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Fiscal Cliff Drawing Near with No Deal in Sight 
 
A deal remains elusive with a mere 27 days before the nation faces the fiscal cliff.  Without congressional 
action, the Bush-era tax credits will expire at the end of the year, and two days later automatic spending 
cuts under sequestration will occur.  To complicate matters, the nation will once again be reaching its debt 
limit early next year. The Congressional Budget Office (CBO) has stated that the economic implications 
of these occurrences would drive the nation into recession.   
 
Automatic spending cuts known as sequestration are a result of negotiations surrounding the August 2011 
debt-limit agreement.  In order to raise the debt limit and prevent default, Congress agreed to set forth a 
plan to cut $1.2 trillion from budget.  The initial plan was to create a “Super Committee” to come up with 
a bipartisan plan to come up with $1.2 trillion.  Their failure triggered sequestration, whereby programs 
that are not designated as exempt experience across-the-board cuts beginning January 2nd, 2013. Under 
sequestration nondefense discretionary programs would see an 8.2 percent cut, and nondefense mandatory 
programs would be cut by 7.6 percent. Defense programs would see slightly higher cuts. Cuts to the 
Department of Education alone would be  $4.1 billion for fiscal year 2013. 
 
For higher education, implications surrounding the fiscal cliff are less immediate in some instances.  
Since most education and workforce programs are funded based on a program or academic year (AY), 
rather than a fiscal year (FY), cuts would not be seen until AY 2013-2014.  Additionally, the Pell Grant 
program is exempt from sequestration, as well as programs that assist veterans.  Federal student loan 
programs would be required to implement a 7.6 percent increase to loan origination fees.  Undergraduate 
Stafford loan origination fees would increase from 1 percent to 1.076 percent, and PLUS loans would go 
from 4 percent to 4.304 percent.  Perkins Career and Technical Education Program, Federal Work Study, 
Federal Supplemental Educational Opportunity Grant Program, TRIO, GEAR UP, Workforce Investment 
Act, and institutional aid to Minority Service Institutions would all be cut by 8.2 percent starting in AY 
2013-2014 (see chart below for estimated cuts).  Additionally, the Trade Adjustment Assistance 
Community College and Career Training Grant (TAACCCTG) program would see an immediate cut of 
$38 million from its $500 million mandatory allocation for FY 2013.   
 
It’s important to note that while the Pell Grant program is exempt from automatic cuts in FY 2013, the 
resulting squeeze on the overall higher education budget would likely impact the program in FY 2014. In 
2014, the overall funding caps are lowered resulting in fewer resources for education programs.  This, 
coupled with a significant shortfall for the Pell Grant program in FY 2014, would create significant 
challenges in maintaining current Pell Grant eligibility and the maximum award grant. 
 
As negotiations continue to avert the fiscal cliff, the implications surrounding a ‘grand bargain’ could be a 
mixed bag for higher education.  While the Pell Grant program is exempt from sequestration, at a cost of 
over $33 billion the Pell Grant program could be considered as a source of revenue for negotiators 
looking to come up with $1.2 trillion in savings.  By and large, discretionary cuts are much easier for 
negotiators to make, and most higher education programs fall into the discretionary category.  Cuts to 
mandatory programs generally require programmatic changes that can be tricky for negotiators, while 
discretionary cuts can be a simple lowering of the overall spending cap for that group of programs.  



Whether or not a bargain is forthcoming, the repercussions for higher education could be significant either 
way.   
 
 

PROGRAM FY 2012 
Omnibusi  

Estimated FY 2013 
Fundingii 

Cuts Under 
Sequestration 

SEOG $734,599,000 $734,599,000 $57,299,000 
Federal Work Study $976,682,000 $976,682,000 $76,181,000 
Career and Technical 
Education State Grants 
(Perkins) 

$1,123,030,000 $1,123,030,000 $87,596,000 

Adult Basic and 
Literacy Education 

$594,993,000 $594,993,000 $46,409,000 

TRIO $839,932,000 $839,932,000 $65,515,000 
GEAR UP $302,244,000 $302,244,000 $23,575,000 
Title I Grants to LEAs $14,516,468,000 $14,516,468,000 $1,140,085,000 
IDEA State Grants $11,577,855,000 $11,577,855,000 $903,073,000 
WIA State Grants $2,603,300,000 $2,603,300,000 $203,057,000 
Strengthening 
Institutions 

$80,623,000 $80,623,000 $6,289,000 

Hispanic Serving 
Institutions 

$100,432,000 $100,432,000 $7,834,000 

Asian American and 
Native American 
Pacific Islander Serving 
Institutions 

$3,199,000 $3,199,000 $250,000 

Tribally Controlled 
Colleges and 
Universities 

$25,713,000 $25,713,000 $2,006,000 

Predominately Black 
Institutions 

$9,262,000 $9,262,000 $722,000 

 
i – for FY 2012, there was an across the board cut of .189% included in the final bill. 
ii – for purposes of this chart the CBO sequestration estimate of 7.8% was used.  Numbers are estimated based on 
leaderships announcement that a 6-month continuing resolution will result in level funding for virtually all programs. 
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