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Primer on the Deficit-Reduction Sequester 

As CEF’s advocacy turns to the fiscal year (FY) 2020 budget and the inevitable mention of “sequester caps,” 

I thought it might be helpful to provide a cheat sheet explaining what they are, how they came to be, and 

what Congress has done so far to mitigate their impact.  So here it is! 

Origin story 

The enactment of the Budget Control Act in August 2011 prevented the US from defaulting on its 

obligations by putting in place a mechanism to allow the debt ceiling to increase as well as two changes to 

reduce the deficit.  It also ended subsidized student loans for graduate students, ended some student loan 

repayment incentives, and provided $17 billion over two years to support discretionary funding for Pell 

Grants.  (The Congressional Budget Office score for the bill has a detailed summary here.)  

The caps – The first deficit-reduction measure was to cut spending by imposing immediate annual caps on 

discretionary spending  through FY 2021 at a level that produced almost $1 trillion in savings over ten years 

compared with what spending would have been if it had continued at baseline (i.e., inflation-adjusted) 

levels. The second change was a requirement to reduce the deficit by at least another $1.2 trillion over the 

ten-year period, one way or another.  The first way was through a special Joint Select Committee on Deficit 

Reduction (aka, the Super Committee) that was to propose policy-based deficit-reduction measures.  If the 

Committee failed, the fall back was the second way; accomplish the required deficit reduction by equally 

cutting defense and non-defense spending further each year through a sequester.  The threat of this deficit-

reduction sequester was intended to be so bad that the Committee would have to succeed.  But the threat 

didn’t work.   

Deficit-reduction sequester on discretionary spending – The resulting “sequester-level” spending caps cut 

defense and non-defense discretionary (NDD) funding by equal amounts each year starting in FY 2014. FY 

2013 spending had already been appropriated by the time this deficit-reduction sequester hit, so all eligible 

funding in each category was cut by an equal amount, literally cutting funding that had already been 

provided.  Some programs are exempt from cuts under sequestration – in the education world, Pell grant 

funding cannot be cut via sequestration.  However, in subsequent years this discretionary sequester did not 

involve across-the-board cuts since Congress knew in advance what the sequester-level spending caps 

were.  Implementing the sequester thus involved producing appropriations bills that in total did not exceed 

the caps. Congress could have decided to cut Pell grant spending as a result of the sequester caps if it had 

chosen, just as it can choose to cut any discretionary spending program. (Note: budget law imposes 

sequestration when spending exceeds levels set in law; that automatic sequester is different than the 

deficit-reduction sequester described in this paper but the programs that are exempt are the same, and are 

spelled out in Sec. 255 starting on pages 208-216 here.  If Congress were to appropriate more than is 

allowed under the deficit-reduction sequester caps, automatic across-the-board sequestration would take 

place by whatever amount is needed to reduce the NDD and/or defense spending to the cap level.) 

Deficit-reduction sequester on mandatory spending – This sequester cuts defense and non-defense 

spending equally, starting with eligible mandatory spending and then taking the rest of the required cuts 

from discretionary spending.  There is virtually no mandatory defense spending, so almost all of the 

defense sequester is on the discretionary side.  On the non-defense side, most mandatory spending is 

https://www.congress.gov/112/plaws/publ25/PLAW-112publ25.pdf
https://www.cbo.gov/sites/default/files/112th-congress-2011-2012/costestimate/budgetcontrolactaug1.pdf
http://budget.house.gov/uploadedfiles/a_compendium_of_laws_and_rules_of_the_congressional_budget_process.pdf
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exempt (for instance, Social Security and Medicaid), or has a special rule limiting sequestration (for 

instance, Medicare doctor reimbursement could not be cut by more than 2%).  The sequester impacts 

student loans by increasing the borrower’s origination fee by the amount of the mandatory sequester that 

year.  The Office of Management and Budget (OMB) each year calculates and reports the size of the 

upcoming defense and non-defense sequester for discretionary and mandatory spending.  (This year, only 

the mandatory cuts described in this report occurred because the new budget deal left the mandatory 

sequester in place but changed the discretionary caps just as the report was coming out.)  For FY 2019, the 

non-defense mandatory sequester is 4.99%, so student origination fees are increased by that amount (i.e., 

a 1% origination fee increases to a fee of 1.05%).  

Changes to the caps  

Budget deals that raised the discretionary caps – Since the FY 2013 sequester that cut already-enacted 

appropriations, Congress raised the sequester-level caps because they were too low; Congress could not 

enact defense and NDD appropriations bills at the sequester levels.  There have been three Bipartisan 

Budget Acts that raised defense and NDD caps for two years each (see the chart of NDD caps below).  None 

of the deals lifted the mandatory sequester, and in fact it has been extended through FY 2027. 

The successful past efforts 

to raise the caps included an 

argument by CEF and others 

to maintain parity between 

increases in defense and 

NDD spending.  The first 

two deals provided defense 

and NDD with equal 

increases above the 

sequester caps, while the 

most recent budget 

agreement provided equal 

increases above the original 

caps.  (The 2018 deal 

therefore provided defense 

with a larger increase above 

the sequester caps because 

virtually of all the defense sequester is discretionary while a significant part of the non-defense sequester is 

from mandatory spending.)  

The cliff facing FY 2020 - The Bipartisan Budget Act of 2018 raised the FY 2018 and FY 2019 caps to levels 

above the original caps, creating a $55 billion (9%) cliff to the NDD sequester cap still in place for FY 2020.  

FY 2020 defense discretionary spending faces a $71 billion (11%) cut.  There seems to be broad agreement 

that Congress will need to once again raise the discretionary caps, likely before it can meaningfully start the 

FY 2020 appropriations process. 

https://www.whitehouse.gov/wp-content/uploads/2018/02/Sequestration_Report_February_2018.pdf

