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America’s grim fiscal outlook could either be a nightmare or an opportunity for Barack Obam | stifning

DURING one of his debates with Barack Obama, John McCain, the Republican candidate, kept referring
the “fiscal crisis” when he meant “financial crisis”. Perhaps he was on to

On January 7th the Congressional Budget Office (CBO), a non-partisan outfit, released projections that |
show the financial crash and the resulting recession are already wreaking havoc with America’s finance. -
It reckons that the budget deficit will soar from $455 billion in fiscal 2008 (which ended last Septemnen!
30th) to an astonishing $1.2 trillion in the current year. At 8.3% that would be the most as a share of |
gross domestic product since the second world war. (The CBO does, however, see it dropping to 1.1%
GDP by 2019.)

The reality is both better and worse than these numbers imply. Of this year's total, $420 billion
represents the one-off subsidy implicit in the Treasury’s planned $700 billion of injections of capital anc
loan guarantees into the financial system and its “effective” guarantees of the two big mortgage
agencies, Fannie Mae and Freddie Mac. Neither is a cash outlay in the usual sense.

But the underlying picture is worse for several reasons, First, it does not include any estimate of the co
of Mr Obama’s planned fiscal stimulus, which he will seek from Congress soon after being inaugurated.
Second, the CBO assumes all of George Bush’s tax cuts will expire as scheduled at the end of next year
and that the Alternative Minimum Tax, a parallel levy aimed at the wealthy, is allowed to ensnare a
growing share of the middle class each year. True, that is what current law, as opposed to current
practice, lays down; but neither is at all likely to happen. (The AMT has repeatedly been “patched” to
lessen its baleful effects, and surely will be again.)
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