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As 2012 winds down we’re trying to think ahead to 2013.  When 

we assess the economic outlook there is nothing that poses a big-

ger risk to US economic growth than the fiscal cliff.  The fiscal cliff 

is the poten$al reduc$on in almost $600B in total federal spend-

ing or about 3.8% of GDP.  This is a substan$al decline and would 

amount to a sharp move towards the austerity camp in the USA.   

Those of you who are familiar with our posi$on know that we’ve 

been working under the theory of the Balance Sheet Recession 

for many years now.  That is, the private sector is undergoing a de

-leveraging due to the collapse of the debt bubble.  This results in 

depressed private sector spending and as output goes unsold, 

layoffs increase and you risk a snowball effect wherein the private 

sector enters a depression as it can’t sustain sufficient spending 

on its own.  This is essen$ally what’s currently occurring in several 

European na$ons.   

Although the US households have made substan$al improve-

ments in their balance sheets the private sector is s$ll not grow-

ing at a sufficient rate for the government to pull in the spending 

at such an accelerated rate.  We are certain that a worst case sce-

nario  in the fiscal cliff outcomes would result in US recession, a 

substan$al decline in corporate profits and much lower equity 

prices.  Therefore, it’s important to obtain a be4er understanding 

of this enormous risk.   

The Fiscal Cliff Math 

Total poten$al cuts & expira$on of current policies could amount 

to a total of $580B.  This is a total of 3.5% of GDP.  But we don’t  
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believe that this en$re amount will be cut from the 2013 budget.   

The largest chunk of the poten$al cuts would come from the Bush Tax Cuts which total rough-

ly $180B in tax increases.  There is broad consensus that the middle class cuts will remain and 

the Republicans are likely to bargain intensely for the upper class cuts to remain.  We believe 

any deal will involve a complete con$nua$on of this por$on of the “cliff”.   

The second largest piece is $160B in the 2009 s$mulus bill which led to the 2% payroll tax cut 

as well as the extension of unemployment benefits.  There are likely to be at least par$al cuts 

here.  The Republicans have fought intensely against an extension of the unemployment ben-

efits, but the Democrats will have more leverage extending the tax cuts as they did last year.  

This means there is the poten$al for a $40B cut from this piece of the “cliff” pie.   

The Alterna$ve Minimum Tax cut would add $105B to the cliff, but this is highly unlikely to get 

cut from the budget.    

There are $110B in cuts expected from “automa$c spending cuts” which include large defense 

cuts.  The President was very adamant in Monday’s debate that he would not allow these cuts 

to go through.  There appears to be some consensus that neither side wants to allow these 

cuts to be made, but there is likely to be a ba4le here ending in some sort of compromise.  

We es$mate the cuts will likely not amount to anything over $30B in total.   

The last piece of the pie is the Affordable Care Act Tax which is certain to go through.  This 

amounts to a total of $24B.   
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                     If the cuts are close to 

what we es$mate we are 

looking at something in 

the range of about 

$100B.  Obviously, 

there’s some guesswork 

in there since it’s impos-

sible to know what US 

poli$cians will do in 

these $mes of persistent 

disagreement, but the 

odds seem to point to-

wards less cuts and not 

more.   



Important Disclaimer 
Nothing contained herein should be construed as an offer to buy any 

security or a recommendation as to the advisability of investing in, pur-

chasing or selling any security. Some of the statements contained 

herein are statements of future expectations and other forward-looking 

statements. These expectations are based on Orcam's current views 

and assumptions and involve known and unknown risks and uncertain-

ties. Actual results, performance or events may differ materially from 

those in such statements due to, among other things, general econom-

ic conditions, performance of financial markets, Orcam Financial 

Group, LLC assumes no obligation to update any forward-looking 

information contained in this document. 
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Orcam Financial Group, LLC is a fee 

only financial services  firm offering 

macro research, personal advisory, 

ins$tu$onal consul$ng and educa-

$onal services.   

 

If you ever have ques$ons or comments on research or Orcam’s services  

please contact us directly.   

 

 

 

 

All in all, this isn’t a terrible outcome.  $100B is roughly 0.5% of GDP.  That’s not insignificant for an 

economy that’s growing at less than 2% at present.  But it could be a lot worse.  We’ll keep you up-

dated as $me goes on, but we believe there are two great uncertain$es overhanging the market at 

present: 1) the outcome of the elec$on; and 2) the fiscal cliff.  Resolu$on of both will likely alleviate 

some of the recent fears in the markets.  Obviously, the elec$on will be se4led by the first week of 

November and the fiscal cliff should be se4led by the middle of December.   

 

We’ll keep you updated…. 


