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Fears Over Sequestration Are Overblown
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Late last Friday afternoon, the administration lfyneeleasedts sequestration
report detailing the $1.2 trillion in possible cuts thétl be made to future
spending over the next 10 years, with almost hatlie cuts coming from defense
spending. As expected, every interest group tadgetrea “cut” is out in force to
protest the damages that the reduction would indicAmerica.

This is nothing new. For weeks now, we have heaid tutting defense spending
would mean fewer jobs for defense contractors, wedke economy, and threaten
the safety of Americans (no questions asked abbetiver this weaponized
Keynesianism holds any water), or how cutting Madécwould mean that seniors
will die. But these claims are sheer exaggeration.

Sequestration isn’'t an ideal way to address oundipg problems, because it
doesn’t allow an agency to think strategically abwehat to cut. However, when
you actually look at what sequestration means,fywlithatit is mainly a cut to
the growth of spendindAs | explainedin my Washington Examiner piece on
Friday, this is certainly true for defense spending

Thefollowing chartis is based on th@ffice of Management and Budget
Congressional Research Seryiaad theDepartment of Defens@lso the
projected budget authority with and without defeagts are from the
Congressional Budget Offic&he chart is inspired by the Augus€dngressional
Quarterly piece, 'Wiggle Room for Cuts? by Frank Oliveri.




Impact of BCA Sequester on the Defense Budget
900 :

Budget authority, in billions of current dollars Spe:.rﬁ':?ﬁ:w

| . 3 Scenarios
800 =

=

. F

700 | -

G

600 = =

0| 5

> =

500 ol 8

B 5

400 FlErs

.J-‘*h—,r =

300 HHE

] =

=1 =]

200 - g §) &

El w

8|8

100 g|c

(7]

d R

0 :
FY 1980 1990 2000 2010 2020

Source: Office of Management and Budget; Department of Defense; Congressional Budget Office; CRS Repor RL3I3110.
Data Mote: War funding accounts for mililary and Overseas Contingency Operations ({OCO).
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As you can see, with a few exceptions, after secptemn, the non-war defense
spending is still growing. One important factomieighing the effect of
sequestration is that war spending is not cappeaketet certain spending levels
outlined in the BCA. In other words, Congress oatrtise level of war spending
above and beyond what is needed, if they wanteld 0 to offset the impact of
the sequester and BCA caps. So while there is taiogr about the application of
the sequester on war spending (gee articlein theHill), it is guaranteed that
there are preemptive measures policymakers cartddkait sequestration’s
effect, including propping up war spending to makdor losses in non-war
accounts.

Of course, defense spending is a legitimate rotaefederal government and
America needs a strong military to defend itselit Biat doesn’t mean every
dollar spent on defense increases our securitytatdevery cut in defense
spending leads to a reduction in security.

As for defense cuts supposedly causing job lossesuld say the following. First,
this morning MTIONAL REVIEW ONLINE hasa great piecéy Robert Bryce on
wind energy. The subtitle of his piece is “The ‘cunlustry creates jobs’ argument



is the last refuge of a subsidy seeker.” That &gl defense contractors — the
Department of Defense is not a jobs program. Isiem’t to sustain defense
contractors’ profits independently of the secutlitgy are actually meant to
provide. Private-sector profit margins or even g@t@+contractor job losses
shouldn’t prevent sensible reductions in federahsing.

Second, there is little doubt that some defensg yal be lost as a result of
sequestration, but it won’t be as many as clairiibé. job-loss estimates come
from incredibly faultyreports such as this anleunderstand that catastrophic job
losses make a convenient case against sequestatitimat doesn’t make them
true. The above report in particular is packgtof mistakes arbitrarily high
multipliers (I just finished a review of the litéuae on defense-spending
multipliers, to which I'll link when it is up), andbscure methodology and
exaggerationdt is also paid for by the defense contractoed ttave a lot to lose
from the potential cuts.

Moreover, in aecent research papfar the Cato Institute, the American
Enterprise Institute’s Benjamin Zycher remindshet even in the worst-case
scenario where contractor jobs would be lost, iagiction in employment in
defense jobs is not a cost to the economy as aewhaertainly represents a cost
to the newly unemployed person, but it may not bes for the economy as a
whole, since the public resources freed by the matg yield higher returns
employed differently.

While sequester may pose a management challerige first year of
implementation, all the alarmist projections exagtgethe impacts of the defense
cuts (the same is true for non-defense cuts). &Eften sequestration, and adjusted
for inflation, defense spending would only reverits 2007 level in real terms. In
fact, after a near doubling in the defense spenitinige last decade, it seems that
at the core problem the Department of Defense raag is not lack of funding

but inability to prioritize.

Moreover, with the national debt exceeding $1@idril a gross-debt-to-GDP ratio
above 100 percent, and Moody'’s Investors Serviaawg of another potential



credit downgrade, we need to cut through the rietord face the facts. Defense
sequester cuts simply do not warrant the fears lila@g prompted.



