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Current Policy: Reductions to Defense Spending

Budget Control Act of 2011

BCA-1 Caps on total discretionary federal spending (Some
exceptions, e.g. operations in Iraq and Afghanistan)

$917 billion of cuts in discretionary spending over 10 years,
beginning fiscal 2012

BCA-2 Automatic cuts (“sequestration”) of $1.2 trillion over
10 years

1 By Nov. 21, 2011, Joint Committee of Congress to schedule at
least $1.2 trillion of additional deficit reduction.

2 The “Super Committee” was unable to agree on a deficit
reduction package.

3 As a result, automatic across-the-board reductions start
January 1, 2013, split equally between defense and nondefense
spending.
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Scope of Study/Research Questions

What will be the macroeconomic impacts?

Which national industries will be lose the most employees and
production?

Which state will suffer the greatest employment losses?

How long will the effects last?
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Related Research at Inforum

Werling and Horst. (2012). Defense Spending Cuts: The
Impact on Economic Activity and Jobs. National Association
of Manufacturers.

Werling and Horst. (forthcoming) Sudden Cliff or Steep
Slope: Pending Fiscal Policies Will Threaten Jobs and
Economic Growth Analysis Using the LIFT Model.
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Congressional Budget Office

(January 2012) Budget Outlook
(August 2012) An Update to the Budget and Economic
Outlook: Fiscal Years 2012 to 2022

The Commitee for a Responsible Budget

(Updated 7/16/2012) Between a Mountain of Debt and a
Fiscal Cliff: Finding a Smart Path Forward.
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Exogenous

P opu la tion  P rof ile
Labor F orce*

G overnment Spend 
T ax R ates *

Globa l D emand
Globa l Oil P rices

G loba l T rade Prices
Exc hange Rates*

R ea l Incomes

Persona l
N at iona l

D em and Block (Table 1)

P riva te  C onsumpt ion

G overnment Expend itu res

E qu ipment Investment

S tructures Investm ent (N R )

R esidentia l Investment

Inventory change

E xpor ts o f Goods and S ervices

Final D em and Bloc k

Factor Incom e B lock

Input-O utput
P ric e   Identity

P rice B lock

N at iona l Ac counts:             G D P = C  + I  +  G  +  X – M  = W  + P + T
H ouseho ld  Ba lance:            S = PD I – C
G overnment Ba lance:        N B = T R  – (G + Tr + In t )
C urrent  Ac count  B a lance:  C A  = X – M + N F I + N T rf
N at iona l Income:                GN I =  G D P + N F I

Ac countant B lock

P ersona l 
D isposab le  

Income

Governm ent  T axes
O ther  R evenue

T ransfer Payments

N et  F ore ign  
Income and 

T ransfers

P riva te  C onsumpt ion

G overnment C ons um ption

F ix ed Inves tment

Inventory change

E xpor ts (T ab le  4 )

Imports  (T ab le  4)

S upply B lock

Real G ross  O utput D em anded
Im ports of  G oods and S ervices

Labor Productivity
H ours W ork ed
E mployment

U nemployment

Input-O utpu t 
O utput  Ident ity

Labor Com pensat ion
Ind irec t Taxes and Subsid ies

C ap ita l Inc om e and D eprecia tion

Product and Service  P rices
C onsumption  Pr ices

Inves tment  Prices
E xport Prices

M onetary P o licy / In terest R ates
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Table 2: U.S. Defense Outlays, Calendar Year Basis  --- Basic input to LIFT Model
Billions of dollars
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Key Assumptions: Lift (Real)

Table 3: U.S. Real Defense Outlays, Calendar Year Basis
Billions of 2011 dollars
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Macro/Industry Impacts

Line 1: BCA-1 Expenditure Caps Only (BCA-1 caps, no BCA-2 sequestration)
Line 2: BCA-2 Sequestration with BCA-1 Caps (CBO current law projection)

Alternatives are shown in deviations from status quo baseline, units as noted.

2012 2013 2014 2015 2016 2018 2020 2022

Real federal defense expenditures -0.3 -1.4 -2.1 -2.5 -2.9 -3.6 -4.2 -4.6
   (percent) -1.3 -5.9 -8.0 -9.0 -9.5 -10.1 -10.5 -10.6

Real Gross Domestic Product 0.0 -0.2 -0.2 -0.2 -0.2 -0.1 -0.1 -0.1
   (percent) -0.1 -0.6 -0.8 -0.7 -0.6 -0.3 -0.2 -0.2

Employment
  Private Sector Employment     -43 -210 -261 -236 -188 -80 -59 -18
  (thousands of jobs) -142 -755 -1010 -878 -611 -148 -15 74

    Manufacturing Employment -4 -20 -34 -33 -28 -14 -12 -11
    (thousands of jobs) -14 -75 -130 -130 -99 -39 -24 -18

  Govt Defense Employment -8 -37 -53 -61 -70 -84 -98 -105
  (thousands of jobs) -35 -152 -201 -222 -229 -236 -241 -243

Total Employment (military + civilian) -51 -247 -314 -297 -258 -164 -157 -123
  (thousands of jobs) -177 -907 -1211 -1100 -841 -385 -257 -169

Unemployment Rate 0.0 0.1 0.2 0.2 0.1 0.1 0.1 0.0
   (percentage points) 0.1 0.5 0.7 0.6 0.4 0.1 0.1 0.0
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Industry Employment Impacts

Line 1: BCA-1 Expenditure Caps Only (BCA-1 caps, no BCA-2 sequestration)
Line 2: BCA-2 Sequestration with BCA-1 Caps (CBO current law projection)

Alternatives are shown in percentage deviations from status quo baseline, units as noted.

2012 2013 2014 2015 2016 2018 2020 2022
Agriculture, Mining, and Construction 0.0 -0.2 -0.3 -0.2 -0.1 0.1 0.1 0.1

-0.2 -0.9 -1.1 -0.9 -0.4 0.3 0.4 0.2

  Construction -0.1 -0.3 -0.4 -0.3 -0.2 0.1 0.1 0.1

-0.3 -1.2 -1.5 -1.2 -0.6 0.4 0.4 0.2

Manufacturing 0.0 -0.2 -0.3 -0.3 -0.2 -0.1 -0.1 -0.1

-0.1 -0.6 -1.0 -1.0 -0.8 -0.3 -0.2 -0.1

  Nondurable Manufacturing 0.0 -0.1 -0.2 -0.2 -0.1 0.0 0.0 0.0

-0.1 -0.5 -0.7 -0.7 -0.5 -0.1 0.0 0.1

  Durable Manufacturing 0.0 -0.2 -0.3 -0.3 -0.3 -0.1 -0.1 -0.1

-0.1 -0.7 -1.2 -1.2 -1.0 -0.4 -0.3 -0.3

    Durables Materials and Products 0.0 -0.1 -0.2 -0.2 -0.2 0.0 0.0 0.0

-0.1 -0.5 -0.9 -0.9 -0.6 0.0 0.0 0.0

    Non-Electrical Machinery 0.0 0.0 -0.2 -0.2 -0.2 0.0 0.0 0.0

0.0 -0.2 -0.8 -1.0 -0.7 0.0 0.0 0.0

    Electrical Machinery -0.1 -0.3 -0.4 -0.4 -0.5 -0.3 -0.3 -0.3

-0.2 -1.0 -1.6 -1.7 -1.5 -0.9 -0.7 -0.6

    Transportation Equipment -0.1 -0.3 -0.5 -0.5 -0.5 -0.4 -0.4 -0.4

-0.3 -1.1 -1.8 -1.8 -1.6 -1.0 -0.9 -0.8

      Aerospace -0.1 -0.5 -0.8 -0.9 -1.0 -1.0 -1.0 -1.0

-0.5 -2.0 -3.1 -3.4 -3.3 -3.0 -2.6 -2.3

      Ships & Boats -0.1 -0.5 -1.0 -0.9 -0.8 -0.8 -0.8 -0.8

-0.5 -1.4 -3.3 -3.2 -2.8 -2.2 -1.9 -1.7

    Instruments and Miscellaneous -0.1 -0.3 -0.6 -0.6 -0.6 -0.6 -0.7 -0.8

-0.3 -1.4 -2.1 -2.3 -2.2 -1.8 -1.8 -1.8

      Search & Navigation Equipment -0.3 -1.4 -2.2 -2.5 -2.8 -3.2 -3.6 -3.8

-1.3 -5.9 -8.4 -9.2 -9.3 -8.9 -8.8 -8.6
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Industry Employment Impacts Continued

Line 1: BCA-1 Expenditure Caps Only (BCA-1 caps, no BCA-2 sequestration)
Line 2: BCA-2 Sequestration with BCA-1 Caps (CBO current law projection)

Alternatives are shown in percentage deviations from status quo baseline, units as noted.

2012 2013 2014 2015 2016 2018 2020 2022
Services 0.0 -0.2 -0.2 -0.2 -0.1 -0.1 -0.1 0.0

-0.1 -0.6 -0.7 -0.6 -0.4 -0.1 0.0 0.1

  Transportation, Communication, Utilities 0.0 -0.2 -0.2 -0.2 -0.2 -0.1 -0.1 -0.1

-0.1 -0.6 -0.8 -0.8 -0.6 -0.3 -0.2 -0.1

    Trucking, hwy pssngr transit 0.0 -0.2 -0.2 -0.2 -0.2 -0.1 -0.1 -0.1

-0.1 -0.7 -0.9 -0.8 -0.6 -0.3 -0.2 -0.1

    Communications services 0.0 -0.1 -0.1 -0.2 -0.2 -0.2 -0.1 -0.1

-0.1 -0.3 -0.6 -0.8 -0.8 -0.4 -0.2 -0.1

  Trade: Retail, Wholesale, Restaurants 0.0 -0.2 -0.2 -0.1 -0.1 0.0 0.0 0.0

-0.1 -0.6 -0.7 -0.5 -0.3 0.0 0.1 0.1

    Wholesale Trade 0.0 -0.1 -0.2 -0.1 -0.1 0.0 0.0 0.0

-0.1 -0.4 -0.6 -0.6 -0.4 0.0 0.0 0.0

    Retail Trade 0.0 -0.2 -0.2 -0.2 -0.1 0.0 0.0 0.1

-0.1 -0.8 -0.8 -0.6 -0.3 0.1 0.2 0.3

  Finance, Insurance, Real Estate 0.0 -0.1 -0.2 -0.1 -0.1 0.0 0.0 0.0

-0.1 -0.5 -0.6 -0.5 -0.3 -0.1 0.0 0.1

  Health 0.0 -0.1 -0.1 -0.1 -0.1 -0.1 0.0 0.0

-0.1 -0.3 -0.5 -0.4 -0.3 -0.2 0.0 0.2

  Other Services 0.0 -0.2 -0.2 -0.2 -0.2 -0.1 -0.1 -0.1

-0.1 -0.7 -0.9 -0.8 -0.6 -0.2 -0.1 -0.1

    Professional services 0.0 -0.2 -0.3 -0.3 -0.3 -0.2 -0.2 -0.2

-0.2 -0.8 -1.1 -1.0 -0.9 -0.5 -0.5 -0.4
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State Industry Employment Impacts

Line 1: NAM - BCA 1 - difference from base
Line 2: NAM - BCA 2 - difference from base

Alternatives are shown in deviations from base values.

2012 2013 2014 2015 2016 2018 2020 2022
California       -6.3 -30.6 -38.6 -35.9 -31.0 -19.1 -17.3 -12.2

-21.5 -111.5 -148.4 -132.3 -99.9 -43.9 -25.3 -7.3

Virginia       -4.9 -23.5 -29.8 -28.3 -24.8 -16.8 -16.8 -13.5

-17.2 -86.8 -114.9 -104.3 -80.1 -39.3 -28.7 -22.1

Texas       -4.6 -22.2 -28.2 -26.8 -23.3 -14.9 -14.5 -11.5

-16.2 -81.9 -109.0 -99.1 -76.1 -35.1 -24.3 -18.2

Florida       -2.4 -11.5 -14.6 -13.9 -12.0 -7.5 -7.3 -5.9

-8.4 -42.7 -56.6 -51.5 -39.3 -17.2 -11.8 -9.3

New York       -1.8 -8.8 -10.9 -10.1 -8.6 -4.9 -4.3 -2.7

-6.2 -32.0 -42.1 -37.5 -27.9 -11.1 -5.8 -2.8

Maryland       -1.7 -8.1 -10.4 -10.0 -8.9 -6.0 -6.0 -5.0

-6.0 -30.1 -40.2 -36.9 -28.8 -14.3 -10.4 -7.4

Georgia       -1.6 -7.8 -10.0 -9.7 -8.7 -6.2 -6.3 -5.4

-5.8 -29.1 -38.7 -36.0 -28.6 -15.2 -11.7 -10.0

Illinois       -1.5 -7.4 -9.1 -8.4 -7.0 -3.8 -3.4 -2.1

-5.2 -27.0 -35.4 -31.3 -22.9 -8.1 -4.2 -2.4Jeffrey Werling, Ronald Horst Defense Spending Cuts
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California Employment Impacts

Line 1: Base
Line 2: BCA 1 - difference from base
Line 3: BCA 2 - difference from base

Alternatives are shown in deviations from base values (thousands of jobs).

2012 2013 2014 2015 2016 2018 2020 2022
California
Total Employment 16414.6 16726.5 16927.1 17186.3 17526.5 18062.3 18425.8 18761.9

-6.3 -30.6 -38.6 -35.9 -31.0 -19.1 -17.3 -12.2

-21.5 -111.5 -148.4 -132.3 -99.9 -43.9 -25.3 -7.3

 Private Employment 13784.9 14099.8 14299.6 14555.1 14887.6 15402.9 15740.3 16052.6

-5.5 -26.9 -33.2 -29.6 -23.9 -10.5 -7.3 -1.5

-18.0 -96.0 -127.9 -109.8 -76.6 -19.9 -0.8 17.4

  Manufacturing Employment 1381.7 1372.2 1365.0 1364.5 1372.6 1385.8 1385.6 1392.8

-0.5 -2.3 -3.9 -3.9 -3.5 -2.3 -2.2 -2.1

-1.8 -9.0 -14.9 -15.2 -12.3 -6.5 -4.9 -4.1

 Federal Civilian Employment 243.6 240.8 238.4 236.3 235.8 234.4 233.8 233.0

-0.2 -1.1 -1.6 -1.9 -2.1 -2.5 -3.0 -3.2

-1.1 -4.6 -6.1 -6.7 -7.0 -7.2 -7.3 -7.3

 Federal Military Employment 166.6 165.3 164.0 163.2 162.7 160.9 160.7 160.6

-0.6 -2.6 -3.8 -4.4 -5.0 -6.0 -7.0 -7.6

-2.5 -10.9 -14.4 -15.8 -16.4 -16.9 -17.3 -17.4
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Virginia Employment Impacts

Line 1: Base
Line 2: BCA 1 - difference from base
Line 3: BCA 2 - difference from base

Alternatives are shown in deviations from base values (thousands of jobs).

2012 2013 2014 2015 2016 2018 2020 2022
Virginia
Total Employment 3991.6 4049.6 4096.2 4158.5 4243.1 4372.1 4460.7 4536.8

-4.9 -23.5 -29.8 -28.3 -24.8 -16.8 -16.8 -13.5

-17.2 -86.8 -114.9 -104.3 -80.1 -39.3 -28.7 -22.1

 Private Employment 3180.4 3240.9 3289.2 3352.0 3435.3 3561.1 3644.0 3715.0

-4.1 -19.7 -24.4 -22.0 -17.6 -8.2 -6.7 -2.8

-13.6 -71.2 -94.3 -81.6 -56.7 -15.2 -4.1 2.7

  Manufacturing Employment 218.7 218.4 218.0 218.7 220.9 225.5 227.0 228.7

-0.2 -1.1 -2.0 -1.9 -1.6 -0.8 -0.7 -0.6

-0.8 -4.2 -7.5 -7.2 -5.4 -2.3 -1.5 -1.0

 Federal Civilian Employment 171.2 169.3 167.6 166.1 165.8 164.8 164.3 163.8

-0.4 -1.8 -2.6 -3.0 -3.5 -4.1 -4.8 -5.2

-1.7 -7.5 -10.0 -10.9 -11.3 -11.7 -11.9 -11.9

 Federal Military Employment 123.0 122.0 121.0 120.4 120.1 118.7 118.6 118.5

-0.4 -1.9 -2.8 -3.2 -3.7 -4.4 -5.2 -5.6

-1.8 -8.0 -10.6 -11.7 -12.1 -12.5 -12.7 -12.8
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Appendix For Further Reading

For Further Reading I

National Association of Manufacturers. (July 2012)
Defense Cuts Would Cost More Than 1 Million Jobs.
.

Jonathan Masters. (Updated August 1, 2012)
What Is the Fiscal Cliff?
.
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http://www.nam.org/Communications/Articles/2012/06/Defense-Cuts-Would-Cost-More-Than-1-Million-Jobs.aspx
http://www.cfr.org/economics/fiscal-cliff/p28757
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