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Budget Sequestration and the U.S. Health Sector

John E. McDonough, D.P.H., M.P.A.

he inability of the Congress and President Barack
Obama to agree by March 1 on a plan to reduce
the budget deficit is triggering $85 billion in across-
the-board cuts in most federal agencies and programs

for the final 7 months of fiscal
year 2013. These reductions will
have adverse effects on many im-
portant governmental functions
and activities affecting both the
health sector and the health of
Americans. Why is this happen-
ing, and what will the impact be
on the U.S. health sector?

In August 2011, in an agree-
ment to raise the nation’s debt
ceiling, bipartisan majorities in
the House and Senate approved
the Budget Control Act of 2011
(BCA) to reduce the deficit by
$1.2 trillion between 2013 and
2021. The BCA established a threat
of across-the-board cuts, or “se-
questration,” if the Joint Select
Committee on Deficit Reduction
failed to approve, and Congress

to enact, alternative reductions.
In November 2011, the Select or
“Super” Committee declared its
inability to reach an agreement.
Sequestration became operational
on March 1, 2013, after Congress
acted in January to delay its ini-
tiation by 2 months. President
Obama is now overseeing equal
cuts of $42.67 billion from
defense-related and nondefense
parts of the fiscal 2013 budget.
Jeffrey Zients, the deputy di-
rector in the Office of Manage-
ment and Budget (OMB), wrote
in a March 1 report to Congress,
“Because these cuts must be
achieved in only seven months
instead of 12, the effective per-
centage reduction will be ap-
proximately 13 percent for non-
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exempt defense programs and
9 percent for non-exempt nonde-
fense programs.” Complicating
this situation further is the fact
that the government is operating
on a continuing resolution (wWhich
extends last year’s budget into
this year) only until March 27; it
must agree on further funding for
the current fiscal year by then or
face a shutdown.

Although most parties agree
that sequestration was never in-
tended to be implemented, the
OMB is now leading federal
agencies through a process to
implement the reductions. Of the
$1.2 trillion in cuts, $216 billion
will be reductions in debt-service
payments, and the remaining
$984 billion will be split evenly
over 9 years at $109 billion per
year, and further adjusted and
split evenly between cuts to na-
tional defense and nondefense
functions at $42.667 billion each.

The $42.667 billion per year
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portant to the health sector and
the health of Americans. Secre-

Impact of Budget Sequestration on Key Federal Health and Safety Programs, Fiscal Year 2013.*

Department or Program Base Funding  Sequestration tary of Health and Human Ser-
$ (millions) vices Kathleen Sebelius outlined
Department of Agriculture the potential damage in a Febru-
Animal and Plant Health Inspection Service 1,106 56 ary 1 letter to Senator Barbara
Food Safety and Inspection Service 1,055 53 Mikulski (D-MD).
Food and Nutrition Service: Supplemental Nutrition 6,660 333 Medicare funding will be cut
for Women, Infants, and Children by 2% ($11.08 billion) through
Department of Health and Human Services reductions in payments to hospi-
Food and Drug Administration 4,168 209 tals, physicians, and other health
Health Resources and Services Administration 8,109 365 care providers, as well as insur-
Indian Health Services 4,483 220 ers participating in Medicare Ad-
Centers for Disease Control and Prevention 6,019 303 VajnFage (Part C). .The BCA 'pro-
National Institutes of Health 31,049 1,553 hibits C,Uts affeCtmg premiums
. for Medicare Parts B and D, cost
Substance Abuse and Mental Health Services 3,368 168 . ..
Administration sharing, Part D subsidies, and
Centers for Medicare and Medicaid Services 577,439 11,851 Part A trl%St-fund reve.nue‘s' The
Administration for Children and Families 19,689 982 sequ.estraFlon c.uts‘ arrive JuSt. as
Prevention and Public Health Fund (established by ACA) 1,000 51 Medicare is beglfmmg to fully im-
Office of National Coordinator for Health Information 17 1 ple.ment the savings and cuts re-
Technology quired by t.he Affordable Car§ Act
Department of Housing and Urban Development (ACA), which thf_: Congrgsswnal
Office of Healthy Homes and Lead Hazard Control 121 6 BUdget Office estimates will slow
Department of Labor MedlcaFe’.s rate of growth by
- — $716 billion between 2013 and
Occupational Safety and Health Administration 568 28 2022. Some health care industry
Mine Safety and Health Administration 377 19 groups did not support the idea
Dl S o S of finding an alternative to the
Global Health Programs 8,218 411 sequestration cuts, fearing that
Department of Transportation any agreement between the ad-
National Highway Traffic Safety Administration 141 7 ministration and Congress would
Environmental Protection Agency 9,418 472 only cut Medicare more deeply.
Federal Drug Control Program 341 17 The National Institutes of
Patient- Centered Outcomes Research Institute 390 20 Health (NIH) faces an 8.2%
Total 683,736 17,225 (2.52%) across-the-board reduction for
the 7 months remaining in fiscal

* Data are from the U.S. Office of Management and Budget, March 1, 2013.
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in nondefense cuts will not fall
equally on all health-related gov-
ernment programs. Nonexempt
and nondefense discretionary
funding faces reductions of 7.6 to
8.2% in this fiscal year; certain
programs such as Medicare and
community health centers will
have 2% reductions; and certain
programs such as Medicaid and
the Veterans Health Administra-

N ENGL J MED 368;14

tion are exempt. In fiscal 2012,
only 17% of federal spending was
for nondefense discretionary pur-
poses, though this spending cat-
egory will experience 35% of the
sequester cuts. The OMB’s March 1
report includes estimated effects
on all federal programs. The ta-
ble shows the dollar amounts of
sequestration cuts from 21 agen-
cies and programs that are im-
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2013, equaling cuts of $1.55 bil-
lion that, Sebelius noted, will “de-
lay or halt vital scientific projects”
and force the institutes to “make
hundreds of fewer research
awards” — meaning that “sever-
al thousand personnel could lose
their jobs.” Harold Varmus, di-
rector of the National Cancer
Institute, offered this assessment
to the NIH cancer community:
“One of the guiding principles in
our plans for adapting to seques-
tration is to maintain the num-
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ber of competitive awards — new
grants and renewals — at levels
similar to that achieved in the
past few years (over 1000 grants,
with success rates of 13 to 14 per-
cent). . . . [T]o achieve this goal,
we need to make reductions,
modest but significant, in virtu-
ally all of our extra- and intra-
mural programs.”

The Centers for Disease Con-
trol and Prevention (CDC), which
is still recovering from major
budget reductions in 2011, antic-
ipates effective reductions of 8 to
10% for the remainder of the
year. The agency anticipates pay-
ing for 424,000 fewer HIV tests
(it funded 3.26 million in 2010)
and 50,000 fewer immunizations
for adults and children (from a
baseline of about 300 million),
eliminating tuberculosis programs
in 11 states, shutting down the
National Healthcare Safety Net-
work, which tracks health care—
associated infections, identifying
150 fewer outbreaks of food-
borne disease, eliminating the
Cities Readiness Initiative, and
more. State, county, and local
public health agencies will also
experience significant cuts be-
cause of the sequester.

The Food and Drug Adminis-
tration projects that it will con-
duct 2100 fewer inspections at
domestic and foreign food man-
ufacturers (down from just over
20,000 in 2012). The Substance
Abuse and Mental Health Ser-
vices Administration plans to cut
the Mental Health Block Grant
program, eliminating services for
373,000 (of about 6.9 million)
adults and children and cutting
inpatient admissions for addiction
by 109,000 (from about 1.8 mil-
lion). The Indian Health Service,
which normally covers about
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48,000 inpatient admissions and
12.8 million outpatient visits per
year, expects to cover 3000 and
804,000 fewer, respectively. The
Health Resources and Services
Administration anticipates cuts to
AIDS drug-assistance programs,
with 7400 fewer patients’ receiv-
ing HIV medications as a result
(about 209,000 received treat-
ment in 2010).

Unaffected for all 9 years of
the sequester are most expenses
associated with the ACA. Medic-
aid is exempt, as is funding for
its expansion, beginning next Jan-
uary, to all lower-income Ameri-
cans in states that choose to par-
ticipate. Also exempt are private
insurance subsidies that will be
available next January through
new health insurance exchanges,
because they were designed as
refundable tax credits, another
BCA-exempt category. Finally, the
Children’s Health Insurance Plan,
the Supplemental Nutrition Assis-
tance Program, Temporary Assis-
tance to Needy Families, and Sup-
plemental Security Income are all
exempt.

Because March 1 came and
went without visible, dramatic
consequences, some observers
assert that the President mis-
judged public opposition to the
cuts. National Public Radio’s Julie
Rovner suggests that sequestra-
tion reductions may be perceived
by the public as “a brownout

. compared to a blackout.” If
so, the cuts may stand, even if
Congress gives the administra-
tion more flexibility in adminis-
tering them. This month’s con-
tinuing-resolution process will be
the next, and perhaps final, op-
portunity for Congress to undo
any of this year’s damage.

The immediate source of this
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dispute is a disagreement between
Democrats (including Obama) and
Congressional Republicans over
raising governmental revenues by
reducing yet-unspecified tax de-
ductions. Although both parties
agree with this strategy, Demo-
crats want new revenue to balance
against the cuts, whereas Repub-
licans want such revenue to fi-
nance new tax cuts. As the U.S.
economy improves, cuts and un-
certainty about federal policy are
two factors threatening further
improvement; some experts pre-
dict that sequestration will reduce
real growth in the gross domes-
tic product by 0.5 to 0.7 percent-
age points in 2013 if it is not re-
placed with a new budget.* In my
view, the damage that the se-
quester process will inflict on vi-
tal health care functions at all
levels is unnecessary and unfor-
tunate.

Disclosure forms provided by the author
are available with the full text of this article
at NEJM.org.

From the Harvard School of Public Health,
Boston.

This article was published on March 20,
2013, at NEJM.org.
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