Fiscal Cliff

Read these two articles and then answer the 3 questions. 

Article 1: http://online.wsj.com/article/SB10001424127887323894704578105260044138592.html
This article is copied below in this document. The link for a key graphic in this article that diagrams how much each piece of the fiscal cliff is worth in dollars is: http://online.wsj.com/article/SB10001424127887323894704578105260044138592.html#articleTabs%3Dinteractive
This diagram is also below (“What is the Fiscal Cliff?”).

Article 2:

http://www.businessinsider.com/fiscal-cliff-worst-case-scenario-2012-7?op=1
This article it should let you view online for free, so the link should work.
Here are another two (optional to read, good for additional sources) articles about the Fiscal Cliff from CNBC.com:

http://www.cnbc.com/id/49903386http://www.cnbc.com/id/49903386 

http://www.cnbc.com/id/49464221/http://www.cnbc.com/id/49464221/
Questions:

1. Which aspect of the fiscal cliff (seen in the diagram in this Wall Street Journal article) do you think is most damaging if nothing is done about it? Include the specific dollar amount from the diagram for the item you describe. Why do you think it will have such a negative impact if the government fails to reverse that particular part of the fiscal cliff?

3-5 sentences

2. Describe what you think is the ideal way to resolve at least 5 of the following aspects of the fiscal cliff, in its more expansive depiction which would include the list below of everything that is going to happen at the end of 2012 if nothing is done about it.  Give your policy fix for any 5 of these. Feel free to get creative in your policy proposals. (If any of the items below you want to deal with are not sufficiently described in class or by the articles, then you can look them up online but just give the web site address for the source if you do use something you found online to respond, and quote from it directly as well as using your own words):

3-5 sentences for each of the 5 aspects you select

Pick any 5 of the following 

· Expiration of Extended Unemployment benefits
· Expiration of Payroll Tax Cut

· Expiration of Bush Tax Cuts

· Budget Sequestration (automatic spending cuts)

· Expiration of Estate and Gift Tax Cuts

· Doc Fix (without adjustment, payments to doctors will fall)

· AMT Fix (without adjustment, the alternative minimum tax will increase taxes for more families)

· Debt Ceiling will be reached, causing government shutdown if not increased

· Monetary Cliff (the diminishing effectiveness of Federal Reserve stimuli)

3. In the Business Insider article, which company or bank predicts the worst impact from the fiscal cliff (assuming nothing is done to stop it) and how much of a deduction to 2013 GDP (as a percent of current GDP) do they predict?

1 sentence

Questions one and two rephrased:

If this seems to be a lot of information, try these briefer versions of questions 1 and 2 above, then refer back to the above questions to make sure you’ve responded what they ask in detail.

1. Which part of the fiscal cliff is most damaging if nothing is done, and which is the least damaging?

2. What is the best solution for a Grand Bargain that addresses all aspects of the fiscal cliff? Argue for your ideal policy proposal for each part of the fiscal cliff.
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Here is article 1: http://online.wsj.com/article/SB10001424127887323894704578105260044138592.html 
note: if you go to the above link more than once on the same computer, WSJ.com will probably not let you view more than the first couple of paragraphs. 
By NAFTALI BENDAVID, DAMIAN PALETTA and DAVID WESSEL 
The day after a hard-fought election that left Barack Obama in the White House and control of Congress divided between the two parties, the nation's political leaders promised to try to avoid year-end spending cuts and tax increases that threaten to push the U.S. back into recession. 
Fiscal Cliff 101 [image: image2]
Last August, President Obama and Congress put the U.S. economy on course to go over a "fiscal cliff." With the 2012 presidential election decided, WSJ's David Wessel tells you everything you need to know about the "cliff" but were afraid to ask. 
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Political leaders vowed to try to avoid the "fiscal cliff" of spending cuts and tax increases that could push the U.S. into another recession. Damian Paletta reports on Markets Hub. Photo: Getty Images. 
In carefully worded comments Wednesday, major actors in the fiscal drama were both conciliatory to their adversaries and resolute in sticking to their principles. Whether this represents a temporary truce, or a step toward a pact to trim the deficit, won't be known for weeks. 
But the pressure is on. Deep, automatic federal-spending cuts and tax increases—a combination widely known as the "fiscal cliff"—will hit in January unless Mr. Obama and Congress agree to some other way to reduce the budget deficit. 
Going over the cliff, economists say, would not only risk another recession, but would intensify anxiety about the dysfunction of the U.S. political system. Uncertainty over political turmoil could lead to more turbulence like Wednesday, when the Dow Jones Industrial Average fell 312.95 points, or 2.4%, to 12932.73. That was this year's largest decline in both points and percentage terms. Asian markets also fell in early trading Thursday, with Tokyo down 1.2% and South Korea down 1.4%. 
Boehner's Opening Bid 
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House Speaker John Boehner said on Wednesday that House Republicans are ready to negotiate a budget deal with President Barack Obama to avoid the so-called fiscal cliff, including making changes in the tax code to raise "new revenue." (Photo: Getty Images) 
Investors in the U.S. fueled declines in some sectors seen as possibly vulnerable to regulatory or other changes under a second Obama term, according to analysts. Investors erased $37 billion in stock-market value from the six largest U.S. banks, including Bank of America Corp., BAC +0.46%which are likely to face tighter regulation under Mr. Obama than was expected if Mitt Romney had won. 
To tackle the fiscal cliff, Mr. Obama is expected to initiate a new round of talks with leaders of Congress. The goal would be a "grand bargain" combining higher taxes and money-saving changes to federal benefit programs. 
"If there's a mandate in yesterday's results, it's a mandate to find a way for us to work together," House Speaker John Boehner said Wednesday. "My message today is not one of confrontation but of conviction." 
The White House said Mr. Obama called all the four top congressional leaders late Tuesday night after he knew he had won—reaching two of them then, and connecting with the other two Wednesday morning—and asked them to "put aside their partisan interests and work with common purpose." In a post-midnight victory speech, the president identified "reducing our deficit" and "reforming our tax code" as among his top priorities. 
Republicans noticed, approvingly, that neither he nor top congressional Democrats repeated Mr. Obama's campaign insistence on raising marginal-income tax rates on the top 2% of Americans, a proposal Republicans reject. 
Beyond the urgent post-election to-dos there is another checklist that will have a significant impact on American prosperity over the next decade.
President Obama will face a divided Congress, making the threat of that the U.S. will go over the fiscal cliff likely. University of Chicago economics professor Randall Kroszner discusses on Markets Hub. Plus, the re-election of Obama means he gets to nominate the next Federal Reserve Chief. Who might it be? [image: image5]
LPL Financial Chief Market Strategist Jeff Kleintop on what the election results mean for the economy and the markets, especially with the impending fiscal cliff on the horizon. Photo: Reuters. 
The president's Senate nemesis, Minority Leader Mitch McConnell, also extended a hand. "The American people…gave President Obama a second chance to fix the problems that even he admits he failed to solve during his first four years," he said. "To the extent he wants to move to the political center…we'll be there to meet him half way." 
Tuesday's vote left the U.S. with a government as polarized as it was before. "By returning a divided government to Washington, the electorate has given neither party a clear mandate to address the lackluster recovery, the fiscal cliff, and the looming debt crisis," Brian Kessler of Moody's MCO -1.08%Analytics said Wednesday. 
Barry Knapp, head of U.S. equity portfolio strategy at Barclays, BARC.LN -1.30%turned more bearish after seeing the election results, arguing that the risk of fiscal-cliff disaster increased to more than half, from about 30% before. "When I look at what happened, I see a government that grew farther apart, which might be worse than the status quo," Mr. Knapp said. "The risk of going off the cliff has just gotten huge." 
Democrats said their hand has been strengthened by Mr. Obama's solid victory and by Democrats' surprisingly strong showing in Senate races. Democrats added two seats to their Senate majority, assuming the new independent senator from Maine, Angus King, caucuses with Democrats as expected. 
"There was a clear sort of mandate about people coming much closer to our view about how to deal with tax policy," Vice President Joe Biden told reporters Wednesday. 
Republicans countered that they held on to a significant majority in the House. Mr. Boehner, using a teleprompter to read a lengthy statement to reporters but declining to take questions, said Republicans are willing to accept "new revenue, under the right conditions" to get a bipartisan agreement. He repeated his opposition to raising marginal tax rates, as Mr. Obama has proposed, but opened the door to bringing in more revenue by "closing special-interest loopholes and deductions, and moving to a fairer, simpler system." 
House Speaker John Boehner and Senate Minority Leader Mitch McConnell, shown in June, struck a conciliatory tone on the issue. 
"In order to garner Republican support for new revenues," the Ohio Republican said, "the president must be willing to reduce spending and shore up the entitlement programs that are the primary drivers of our debt." 
The Speaker came close to agreeing to an increase in tax revenues in his talks with Mr. Obama in the summer of 2011. On Wednesday, he chose his words carefully and clearly didn't commit to anything, but both Republicans and Democrats saw his statement as a signal that he is willing to return to talks on which taxes are on the table. 
The betting in Washington and on Wall Street is that Mr. Obama and Congress somehow will steer away from the cliff, although perhaps not until the last moment. "No matter what happens in the end, it'll look like they're going to go over the cliff," says Jim Kessler, senior vice president for policy at Third Way, a centrist Democratic advocacy group pushing for a deficit compromise. 
Because of the election, there have been few, if any, serious budget conversations between the White House and Republicans since talks between Mr. Obama and Mr. Boehner broke down last year. The fiscal cliff, in fact, grew out of the collapse of those talks: To get enough votes in Congress to raise the U.S. government's borrowing limits in August 2011, Congress passed and the president signed a law requiring either the approval of $1.2 trillion in deficit reduction over 10 years, or the across-the-board cuts in domestic and military spending at the end of 2012. On the same date, the expiration of all sorts of tax cuts will mean nearly all taxpayers will pay more. 
Administration officials have been reluctant lately to speculate about postelection fiscal politics. In earlier conversations, the more optimistic among them spoke of striking a multipart grand bargain. As they describe it, such a deal would waive the fiscal-cliff spending cuts, make a down-payment on deficit reduction now and agree to legislation creating a "framework" for further deficit-reduction legislation. 
To make such a deal credible, the law would instruct congressional committees to produce, by some date in 2013, a tax-overhaul bill that would raise an agreed-upon amount of revenue and legislation that slows the growth of spending on Medicare and other popular benefits. Failure to pass these bills would lead to some alternative deficit-reduction plan that is more acceptable than the fiscal cliff. 
Such an outcome might require Mr. Boehner to cut a deal that some House Republicans, perhaps his No. 2, Rep. Eric Cantor (R., Va.), oppose because it increases tax revenues beyond what faster economic growth would produce. And it would require Mr. Obama to win support of enough Democrats to swallow bigger cuts in benefit programs than many of them deem acceptable. 
The onset of serious negotiations may have to wait until the two House caucuses elect their leaders later this month. Insiders say Mr. Boehner will be reluctant to make any moves that could spark a challenge on his side. The No. 2 House Democrat, Steny Hoyer (D., Md.), is regarded as willing to give more ground to get a deficit deal than Minority Leader Nancy Pelosi (D., Calif.), who hasn't said if she will seek another term in that post. 
But there appears to be an appetite to at least begin talking. "Waiting for a month, six weeks, six months—that's not going to solve the problem," said Senate Majority Leader Harry Reid (D., Nev.). "I think we should just roll up our sleeves and get it done." 
—Janet Hook and Jonathan Cheng contributed 
to this article. 
Write to Naftali Bendavid at naftali.bendavid@wsj.com, Damian Paletta at damian.paletta@wsj.com and David Wessel at capital@wsj.com 
A version of this article appeared November 8, 2012, on page A1 in the U.S. edition of The Wall Street Journal, with the headline: Focus Moves to 'Fiscal Cliff'. 
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