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THE U.S. STORY:  FISCAL CLIFF, DEBT 

CEILING AND HOUSING RECOVERY 

 

 

THE FISCAL CLIFF 

 

The Fiscal Cliff refers to the large number of 

scheduled tax increases and spending cuts all 

coincidently expiring or coming into force on 

December 31, 2012. If politicians had done nothing 

to change the tax increases and spending cuts 

scheduled, it is estimated that the U.S. economy 

would have entered a recession. Market estimates 

suggest a decline in GDP of up to 5% may have 

resulted from these tax increases and spending cuts.  

Interestingly, tax increases and spending cuts will 

eventually have to be made to correct the deficit and 

debt problem that the U.S. suffers from, but there is 

little appetite amongst politicians for doing it quickly, 

with the pain and suffering it would create.  

 

So, late on New Year's Day the U.S. politicians 

finally agreed to a last-minute deal to avoid going 

over the “Fiscal Cliff”. The highlights of the deal are 

as follows:  

 

 Permanent extension of the Bush tax cuts for 

people with income of up to $400,000 and 

couples with income up to $450,000. 

 Two-month delay of major spending cuts. 

 One-year extension of enhanced 

unemployment benefits. 

 No extension of the payroll tax holiday. 

 A variety of other items including decisions 

on tax rates on dividends, lower estate taxes, 

changes to the alternative minimum tax, and 

the freeze of scheduled spending cuts in 

entitlements. 

 

This last-minute deal was a bit of a messy 

compromise and doesn't really make meaningful 

changes to entitlement programs or taxation for most 

Americans. This means the pain in the short-term will 

be modest with most estimates indicating lower 

growth for the United States but no recession. The  

 

 

market consensus is for GDP growth of 1.6% in the 

first quarter with perhaps an increase to near 2% later 

in the year. 

 

 

THE DEBT CEILING 

 

The Debt Ceiling refers to the need for the U.S. 

legislative house to pass a law by May 19
th
 if it 

wishes to add to total government debt. Simply put, 

the government has to do it, but each political party 

will argue for a variety of amendments to the law that 

will favour their view on how to fix the budgetary 

problems of the U.S.  You may recall that the 

politicians went through this exercise in August of 

2011 when the deal got done at the last possible 

moment amid concerns from old-age pensioners, 

government workers, and Medicare/Medicaid 

recipients that they would not be receiving their 

government cheques.  The Debt Ceiling will likely 

become a political battle again in the spring.   

 

In the final analysis, these political battles over the 

Fiscal Cliff issues and Debt Ceiling issues create 

uncertainty in the minds of investors.  And when 

investors are uncertain, they tend to stay on the 

sidelines.  This has been the way of the investor 

world for some time now.  This means that the U.S. 

market may have some pent up demand that could be 

released if U.S. investors can relieve just a little of 

the uncertainty. 

 

 

U.S. HOUSING RECOVERY 

 

As most of you know, I’ve been watching the 

housing market in the U.S. for the past five years, 

looking for recovery.  Well, it’s finally started:  the 

inventory of existing homes for sale has finally fallen 

back to its long term average, which means it is no 

longer exclusively a buyer’s market.  Given this, 

prices can finally start to move up.  And they have:  

4.3% in the 12 months ending last October, according 

to a recent Case-Shiller report. 
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I think this is potentially the biggest positive news of 

the last few years…and something that can move the 

markets in the next few months.  Here’s the rationale:  

For many years before the “Great Recession” of 2007 

through 2009, Americans had grown used to their 

home prices moving ever upward.  And, as you may 

know, our American friends are able to deduct the 

interest they pay on their mortgages.  So, as you 

might imagine, their orientation to mortgage costs is 

different from ours…when their house price moves 

up, they’re often happy to re-finance their mortgage 

and extract part of the equity to buy the new car, 

boat, or go on vacation.  Research that I’ve seen 

suggests that this equity extraction and net new 

spending in the years before 2007 was adding 1.0% 

to 1.5% to GDP growth.  If we were getting this type 

of boost today, U.S. GDP growth would be at its long 

term average of between 3.0% and 3.5% rather than 

the modest 2.0% or so we’re seeing.   

 

Furthermore, rising house prices have the potential to 

reduce or eliminate the biggest financial challenge 

that millions of Americans have – mortgages that are 

greater than the value of their homes, known as being 

“underwater”.  At its worst, just over 30% of all 

American homeowners with mortgages were 

“underwater”.   

 

With some clear indication that house prices are 

improving and that many millions of homeowners are 

coming out of the “underwater” status, and likely 

refinancing at record low interest rates, there is real 

reason to believe that the American consumer will 

become much more optimistic, if not euphoric.  And, 

when we consider that roughly two-thirds of GDP is 

consumer spending, there is a logical argument for 

healthy GDP growth in the U.S. in the not-too-distant 

future.  Should this happen, the equity markets will 

follow, with money from the sidelines flowing back 

into the markets. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

WHAT DOES THIS MEAN FOR YOUR 

PORTFOLIO?  

 

These developments in the U.S. shouldn’t really 

impact your portfolio in the long-term….although in 

the short term, the political wrangling over the debt 

ceiling could create some uncertainty and hold equity 

markets down for a little while.  In the medium term, 

U.S. housing improvement will likely help the equity 

markets.  The important thing is that we have your 

portfolio in tune with your risk tolerance so that you 

can sail through the short term volatility without 

losing any sleep.  We will be discussing this in 

upcoming meetings.  As always, if you’d like to 

reach us, we’re at (905) XXX-XXXX or 1 (866) 

XXX-XXXX.  By email, it’s aadvisor@assante.com 

or anassistant@assante.com.  

 

Agreat Advisor 

Senior Financial Advisor 

Assante Capital Management Ltd. 

 

 

  
 

 

Assante Capital Management Ltd. is a member of the 

Canadian Investor Protection Fund and is registered 

with the Investment Industry Regulatory 

Organization of Canada. This material is provided 

for general information and is subject to change 

without notice. Every effort has been made to compile 

this material from reliable sources however no 

warranty can be made as to its accuracy or 

completeness. Before acting on any of the above, 

please make sure to see me for individual financial 

advice based on your personal circumstances. 

Information in this letter was derived from CNBC, 

BNN, United Financial, Blackrock Investment 

Management, and TD Asset Management. 
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