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2012 US budget: growth as 
“antidote” to deficit 

 

Overview CITIC Securities Research 
  
Shocks on energy and commodity prices have triggered a rebound of 
inflation at the global level, causing emerging economies to tighten their 
monetary policy. In Western economies, this negative shock takes place in a 
context of mounting pressure on public debt embodied by the current harsh 
debate in the US Congress and persisting troubles of European periphery. 
For the first time since the end of the crisis, the global recovery is challenged 
by these two concomitant negative shocks. 

 

Focus: The US 2012 budget: growth as “antidote” to deficit 
Encouraged by the positive results of the first stimulus package after the 
crisis – American Recovery and Reinvestment Act (ARRA) in 2009 and 2010, 
the US government continued an expansionary fiscal policy in 2011. Based 
on the judgment that the US economy remained fragile and that an early exit 
strategy would endanger the recovery, the second stimulus program focused 
on promotion of investment in R&D and infrastructure projects and extension 
of Bush era tax cuts. On the contrary, European countries organized 
particularly aggressive policies of fiscal austerity under market pressure.  

The choice of the US government has allowed the US economy to be 
restructured under an accommodative monetary and fiscal policy. On the 
other hand, however, this approach has also resulted in a significant increase 
of US public deficit, close to 10% and 9% of GDP in 2009 and 2010 
respectively. In terms of public debt, it increased to more than 60% of GDP 
compared to 50% of GDP before the crisis. The US austerity has to come 
sooner or later given the persisting fears on the stability of the Euro zone 
debt. As expected, the Obama administration has recently proposed its new 
budget for the fiscal year of 2012 covering various austerity measures aiming 
to reduce public expenditure. It should be finalized by June. The major 
measures are as follows. 

• Freeze discretionary non-military spending over five years 

• Freeze federal civilian worker pay for two years 

• Cut or consolidate numerous public programs  

• Reduce military spending 

This report examines the current state of US public finance characterized by 
a higher than expected deficit in 2011 due to delay of consolidation efforts. 
The proposed austerity measures, covering only 12% of total public 
expenditure, reflect a soft approach for tackling the debt problem. The mild 
austerity and absence of tax hikes reveal the confidence of US government 
in the capacity of the US economy to create enough wealth to ensure fiscal 
revenues. The strategy of the US government continues to focus on fostering 
growth potential in investing in new energy, infrastructures and education. 
The proposed reform on Freddie Mac and Fannie Mae reveals the will of the 
US government to gradually exit its housing policy post crisis. In our view, the 
US debt is to remain sustainable in the short- and medium-terms. In the long-
term, if the US authorities do not become more aggressive in tackling 
budgetary issues fundamentally, its debt might be exposed to much more 
pressure from the market triggering a possibly continuous increase in the 
long-term interest rates. 
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Disclaimer 

This research report is for information purposes only and should not be construed as an offer to sell or the solicitation of an offer to buy or sell any 

securities in any jurisdiction. The securities referred to in this report may not be eligible for sale in some jurisdictions. The information contained in this 

report has been compiled by CITIC Securities Brokerage (HK) Limited (formerly known as CITIC Capital Securities Limited)  ("CSBHK") from sources that 

it believes to be reliable and (subject to the next paragraph) the opinions, analysis, forecasts, projections and expectations contained in this report are 

based on such information and are expressions of belief only and no representation, warranty or guarantee is made or given by CSBHK or any other 

person as to its accuracy or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of CSBHK 

as of the date of this report only and are subject to change without notice. Neither CSBHK nor its parent and affiliates accept any liability whatsoever for 

any direct or consequential loss arising from any use of material contained in this report or otherwise arising in connection therewith.  

The research analyst(s) primarily responsible for the preparation of this research report confirms that (i) all of the views expressed in this research 

report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (ii) that no part of his or her recommendation 

was, is or will be, directly or indirectly, related to the specific recommendations or views he or she expressed in this report. 

Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investor. The value of or income from 

any investment referred to herein may fluctuate and be affected by changes in exchange rate. Past performance is not indicative of futures results. This 

report does not take into account the investment objectives, financial situation or particular needs of any particular person. Investors are expected to 

make their own investment decision without relying on this publication. Before acting on any advice or recommendation in this report, clients are 

recommended to consider seeking professional advice. 

CSBHK, its parent and/or affiliates and their respective officers, directors and employees, including persons involved in the preparation or issuance of 

this report, may from time to time (1) have a consulting, investment banking or broking relationship with any company referred to in this report; and (2) 

have provided significant advice or investment services to the companies referred to in this report. One or more directors, officers and/or employees of 

CSBHK, its parent and/or its affiliates may be a director of the issuers of the securities mentioned in this report. 

If this report is being distributed by a financial institution other than CSBHK or its affiliates, that financial institution is solely responsible for 

distribution.  Clients of that institution should contact that institution to effect a transaction in the securities mentioned in this report or require further 

information.  This report does not constitute investment advice by CSBHK to the clients of the distributing financial institution, and neither CSBHK, its 

parent, its affiliates, and their respective officers, directors and employees accept any liability whatsoever for any direct or consequential loss arising from 

their use of this report or its content. 

This research report is strictly confidential to the recipient and is not intended for persons in places where the distribution or publication of this report 

is not permitted under the applicable laws or regulations of such places. 

This research report may not be reproduced, distributed or published by any person for any purpose without the prior consent of CSBHK. All rights 

are reserved.  

No part of the analyst compensation was, is or will be directly related to the specific recommendations or views contained in this research report. 

Further information on the securities discussed in this report is available upon request. 

 

Investment rating system 

Performance of stock or sector relative to MSCI-China over next 6 months after research publications 

  Rating Remark 

Buy Relative performance over MSCI-China Index >20% 

Overweight Relative performance over MSCI-China Index 5% ~ 20% 

Hold Relative performance over MSCI-China Index -10% ~ 5% 

Sell Relative performance over MSCI-China Index > -10% 

Stock rating 

NR Not rated 

Outperform Relative performance over MSCI-China Index >10% 

Neutral Relative performance over MSCI-China Index -10% ~10% Sector rating 

Underperform Relative performance over MSCI-China Index > -10% 
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