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WHAT’S NEXT?
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Subscribe to receive our latest market and economic
updates.

The One-Two Punch With Higher Federal Debt

In this month’s market update, we discussed the Fed’s higher-for-longer approach to rates, union strikes, the ever-looming path
of inflation, and the state of U.S. government finances.

U.S. Government Finances

We discussed yields in fixed income markets during our update, and government finances always matter when investors study
fixed income. The potential government shutdown on October 1, 2023 is in large-part a debate over the federal debt level. As
shown in Figure 1, the current federal debt as a percentage of GDP is close to World War Il levels and projected to move higher.
While levels were already on an upward path, the pandemic pushed the federal debt even higher.

Why is that sharp increase potentially a problem? Figure 2 shows federal debt maturing by year. In the next three years, 49%
of outstanding federal debt matures and must be refinanced at prevailing interest rates, which are very much on the
rise. As Figure 3 shows, both the government’s weighted average cost of debt and the net interest cost as a percentage of tax
revenues are on the rise. In other words, federal government borrowing costs and interest expenses are increasing at
the same time as federal debt.

Figure 1:

US Federal Debt % of GDP
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Figure 2: Figure 3:

US Federal Debt Maturity Distribution By Year Net Interest Cost & Weighted Average
Cost of Marketable Debt
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The views expressed are those of the author(s) at the time of writing and are subject to change without notice. First
Citizens does not assume any liability for losses that may result from the information in this piece. This is intended for
general educational and informational purposes only and should not be viewed as investment advice or recommendation
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Your investments in securities, annuities and insurance are not insured by the FDIC or any other federal government
agency and may lose value. They are not a deposit or other obligation of, or guaranteed by any bank or bank affiliate and
are subject to investment risks, including possible loss of the principal amount invested. Past performance does not
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