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Quick Take - Washington Research: The Debt Ceiling Deal 
Reached…Now Comes the Hard Part 

Highlights 

 As we projected, the debt ceiling debate has gone practically all the way to the brink – but President 
Obama reached agreement with Congressional leaders last night on a multi-step deficit-reduction 
package expected to total $2.4 trillion over 10 years, to be accompanied by nearly matching increases in 
what is now a $14.294 trillion limit on the nation's borrowing authority. The announcement by President 
Obama came at 8:40 PM EST, in time to spark a rally in Asian markets. 

 The deal still needs to be sold to wary Republican and Democratic rank-and-file members, passed by 
both the House and Senate and sent to President Obama's desk for his signature in time for Tuesday's 
deadline.  

 But last night's agreement makes it almost certain the U.S. will not default on its obligations this 
week; preserving its pristine AAA credit-rating, however, may be another story as $2.4 trillion falls 
well short of the $4 trillion standard cited by Standard & Poor's last month. The fact that much of 
where the cutting will fall is still unspecified may be another black mark against the package. 

 Timing:  

 The Senate and House are expected to each vote on the package as early as today, which would send 
the legislation to President Obama's desk for his signature in time to head off default. However, that 
remains an extremely ambitious timeframe, and as of late Sunday, pen still hadn't been put to paper on 
final legislative text to be made publicly available. If necessary, Congressional leaders were holding 
out the possibility of a very short-term increase in borrowing authority to get through the end of the 
week if the process takes longer than expected to play out. 

 There is still much work to be done to see this measure over the goal line before the Treasury 
Department's borrowing authority lapses on Tuesday. Initial reports suggest that many Members of 
Congress on both sides of the aisle have concerns about the deal – some Republicans think it does not 
cut spending enough, others think it cuts too much from defense; many Democrats believe the lack of 
tax revenues in the deal puts greater pressure on domestic spending and social programs.  

 The final deal appears to give Republicans much of what they wanted: 1) Spending cuts equal to or 
greater than the amount of debt ceiling headroom granted; and 2) no tax increases. In concessions to 
Obama and Democrats in Congress, the agreement: 1) paves the way for at least $2.1 trillion in 
additional debt ceiling headroom, with Congress ultimately unable to block it, and 2) requires defense 
to shoulder a large part of the spending cuts, protecting domestic programs like Medicare from deeper 
reductions. 

 House Speaker John Boehner (R-OH), who outlined the agreement to his GOP Conference at 8:30 PM 
EST last night, can't afford to lose more than 119 House Republicans on the vote in order to maintain a 
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threshold that a "majority of the majority" in the House supported the bill; there are 240 Republicans in 
the House.  

 If Boehner were indeed to lose upwards of 100 Republicans on the vote, he would need to make it up 
with 80+ Democrats – and House Minority Leader Nancy Pelosi (D-CA) was reported to have expressed 
disappointment with the deal yesterday. Many of the 78 members of the Congressional Progressive 
Caucus, for instance, were expected to oppose the deal; if all 78 voted 'no,' that would leave a pool of 
only 119 Democrats from which to get to the 218 margin needed for victory. 

 So while we still expect a strong bipartisan vote in the Senate, where Majority Leader Harry Reid (D-
NV) and Minority Leader Mitch McConnell (R-KY) negotiated much of the deal together, all eyes will 
be on the House where the sledding is expected to be rougher. 

 What the deal looks like- 

Stage One: 

 Down payment. An initial "down-payment" totaling $917 billion in spending cuts over 10 years, 
capping the rate of growth of discretionary spending programs funding about 45% of the federal 
government's day-to-day expenses. This category includes defense spending, which would be subject 
to about $350 billion of the proposed cuts over 10 years, not counting savings associated with winding 
down the troop presence in Iraq and Afghanistan. The package would also maintain the current 
maximum $5,550 Pell Grant for low-income undergraduate students, offset by reductions in student 
loan subsidies for graduate students. 

 Debt limit increase. An initial $400 billion boost in Treasury borrowing authority is granted, 
estimated to last through September 2011. At this point Obama would be authorized to request another 
$500 billion, estimated to last until February 2012. However Congress could vote on a "resolution of 
disapproval" to deny this second installment, which Obama could veto and Congress would likely be 
unable to override. 

Stage Two:  

 Joint committee. A joint committee of Members of Congress (made up of 12 lawmakers, equally 
divided between House and Senate, Democrat and Republican) would be charged with developing a 
package of at least $1.5 trillion in additional deficit-reduction measures by November 23, 2011, and 
guaranteed an up-or-down vote in both the House and Senate before December 23. Nothing would be 
off the table in these discussions, including additional tax revenues or reductions in entitlement 
programs – however, Republicans have successfully included a mechanism that effectively precludes 
any net tax increases from being part of this package. That means the entire $1.5 trillion would most 
likely have to come from spending cuts. 

 "Trigger" fail safe plan. If the joint committee does not come up with at least $1.2 trillion in 
spending cuts, then government programs with some exceptions would be subject to across-the-board 
cuts equal to the difference between the committee's recommendations and $1.2 trillion. So if the joint 
committee deadlocked and produced no bill, then $1.2 trillion in across-the-board cuts would kick in; 
if the joint committee came up with only $600 billion, then another $600 billion would be cut across 
the board. Across-the-board cuts would be divided equally between defense and non-defense spending. 
Cuts would only take effect beginning in fiscal 2013. 

 Exceptions – Social Security, veterans' benefits, federal civilian and military worker pay, 
unemployment insurance, Medicare benefits and programs affecting low-income individuals and 
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families such as Medicaid, Supplemental Security Income, and child nutrition would be exempt 
from across the board cuts. Also, cuts in payments to Medicare providers and insurance plans would 
be capped at 2% of overall program costs, which under current projections is equal to no more than 
about $150 billion over 10 years. 

 Debt limit increase. At this point the nation's borrowing authority would be increased by the amount of 
spending cuts agreed to by the joint committee, or imposed across the board – at least $1.2 trillion in 
additional headroom and up to $1.5 trillion or more. Whatever the amount, it would again be subject to 
a "resolution of disapproval," which is unlikely to be successful due to the President's veto authority. 

 Balanced Budget Amendment. In addition to the above steps, the deal also requires both the House 
and Senate to vote on a balanced budget amendment to the Constitution at some point between 
October 1 and the end of 2011. In contrast to the original Boehner House bill, which he struggled to 
pass for several days last week, it would not require the amendment to actually be sent to the states for 
ratification, however. In lieu of the joint committee being able to produce a spending-cuts package, 
however, passage of a balanced budget amendment that is actually sent to the states would enable the 
President to raise the debt ceiling by another $1.2 trillion without the threat of across-the-board cuts; 
this, however, is unlikely to occur. 

 Key Takeaways/What to Watch: 

 Overall, as we said earlier this deal appears tilted towards Republican objectives in the bargaining 
process, largely as a result of Tea Party-backed members drawing a firm line in the sand. This 
represents a continuation of a theme we saw with the fiscal 2011 budget debate this spring that led 
almost to a government shut-down, and even further back to the December 2010 deal to extend the 
Bush-era tax cuts for upper-income earners. Republicans have now clearly pulled Obama into the 
austerity camp on spending, and Democrats were still unable to wrangle any new tax revenues out 
of this deal, despite having control of the Senate and White House. Spending cuts will be historic if 
not unprecedented, and the battle will continue this fall and likely throughout the 2012 election 
cycle as well. 

 It remains to be seen whether this apparent capitulation will backfire this week if it costs the votes of 
Democrats in the House who will likely be needed to offset GOP losses. However, Obama still does 
have one ace up his sleeve that his aides repeated throughout the day Sunday as rumors of the 
agreement leaked out: he can veto an extension of the Bush tax cuts for high earners when they come 
up again for a vote in late 2012. This is still a lever to force action on a comprehensive overhaul of 
the tax code before the end of next year, including lower rates for individuals and corporations and 
a thinning out of various deductions, credits and exclusions. The White House is hoping Obama can 
use this threat to get Democrats on board, but as the old proverb says: Fool me once… 

 



 

 

Disclosure Appendix 
 

References to "Bernstein" relate to Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, and Sanford C. Bernstein, a unit of 
AllianceBernstein Hong Kong Limited, collectively. 

References to “MSI” relate to McBee Strategic Insight, LLC and McBee Strategic Consulting, LLC, collectively. 

Content provided herein by MSI has been prepared for informational purposes only and is not to be construed as a solicitation or 
recommendation by MSI that you take or forego any action.  The material provided by MSI should not be the sole basis for any 
investment decision.  MSI does not provide financial, investing, tax, legal, or accounting advice, and the information provided by MSI is 
not and should not be construed as an analysis of any security or issuer.   

The content prepared by MSI is based upon public information that MSI considers reliable, however, MSI has not verified this 
information and does not represent that this material is accurate, current, or complete or endeavor to update or correct information 
contained herein, and it should not be relied upon as such.  Opinions, where and when expressed, are subject to change without 
notice.  

MSI, and its affiliates, officers, directors and employees, including persons involved in the preparation or issuance of information 
provided herein by MSI, may from time to time represent clients who seek to advance views that are expressed herein, or clients who 
seek to advance views that are contrary to opinions expressed herein.  Information relating to the same topics covered in this material 
may have been distributed previously by MSI or its affiliates to their clients, and additional information related to these topics may have 
been or may be provided by MSI or its affiliates to their clients. Officers, directors and employees of MSI may from time to time make 
personal contributions to the campaigns of political officeholders mentioned herein, or represent clients who make such campaign 
contributions.  Persons or entities mentioned in these materials, if any, may be clients of MSI and pay fees to it.  All MSI lobbying 
clients are publicly disclosed under the Lobbying Disclosure Act, 2 U.S.C. § 1605 and can be found on the following federal 
government database by searching “McBee” as the registrant; http://disclosures.house.gov/ld/ldsearch.aspx.  A representative client 
list can also be found at www.mcbeestrategic.com. 

Content provided by MSI is on an “as is” basis.  The user assumes the entire risk of any use made of this information.  MSI, its 
affiliates, officers, directors and employees hereby expressly disclaim all warranties of originality, accuracy, completeness, 
merchantability or fitness for a particular purpose with respect to any of this information.  Without limiting any of the foregoing, in no 
event shall MSI, or any of its affiliates, officers, directors or employees have any liability for any damages of any kind. 

This material is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in 
any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or 
regulation, or that would subject MSI or any of its affiliates, officers, directors or employees to any registration or licensing requirement 
within such jurisdiction. 

This document may not be passed on to any person in the United Kingdom (i) who is a retail client (ii) unless that person or entity 
qualifies as an authorised person or exempt person within the meaning of section 19 of the UK Financial Services and Markets Act 
2000 (the "Act"), or qualifies as a person to whom the financial promotion restriction imposed by the Act does not apply by virtue of the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, or is a person classified as an "professional client" for the 
purposes of the Conduct of Business Rules of the Financial Services Authority. 

To our readers in the United States: Sanford C. Bernstein & Co., LLC is distributing this publication in the United States and accepts 
responsibility for its contents. Any U.S. person receiving this publication and wishing to effect securities transactions in any security 
should do so only through Sanford C. Bernstein & Co., LLC. 

To our readers in the United Kingdom: This publication has been issued or approved for issue in the United Kingdom by Sanford C. 
Bernstein Limited, authorised and regulated by the Financial Services Authority and located at Devonshire House, 1 Mayfair Place, 
London W1J 8SB, +44 (0)20-7170-5000. 

To our readers in member states of the EEA: This publication is being distributed in the EEA by Sanford C. Bernstein Limited, which 
is authorised and regulated in the United Kingdom by the Financial Services Authority and holds a passport under the Markets in 
Financial Instruments Directive. 

To our readers in Hong Kong: This publication is being issued in Hong Kong by Sanford C. Bernstein, a unit of AllianceBernstein 
Hong Kong Limited. AllianceBernstein Hong Kong Limited is regulated by the Hong Kong Securities and Futures Commission. 

To our readers in Singapore: This publication is being distributed in Singapore by AllianceBernstein (Singapore) Ltd. (Company 
Registration No. 199703364C), only to accredited investors or institutional investors, as defined in the Securities and Futures Act 
(Chapter 289).  Recipients in Singapore should contact AllianceBernstein (Singapore) Ltd. in respect of matters arising from, or in 
connection with, this publication.  AllianceBernstein (Singapore) Ltd. is regulated by the Monetary Authority of Singapore and located 
at 30 Cecil Street, #28-01 Prudential Tower, Singapore 049712, +65-62304600. 

To our readers in Australia: Sanford C. Bernstein & Co., LLC and Sanford C. Bernstein Limited are exempt from the requirement to 
hold an Australian financial services licence under the Corporations Act 2001 in respect of the provision of the following financial 
services to wholesale clients: 

 providing financial product advice; 

 dealing in a financial product; 



 

 

 making a market for a financial product; and 

 providing a custodial or depository service. 

Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited and AllianceBernstein Hong Kong Limited are regulated by, 
respectively, the Securities and Exchange Commission under U.S. laws, by the Financial Services Authority under U.K. laws, and by 
the Hong Kong Securities and Futures Commission under Hong Kong laws, all of which differ from Australian laws. 

One or more of the officers, directors, or employees of Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, Sanford C. 
Bernstein, a unit of AllianceBernstein Hong Kong Limited, and/or their affiliates may at any time hold, increase or decrease positions in 
securities of any company mentioned herein. 

Bernstein or its affiliates may provide investment management or other services to the pension or profit sharing plans, or employees of 
any company mentioned herein, and may give advice to others as to investments in such companies. These entities may effect 
transactions that are similar to or different from those recommended herein. 

Bernstein Research Publications are disseminated to our customers through posting on the firm's password protected website, 
www.bernsteinresearch.com. Additionally, Bernstein Research Publications are available through email, postal mail and commercial 
research portals. If you wish to alter your current distribution method, please contact your salesperson for details. 

Bernstein and/or its affiliates do and seek to do business with companies covered in its research publications. As a result, investors 
should be aware that Bernstein and/or its affiliates may have a conflict of interest that could affect the objectivity of this publication. 
Investors should consider this publication as only a single factor in making their investment decisions. 

This publication has been published and distributed in accordance with Bernstein's policy for management of conflicts of interest in 
investment research, a copy of which is available from Sanford C. Bernstein & Co., LLC, Director of Compliance, 1345 Avenue of the 
Americas, New York, N.Y. 10105, Sanford C. Bernstein Limited, Director of Compliance, Devonshire House, One Mayfair Place, 
LondonW1J 8SB, United Kingdom, or Sanford C. Bernstein, a unit of AllianceBernstein Hong Kong Limited, Director of Compliance, 
Suite 3401, 34th Floor, One IFC, One Harbour View Street, Central, Hong Kong. 

 

 

 

 

Copyright 2011, Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, and AllianceBernstein Hong Kong Limited, subsidiaries of AllianceBernstein L.P. ~ 1345 Avenue of the 
Americas ~ NY, NY 10105 ~ 212/756-4400. All rights reserved. 

This publication is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of, or located in any locality, state, country or other jurisdiction where such distribution, publication, 
availability or use would be contrary to law or regulation or which would subject Bernstein or any of their subsidiaries or affiliates to any registration or licensing requirement within such jurisdiction. This publication is based upon 
public sources we believe to be reliable, but no representation is made by us that the publication is accurate or complete. We do not undertake to advise you of any change in the reported information or in the opinions herein. 
This publication was prepared and issued by Bernstein for distribution to eligible counterparties or professional clients. This publication is not an offer to buy or sell any security, and it does not constitute investment, legal or tax 
advice. The securities of the companies, if any, referred to herein may not be suitable for you. Investors must make their own investment decisions in consultation with their professional advisors in light of their specific 
circumstances. The value of investments may fluctuate, and investments that are denominated in foreign currencies may fluctuate in value as a result of exposure to exchange rate movements. Information about past 
performance of an investment is not necessarily a guide to, indicator of, or assurance of, future performance. 


