Debt deal establishes a brink --- new Cuts collapse the economy
Sutton 5/30/23
(Sam, “How spending cuts will hit the U.S. economy,” pg online @ https://www.politico.com/newsletters/morning-money/2023/05/30/how-spending-cuts-will-hit-the-u-s-economy-00099190 //um-ef)
The economy is still at risk of a recession. The budget cuts included in President Joe Biden and House Speaker Kevin McCarthy’s deal to raise the debt ceiling aren’t deep enough to push it over the edge. Republicans insisted for months that any deal to raise the debt limit must come with sharp reductions in government spending. The U.S. economy needed a strong dose of fiscal discipline to reverse the inflation that’s been a hallmark of Biden’s economy for more than a year, they argued. But there was no appetite from either party to address big ticket items like Social Security, Medicare or defense spending. And once it became clear that the White House would largely block any raid on funds appropriated through Biden’s landmark legislative accomplishments — the Inflation Reduction Act and CHIPS — it assured that the macroeconomic impact of any deal would be negligible. Brian Riedl, a senior fellow at the Manhattan Institute and former chief economist to retired Ohio Republican Sen. Rob Portman, on Sunday said the headline caps on regular, non-emergency discretionary spending have so many “caveats and asterisks [that] may render these figures mostly meaningless.” (That underscores why the deal has raised the hackles of many policymakers on the GOP’s right flank — including Florida Gov. Ron DeSantis.) The cuts amount to “a rounding error” of GDP, Riedl told MM. Moody’s Chief Economist Mark Zandi, whose warnings of potential damage to the economy from the GOP’s proposed cuts were trumpeted by the White House last month, said the deal’s macro effects would be muted. “It’s not nearly as draconian as the Limit, Save, Grow Act,” Zandi said in an interview. The limits on discretionary spending could cost the economy about 120,000 jobs — raising the unemployment rate by about a tenth of a percentage point — and reduce gross domestic product by less than one-fifth of 1 percent, he said. That’s a far cry from the millions of job losses and sharp economic contraction the White House claimed would be imminent if the GOP got everything it wanted. While Biden and McCarthy’s deal will put weight on a vulnerable economy, it’s not going to create enough drag to push it into a recession, Zandi said. “The timing is inopportune given how fragile the economy is, and how high recession risks are, but I don’t think this is what does the economy in,” he said. To be sure, the economy is still in danger. Ratings services could downgrade Treasury securities even if Biden signs a debt limit deal in time. That will make borrowing costs more expensive and could send markets reeling. Funds could flow out of banks once Treasury issues new debt, potentially creating even more havoc for a sector that withstood turmoil this spring.
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