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   We hope everyone is enjoying the holiday season and the mild weather for this time of year.   Now that the 

   elections are over, partisan gridlock remains a key issue as the looming “Fiscal Cliff” dominates the headlines 

   daily.  We have included an article that discusses our country’s post-election problems, with a series of charts 

   that show how we got into our current economic mess – and some possible fixes.  A second article offers further  

   explanation of the fiscal cliff crisis being hashed out in Washington as we speak.  Although we are providing 

   information about these issues, we hope that these negative topics and others do not dominate your holiday 

   season.  We have faced crises in the past and survived,  and we don’t  

   expect this time to be any different.  Whatever happens, we will learn  

   and adjust as necessary to deal with the new environment.  Please  

   spend this holiday season enjoying your families, and being thankful  

   for all of the wonderful things that we have in our lives.  
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ne of the most interesting aspects of every presidential election is the inevitable post-election trauma suffered by 
the roughly 50% of Americans who supported the unsuccessful candidate.  Those of us with long memories will 

recall Americans vowing they would leave the 
country after George W. Bush won the disputed 
2000 election, and again four years later.  Judging 
by President Bush's extremely low profile during the 
2012 presidential election campaign, his eight years 
in office were not considered an unqualified 
success even by his own party.  Yet the country has 
survived, and one can predict with confidence that it 
will weather any political issues (and policies) that 
arise during a second Obama presidency. 
 
In fact, if the citizens whose candidates won can 
come down from their highs, and those whose 
candidates lost can shake off the depression, they 
would notice that the country's economic system 
has been remarkably resilient despite the 
dysfunctional political process that virtually 

everybody, on both sides of the spectrum, rightly deplore.  Despite the selloff the day after the recent election, the 
American stock market has actually delivered better performance under Democratic than Republican presidents – for 
no visible economic reason.  (The accompanying chart shows the evidence pre-Obama.)   
 
The biggest economic problems that America faces today have actually accrued slowly, gradually, and under the 
stewardship of multiple presidents from both parties.  There is some evidence that the U.S. electorate doesn't yet 
understand the high cost of avoidance, of political one-liners offered by candidates from both parties that have 
trivialized very real long-term problems or suggested that they can be solved quickly if the right person is elected. 
 
Fortunately, it is possible to understand the nature of these bigger-picture, bigger-than-a-sound-bite problems – and 
the solutions.  You just have to put up with a lot of charts. 
 
The charts can be found here: http://www.businessinsider.com/politics-economics-facts-charts-2012-6# courtesy of 
Business Insider.  What you see first is a long, relatively smooth avenue of growth in the U.S. economy since 1947, 
punctuated by a significant drop in 2008 and a recovery to the former highs since then.  A second chart shows real 
per capita income – the amount of money, inflation-adjusted, that the average worker takes home, and here we see a 
bigger drop for a longer period of time.  Perhaps the most remarkable chart shows essentially the same thing for 
corporations: you see a very steep drop in corporate profits after tax from 2008 through 2010.  But then, unlike the 
worker income, corporate profits zoom back up again, surpassing record highs.  What is most remarkable is that most 
of the rise in corporate profits – literally much more than half – has been recorded in the last 11 years.  Before that, 
corporate profit growth was slow and steady.  In the past decade, it has been very uneven and spectacularly fast.  
The next chart shows that companies are making more profit per dollar of sales than ever before.  
 
The next set of graphs is about jobs, and you see a big drop in civilian employment as a percentage of the total 
population during the recession, which bottomed out in 2010 and continues to scrape along at roughly 58% – well 
below the late 1990s high of 64%.  But if you look at the chart as a whole, those high employment rates were a 
historical anomaly.  The current total 
employment-population ratio is actually higher 
than it was at any time from 1940 to 1976, and is 
well above levels in the early 1980s.  In the 
following chart, we see that wages as a percent 
of the economy have reached an all-time low 
(roughly 44%).  Companies are sharing less of 
their revenue with employees than ever before.  
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hat about debt and spending levels?  You already know that total debt in our economy is at an all-time high, 
although it has leveled off since 2008.  In subsequent charts, this is broken down into household debt, corporate 

debt, state and local debt, and federal government debt.  All of them have risen dramatically over the past 30 years; 
the lines practically jump off the page.  So, of course, you look for 
where to cut.  A chart looks first at the number of state and local 
workers, and finds that they now represent about the same 
percentage of total U.S. employees as there have been for the last 
40 years.  The next chart – the 39th in the series, shows that, 
despite what you may have heard about a ballooning Washington 
bureaucracy, the total number of federal government employees 
has held steady for nearly 50 years, and is actually below levels in 
the late 1960s.  Looked at another way, federal government 
workers now make up a smaller percentage of the total workforce 
than at any time since the 1940s. 
 
The federal debt problem is not complicated: charts show that 
spending has gone up as federal tax revenue (due to the recession 

and slow recovery) has fallen dramatically.  The most interesting subsequent chart shows that by far the biggest 
contributor to the increase – really, the reason there has been any increase at all – has been an explosion in the cost 
of Social Security, Medicare and Medicaid.  You look at the line rising from 1960 through 2011 and it looks a bit like 
the slope of the Matterhorn: straight up.  These programs now make up a record 16% of all American economic 
activity – up from roughly 4.5% in 1960.  And, of course, every year sets a new record. 
 
The inescapable conclusion of this economic graphic slideshow is that corporations have done very well during the 
four-year term of a president who business leaders have accused of being a socialist.  Individual workers have 
suffered under what many have called a "populist" president.  Overall debt has leveled off, but somehow, the U.S. is 
going to have to gradually fix the out-of-balance social programs, by reducing benefits and collecting more revenue to 
pay for them.   
 
The slide show commentary suggests that it took us 30 years to get into this mess; it may well take us 30 more to 
climb back out of it.  Let's see; that covers the span of between four and seven future presidents, and the White 
House will almost certainly change hands (or parties) several times over that time period.  We will need all of them, 
plus Congress, to recognize what you now know.  And we will need all citizens, even those who were disappointed by 
the recent election, to continue to push for meaningful solutions rather than take their money and vote to Canada. 
 

W 
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e’re hearing a lot about the fiscal cliff in this post-election time period, and surprisingly, considering the angry 
partisanship of the campaign, some of the news is encouraging.  The White House and Congressional leaders, 

elected officials from both sides of the aisle, are saying that 
they believe they can reach agreement before the end of the 
year. 
 
What is this fiscal cliff?  The term refers to a lot of different 
tax and budget provisions that are all scheduled to take 
place automatically at midnight on December 31.  These 
include: 
 
Higher tax rates.  When the clock strikes twelve, the Bush-
era tax cuts will expire, eliminating the 10% tax bracket 
altogether, and moving the current 25%, 28%, 33% and 35% 
brackets up to 28%, 31%, 36% and 39.6% respectively.  At 
the same time, the 0% capital gains tax rate for lower-
bracket Americans would bump up to 10%, and the tax rate 
on dividends would rise to 15% or 28%, depending on the 
recipient's income tax bracket.   
 
The loss of deductions – including a provision that eases the 
so-called "marriage penalty," some deductions for college 
tuition, child tax credits, dependent care credits and a 

particularly harsh phase-out that would eliminate up to 80% of some taxpayers' itemized deductions for mortgage 
interest, state and local taxes, and charitable donations.   
 
Random across-the-board budget cuts that nobody intended to see enacted.  The Budget Control Act of 2011 – what 
most of us remember as the tense compromise that ended last year's budget standoff – calls for automatic 
government spending cuts of $1.2 trillion from the federal budget over the next 10 years.  The cuts apply to just about 
every discretionary (non-Social Security, Medicare, Medicaid) program in Washington, although most of what you’re 
hearing about are reductions in the defense and education budgets. 
 
The expiration of stimulus measures:  The Obama-era payroll tax cuts will go away, raising taxes by about two 
percentage points for workers. 

 
Why do we call this a “cliff?”  Because everything on that list would take money out of the hands of taxpayers and, at 
the same time, lower government spending—essentially providing the U.S. economy with the opposite of a 
government stimulus, what some have called a hard punch in the gut. The Congressional Budget Office estimates 
that if we go over the cliff – that is, if Congress and the 
President don’t act between now and the end of the year 
–   a total of $560 billion would exit the economy.  The 
CBO estimates that this would reduce America's total 
economic activity in 2013 by four percentage points.  
Hello recession! 
 
So what are the odds that Washington will get its act 
together and choose a course that doesn’t take us over 
the cliff?  As it happens, there is reason to hope.  
Leaders on both ends of the partisan divide agree on 
many things in this negotiation: that the tax cuts are too 
painful and random to allow in their present form, and 
that tax rates on American taxpayers with less than 
$250,000 in income should continue as they are today.  
The sticking points are if or how much tax rates should 
rise for Americans in the higher tax brackets, and where 
to apply the budget knife. 
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  Negotiating a Path Away from the Edge                              Source: Robert Veres  
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his rare moment of meaningful negotiation offers Washington policymakers a chance to expand the discussion 
and come up with a long-term solution to the nation’s debt problem—which is, after all, the topic of debate which 

led Congress to create this fiscal cliff in the first place.  If you’re optimistic, then cross your fingers that the leaders in 
the room will want to do something more with this conversation 
than just address the immediate problem. 
 
As you follow the debate, pay attention to whether our elected 
officials are actually tackling the issues or just kicking the can 
down the road yet again.  If you hear discussion about 
permanent laws, such as a balanced budget amendment, or a 
framework that forces Congress to offset any expenditure with 
cuts elsewhere, or a change in tax rates, or some kind of 
entitlement reform (Means testing?  Raising eligibility ages?), 
that will be a sign that Washington is getting serious about 
addressing real issues. 
 
If, on the other hand, you hear about caps on future 
appropriation bills, or frameworks for deficit cutting, or solutions 
which sunset in 12 or 24 months, that means that we’ll be going 

through a version of this debate for the foreseeable future, and the can could be kicked, once again, far enough down 
the road to become a 2016 Presidential election issue and a headache for the next President to deal with.  
 
We should also pay attention to the timing.  The longer the U.S. economy continues to march straight toward the 
edge, the longer businesses will be reluctant to hire or invest in the future.  But for now, this moment may be 
something to enjoy.  How often do we see Democratic and Republican leaders in the same room together, promising 
to get something done?  Maybe it will become a habit. 
 
Sources:   
 

http://news.yahoo.com/blogs/ticket/obama-lawmakers-hold-constructive-talks-taxes-deficit-174256300--politics.html  
http://www.smartmoney.com/taxes/income/how-the-expiring-bush-tax-cuts-affect-you/  
http://bonds.about.com/od/Issues-in-the-News/a/What-Is-The-Fiscal-Cliff.htm  
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http://news.yahoo.com/blogs/ticket/obama-lawmakers-hold-constructive-talks-taxes-deficit-174256300--politics.html
http://www.smartmoney.com/taxes/income/how-the-expiring-bush-tax-cuts-affect-you/
http://bonds.about.com/od/Issues-in-the-News/a/What-Is-The-Fiscal-Cliff.htm
http://www.collectivedata.com/blog/wp-content/uploads/2012/06/dont-kick-maintenance-down-the-road.jpg
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      Pinnacle News!  
      

 

 

Pinnacle would like to extend a big thank you for the generous donations made to our 

5
th

 Annual Christmas Carnival for children in need, held on December 8
th

 at the Richland County Fairgrounds.  

We are grateful that, with your help, we were able to provide a holiday experience to 

some 375+ children who are so innocently affected by life’s circumstance and the current economy. 

Your contributions of money, baked goods and volunteer time are deeply appreciated. 
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