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On Jan. 2, President Barack Obama signed the 
American Taxpayer Relief Act—a bill to prevent the most 
economically harmful portions of the fiscal cliff from 
taking effect—into law. The Senate overwhelmingly passed 
the bill by a vote of 89 to 8 in the early morning hours of 
Jan. 1. The passage in the House was by a much narrower 
margin— 257 to 167. 

Bread for the World is thankful that Congress and the 
president managed to come to an agreement. The deal 
minimizes the impact of going over the cliff, especially 
for poor and hungry people, but it is not perfect. It 
raises some new revenue, but does not fully address our 
long-term fiscal outlook. While programs affecting poor 
and hungry people are largely protected under the deal, 
they will again be in jeopardy in March, when Congress 
examines across-the-board spending cuts.

What the Deal Gets Right

First and foremost, the fiscal cliff deal prevents most 
Americans from seeing an immediate tax rate increase 
and extends emergency unemployment insurance 
through 2013. The economy remains fragile, and a 
sudden tax hike combined with a loss of unemployment 
benefits could threaten recovery. The Congressional 
Budget Office estimates that allowing tax cuts to expire 
permanently, while also allowing all of the across-the-
board cuts of the sequester to take effect, would ultimately 
throw the country back into a recession. Extending tax cuts 
for low- and middle-income families and unemployment 
benefits will prevent the most serious economic damage. 
Continued brinksmanship and uncertainty would have 
further weakened the economic confidence of investors and 
consumers, thus slowing the economy.  The continuation 
of high unemployment, or an increase in unemployment, 
would increase poverty.  

The deal extends the current Earned Income Tax 
Credit (EITC) and Child Tax Credit (CTC) benefit levels 
for five years. This includes improvements made as part of 
the 2001 and 2003 tax cuts, as well as the 2009 Recovery 
Act. Their inclusion in the final deal is much better than a 
one-year or two-year extension, but we will have to work 
hard to make these benefit levels permanent. 

According to the Center on Budget and Policy 
Priorities, the 2009 improvements alone “lifted 1.5 million 
people, including almost a million children, out of poverty 
in 2010 and lessened the severity of poverty for nearly 15 
million others, including 7 million children.” Additionally, 
according to Citizens for Tax Justice, failing to extend the 
2009 EITC and CTC improvements would have hurt 13.1 
million working families, including 25.7 million children. 
Continuing these improvements will mean an average 
benefit of $843 per family.

The deal also extends the American Opportunity Tax 
Credit (AOTC), which is a refundable tax credit for higher 
education.

The final fiscal cliff deal extends emergency 
unemployment insurance for one year, preventing 2 
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million unemployed workers from 
losing benefits just a week after 
Christmas. An additional 1 million 
people were set to lose their benefits 
by the end of the first quarter of 2013. 
Over 5 million unemployed workers 
would have been unable to access 
federal unemployment benefits next 
year if Congress hadn’t included the 
extension. 

Most states provide 26 weeks 
of unemployment insurance, and 
the emergency unemployment 
compensation program provides 
additional unemployment insurance 
for qualifying individuals still 
struggling to find work. The number 
of weeks that individuals can claim 
federal benefits depends on their state’s 
unemployment rate.

Since 1975, Congress has 
always extended federal emergency 
unemployment benefits whenever the 
unemployment rate has been above 
7.2 percent. The unemployment rate 
was 7.7 percent in November—there 
are about 12 million unemployed 
workers and only about 4 million 
available job openings each month. 
The long-term unemployment rate 
is particularly bad. When Congress 
passed emergency unemployment 

benefits in June 2008, 18 percent of 
unemployed workers had been out of 
work for more than six months. Now, 
40 percent of unemployed workers are 
considered “long-term unemployed.” 
Before this recession, the previous 
high for the long-term unemployment 
rate over the past six decades was 26 
percent, in June 1983.

Programs that assist hungry and 
poor people are largely protected 
from cuts. Despite calls from the 
House to add in more spending, and 
repeated proposals throughout the 
year to cut funding for programs such 
as SNAP (formerly food stamps), 
programs that help struggling African 
farmers, and other anti-hunger 
programs, this deal does not include 
any major cuts to programs for 
hungry and poor people. Last-minute 
demands to add in more spending cuts 
to the deal were ultimately rebuffed.

The fiscal cliff deal also postpones 
the sequester (or across-the-board 
cuts) until March. Most of the 
largest anti-poverty and anti-hunger 
programs are exempted from these 
cuts, including SNAP, the refundable 
tax credits, child nutrition programs, 
and Medicaid, among others. 
However, a number of important 

programs for hungry and poor 
people are not exempt, including 
international poverty-focused 
development assistance and the Special 
Supplemental Nutrition Program 
for Women, Infants, and Children 
(WIC). The deal delays these cuts 
from taking place so that Congress 
can develop a more responsible plan to 
replace the across-the-board cuts.

The fiscal cliff deal raises about 
$620 billion in new revenue—this 
new revenue does not come from 
placing a higher tax burden on 
low-income families. Most of it will 
come from wealthier households— 
those with incomes over $450,000—
who are in a position to be able to 
contribute a little more. 

Still, the country’s long-term deficit 
situation must be addressed. Failure to 
do so threatens the economy and will 
prevent the federal government from 
doing much beyond making interest 
payments on the debt. But Congress 
must take a balanced approach to 
deficit reduction. Without significant 
new revenues, we cannot responsibly 
reduce our deficits and continue to 
fund programs that address hunger 
and help people lift themselves out of 
poverty. 

Over the past two years, Congress 
has enacted significant deficit 
reduction, but it has been entirely 
in the form of spending cuts. The 
spending caps established in the 
Budget Control Act cut over $1 
trillion over the next decade. Congress 
needs to raise additional new revenue 
and the expiration of the 2001 and 
2003 tax cuts provided an opportune 
time to do so.

While $620 billion is far from the 
amount of revenue ultimately needed 
to address long-term deficits in a 
balanced manner, it is an important 
first step.
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Where the Deal Falls Short

A more comprehensive plan—one which raises 
significantly more revenue—is needed in order to set 
the country on a fiscally sustainable path that ensures 
a federal commitment to addressing hunger and 
poverty in the United States and abroad. This will take 
additional revenues and more spending cuts for programs 
benefitting higher income individuals and reduced health 
care spending. Enacting such a plan would be good for the 
economy and allow Congress and the president to move 
on to more proactive issues, including immigration reform 
and making ending hunger a real priority.

While the fiscal cliff deal raises about $620 billion 
in new revenue, according to the Center on Budget and 
Policy Priorities, the Bowles-Simpson Commission had 
over $2.5 trillion in new revenue. Even President Obama’s 
latest offer in his negotiations with House Speaker John 
Boehner included $1.2 trillion in new revenue. 

The deal establishes certain tax policies that make it 
difficult to revisit them to find more revenue in a larger, 
more comprehensive deal. For example, according to the 
Center on Budget, the estate tax exemption rate of $5 
million per individual ($10 million per couple) exempts 
more than 99 percent of estates. Only the wealthiest three 
out of every 1,000 estates would have to pay federal estate 
tax under the deal. It seems unlikely that Congress will 
go back and raise marginal tax rates on any income below 
$400,000 (or $450,000 per couple). 

Additional revenue will have to be found through 
other means, such as curbing tax deductions, credits, and 
exclusions. Reducing these tax expenditures is an important 
step in creating a simpler, more efficient tax code. But it 
is a process we need to follow carefully. The tax benefits 
are represented by powerful interest groups, making it 
difficult to secure sufficient revenues. Raising revenue 
through curbing tax expenditures threatens the refundable 
tax credits, as lawmakers could easily look to cut them in 
an effort to find more revenue when efforts to curb larger 
deductions, such as the mortgage interest deduction or 
various corporate tax benefits, prove too difficult. 

The deal sets up another big fiscal showdown in 
March, with serious threats to funding for programs for 
hungry and poor people. The new date for the sequester 
to go into effect coincides with the expiration of the 
current continuing resolution and the country reaching the 
debt ceiling. Therefore, we are likely to see another “perfect 
storm” in March around federal budget issues as Congress 
tries to enact a budget for the rest of fiscal year 2013, 
replace the across-the-board cuts with an alternative deficit 

reduction plan, and raise the debt ceiling. Additional 
spending cuts, particularly in areas of health care savings 
and programs that serve people who aren’t poor, will be 
necessary. But it needs to be combined with additional new 
revenue as well.

International poverty-focused development assistance, 
programs that help struggling African farmers, and WIC 
will suffer harmful cuts if the across-the-board cuts go into 
effect. However, any effort to replace the across-the-board 
cuts must protect these programs as well as the major anti-
poverty programs currently exempted from the across-the-
board cuts: SNAP, the EITC and CTC, child nutrition 
programs, and Medicaid, among others.

Congressional Republicans continue to call for a dollar 
in spending cuts for every dollar Congress raises the debt 
ceiling. The president has said he will not negotiate on the 
debt ceiling. It is clear there will be exceptionally strong 
efforts in Congress to cut spending, putting funding for 
programs for hungry and poor people in serious danger. 

The fiscal cliff deal partially pays for postponing 
the across-the-board cuts by lowering the caps on 
discretionary spending, thereby making an already tight 
fiscal environment even more competitive for funding 
among federal programs. It appears that the new deal 
realigns the categories between security and non-security 
spending for the rest of FY 2013 so that the 150 account is 
included with the other security and defense programs. If 
this is the case, poverty-focused development assistance will 
now compete with homeland security, veterans affairs, and 
defense spending for funding. This would only be the case 
for the rest of FY 2013.

Extending the 2009 improvements to the EITC and 
CTC for five years is good, but they should have been 
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made permanent with the rest of the 2001 and 2003 tax 
cuts that were extended. We will have to continue to work 
very hard to get these benefit levels made permanent.

The deal essentially provides a one-year extension of 
the 2008 farm bill, but as Congress works to approve 
a full five-year reauthorization, there will be enormous 
pressure to cut SNAP. The Senate passed a farm bill 
that cut SNAP by $4.5 billion. The House version cut 
SNAP by over $16 billion. Since Congress failed to enact 
a comprehensive deficit reduction package, efforts to cut 
programs for deficit reduction will continue, and SNAP 
remains extremely vulnerable.

The deal also cut funding for the SNAP nutrition 
education and obesity prevention grant program by about 
$110 million in FY 2013, although it authorizes funding 
levels to increase to $407 million by FY 2015.

The Work Ahead

The Next Fiscal Showdown

As the 113th Congress begins, talks will quickly turn to 
replacing the across-the-board cuts (sequester), enacting a 
budget for the rest of FY 2013, and raising the debt ceiling. 
There will be serious pressure to cut funding for programs 
for hungry and poor people in all three of these debates—
both those programs affected by the sequester and those 
currently protected. Bread for the World will have to act 
vigorously to prevent harmful cuts.

A Comprehensive Deficit-Reduction Deal

Integrated with efforts to replace the sequester will be 
attempts to enact a broader, more comprehensive deficit-
reduction deal that raises more revenue and cuts more 
spending, particularly in health care. Bread for the World 
should continue efforts to ensure Congress takes a balanced 
approach and truly incorporates a circle of protection 
around funding for programs for hungry and poor people. 

Tax Reform and Increasing Revenues

Part of the deficit reduction debate will focus on 
revenues and tax reform. Bread should continue to push for 
adequate revenues that will place the country on a fiscally 
sustainable path and allow the United States to maintain 
its commitment to addressing hunger both at home and 
abroad. Efforts to simplify the tax code will threaten the 
EITC and CTC, and we must prevent attempts to cut 
these programs and look for opportunities to improve 
them.

A Place at the Table: Bread for the World’s 2013 
Offering of Letters

As part of Bread for the World’s 2013 Offering of 
Letters campaign, we will continue to ask Congress to 
maintain a circle of protection around programs focused on 
hungry and poor as efforts to reduce the deficit continue. 
We will also call on the president to set a goal and work 
with Congress to enact a plan to end hunger in the United 
States and abroad. These positive efforts could include 
measures to strengthen the economy and job market, 
reform of immigration policy, and focused efforts to end 
hunger in U.S. communities and around the world.

continues on next page
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Taxes 
The deal raises about $620 billion over 10 years, compared to current 
policy. It also

•	 Extends the 2001 and 2003 tax cuts for incomes below 
$400,000 for individuals and $450,000 for couples. 
Everyone gets the tax cuts on their first $400,000-
$450,000 of income. Only the dollars earned above 
that threshold are subject to the higher tax rate of 39.6 
percent,—up from the current 35 percent rate under the 
2001 and 2003 tax cuts.

•	 Reinstates the Personal Exemption Phaseout and 
the itemized deduction limitation on those making 
between $250,000 (for individuals) and $300,000 (for 
couples). The 2001 and 2003 tax cuts suspended these 
deduction caps. 

•	 Taxes dividends and capital gains at 20 percent for 
individuals making at least $400,000 and couples 
earning at least $450,000. These rates were reduced to 
15 percent under the 2001 and 2003 tax cuts.

•	 Sets the estate tax exemption at $5 million ($10 million 
per couple) with a 40 percent tax rate on the estate’s 
value over $5 million ($10 million per couple). The 2010 
tax deal raised the exemption level from $3.5 million ($7 
million per couple) and lowered the rate from 45 percent 
to 35 percent. The fiscal cliff deal keeps the exemption level 
at $5 million, but raises the rate a little higher—although 
not to the 2009 levels. The exemption level is indexed for 
inflation. Some estimate that the joint exemption level will 
be close to $15 million by the year 2020.

•	 Extends a number of “tax extenders” that Congress 
usually acts on each year. These are mostly business 
credits. There is one for research and development and 
another for constructing low-income housing.

•	 Permanently patches the Alternative Minimum Tax 
(AMT). When Congress established the AMT in 1986, 
it did not index it for inflation, so each year Congress 
enacts a patch to prevent the AMT from hitting middle-
income families.

•	 Disregards tax refunds as being counted as income 
or resources for the purposes of means-tested benefit 
programs for another 12 months.

•	 Extends the Work Opportunity Tax Credit retroactively 
for 2012 and 2013. This is a tax credit given to employers 
for hiring workers who have faced barriers to employment. 
The credit can range from $2,400 to $9,600.

•	 Extends the current Earned Income Tax Credit, Child 
Tax Credit, and American Opportunity Tax Credit 
benefits for five years, including the 2009 improvements 
enacted in the American Reinvestment and Recovery Act.

The $1.2 Trillion “Sequester” (or across-the-board cuts)
•	 The deal postpones the sequester until March. This is 

around the same time the current stop-gap federal budget 
for FY 2013 for all yearly appropriated programs expires, 

also known as a continuing resolution (CR). Postponing 
the sequester will cost about $24 billion.

•	 The bill partly pays for the sequester delay by cutting 
overall discretionary spending by $12 billion over 
the next two years. Half of the savings will come from 
defense spending and half will come from non-defense 
spending. 

•	 It also raises an additional $12 billion by making 
it easier for individuals with certain tax-deferred 
retirement accounts to transfer those funds to a Roth 
IRA. This is troubling because it actually sacrifices 
revenue over the long term, and the loss of those revenues 
exclusively benefits high-income households.

The Farm Bill
•	 The bill extends most provisions of farm policy through 

Sept. 30, 2013 as they were in effect on Sept. 30, 2012, 
under the 2008 farm bill. Since the farm bill technically 
expired Oct. 1, 2012, the fiscal cliff deal applies 
retroactively for these programs and policies.

•	 The deal cuts the nutrition education and obesity 
prevention grant program by roughly $110 million, 
compared to projected FY 2013 levels, resulting in $285 
million for total FY 2013 funding. This nearly 30 percent 
cut would greatly reduce the program’s ability to promote 
good health and nutrition among SNAP recipients. 
Funding would increase to $407 million by FY 2015 and 
annual funding beginning in FY2016 would increase 
with inflation.

Unemployment Insurance
•	 The act extends emergency unemployment insurance 

through 2013, at a cost of $30 billion. Had Congress 
failed to extend emergency unemployment insurance, 
2 million unemployed workers would have lost benefits 
the week after Christmas. The number of weeks that an 
individual can claim federal benefits depends on their 
state’s unemployment rate.

Health Care Provisions
•	 The deal fully repeals the Community Living 

Assistance Services and Supports (CLASS) Act and 
puts a commission on long-term care in its place. The 
Department of Health and Human Services already 
suspended implementation of this long-term care 
insurance program in October 2011, but the fiscal cliff 
deal actually repeals the program.

•	 It prevents, for one year, a scheduled 27 percent cut in 
reimbursements for Medicare physicians, also known as 
the “doc fix.” The projected $25 billion cost is offset by 
some cuts and adjustments to other provider payments. If 
there is a larger deal later on deficit reduction with greater 
health care savings, this pay-for reduces the availability 
for savings from providers, putting greater pressure to 
make beneficiary cuts in Medicare and Medicaid. 

The Fiscal Deal At A Glance


