction is 
likely after the 2012 election.



Deficit Reduction Principles
• Do not shift costs to states.  Any spending cuts should control costs, not 

shift them to states or localities.
– Do not undermine Medicaid.  Many policymakers view Medicaid as a special-

case low-income program that cannot be fully protected; any changes should be 
made in Medicaid only if spending cuts are matched by savings from revenues.

– No additional cuts to domestic discretionary progra ms.  Additional cuts to 
domestic discretionary programs  should be avoided; deeper cuts would further 
undermine state finances.undermine state finances.

• Adopt a balanced approach to deficit reduction.  Any spending cuts 
proposed by the JCT should matched dollar-for-dollar basis with savings 
from new revenues.

• Protect entitlements for low-income programs.  To ensure that deficit 
reduction does not increase poverty or inequality, as the bipartisan Bowles-
Simpson Commission recommended, the Joint Committee must follow the 
Bowles-Simpson and Senate “Gang of Six” principles and not cut low-
income entitlements.


