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The Risk of Fiscal tightening in the U.S. 
after the November Presidential Election

The �rst graph shows how tight the U.S. 
Presidential race has become as it heads 
down the home stretch towards the 
November 6th �nish line, with the latest 
polls indicating a virtual tie between 
Barack Obama and Mitt Romney.  
However, it is important to keep in mind 
that the winner of the U.S. Presidential 
election is not always the candidate who 
receives the majority of the popular 
vote, but the one who wins more than 
half of the 538 votes cast by the 
Electoral College.  Among the highest 
populated states like California with the 
greatest number of electoral votes, it 
would come as a complete surprise if 
Obama were not to win its 55 votes. This 
is borne out by the latest polls which 
show the incumbent leading the 
challenger by 17 points there in what 
has typically been a stronghold of the 

Democratic Party (Obama won that state’s 
55 electoral votes 2008, as did John Kerry 
in 2004). While in the Republican Party 
stronghold of Texas, which has the second 
largest number of electoral votes with 38, 
Mitt Romney currently holds a 7 point lead 
in the polls. At this point in time if we were 
to add up all of the electoral votes from the 
states where Obama currently leads in the 
polls, he would win the election with 332 
votes compared to 206 for Romney. This 
difference explains why Obama is still 
being touted as the favorite to win. 
However, with tight races in some of the 
important swing states there is still a 
chance that Romney can turn this election 
around. As we have seen in previous 
elections, Florida with 29 electoral votes 
will once again play a pivotal role in the 
�nal decision. Obama currently holds a 
mere 1 point advantage over Romney in 
that state.  
When viewed through the lens of the 
economic scenario and the impact this 
election will have on the markets, it is our 
opinion that the most signi�cant de�ning 
factor in�uenced by the �nal outcome will 
be the effect it has on U.S. �scal policy. 
Romney and the Republican Party have 
lambasted Obama’s �scal policy, especially 
in regard to the government’s mounting 
public debt load. However, even if Romney 
wins the election, economic rationality 
would not point to a sharp tightening of 
�scal policy, due to the great likelihood 
that that would eventually lead the still 
fragile U.S. economy into a new recession. 
Indeed, the election outcome that could 
raise even greater concern would be the 
reelection of Barack Obama, together with 
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a loss of the Democratic majority in 
Congress (see the second graph), and that, 
as we mentioned earlier is effectively the 
election outcome currently indicated by the 
polls. Moreover the polls indicate that in 
light of the adverse economic situation 
with a large part of the U.S. population still 
suffering from the high rate of 
unemployment; Obama and the Democrats 
could lose the slight majority they have in 
the Senate (the Democrats currently hold 
51 of the 100 Senate seats). While in the 
lower house they are already in the 
minority with (193 of the 435 seats in the 
House of Representatives), and it is highly 
unlikely that they will be able to reverse 
that scenario.   
The concern is that the reelection of 
Obama without a Democratic majority in 
either the Senate or the House of 
Representatives   could put the economic 
rationality we mentioned above in 
jeopardy: that is the restraint of an abrupt 
tightening of �scal policy under the risk of 

pushing the U.S. economy into a new 
recession, which (together with the 
economic problems on the European front 
would signi�cantly jeopardize the global 
economic scenario). In this regard, it would 
be prudent to remember the negative 
effect of the partisan political wrangling 
that started in August of 2011 over the 
question of the U.S. debt ceiling, when a 
stalemate between Democrats and 
Republicans delayed the raising of the debt 
ceiling for several months, causing markets 
to plummet and leading Standard and 
Poor's to downgrade the triple-A U.S. 
credit rating. After the November election a 
series of �scal stimulus measures that were 
adopted following the 2008 �nancial crises 
will need to be renewed by the U.S. 
Congress, and a government without a 
majority in the House and the Senate could 
�nd it dif�cult to renew those measures. 
Therefore a word of caution about the 
fragile trajectory of the U.S. economic 
recovery is not unwarranted.
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47 Republicans
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