
  

 

 

As my team and I analyze the current environment to make sense of market performance and develop views 
looking forward over the short, medium, and long term, we often focus on various topics individually that, taken 
together, provide further insight.  We recently discussed four headwinds negatively affecting stocks, including 
higher rates and political debate around spending.  This followed articles on the new higher rate regime, the U.S. 

government’s fiscal challenges, and the related implications of a downgrade in U.S. government debt.  Finally, our 
most recent Investment Strategy Brief includes a discussion on the buildup of debt since the Great Recession. 

In this Sight|Lines, we discuss various fiscal forces that, taken together, could spell trouble. 

THE TAKEAWAY:  MORE DEBT AND HIGHER RATES MEANS FISCAL DISCIPLINE IS NEEDED. 
With increased debt and higher rates, a change in fiscal practices is coming.  In summary: 

• The combination of household, non-financial corporate, and U.S. government debt has increased $36 
trillion since the Great Recession. 

• Data and investor sentiment are signaling we may well be in a higher rate regime, significantly increasing 
the cost of this higher debt going forward. 

• Market forces will drive businesses to adjust how they manage debt, with fiscally weak companies failing, 
and strong companies potentially thriving. 

• Consumers will be forced to manage debt more carefully, with the increase in loan defaults and individual 
bankruptcies causing pain for some individuals and potentially slowing the economy. 

• Political debate will continue, with fiscal topics like spending, deficits, and debt coming more into focus. 

• All told, market forces appear to be guiding us toward an important fiscal transition for all three of the 

players in our economy – the consumer, businesses, and our government. 

We remain optimistic that as a country we’ll get through this fiscal transition stronger.  But how much pain will we 

experience through the process, and when? 

IN-DEPTH:  DEBT HAS INCREASED MEANINGFULLY, AND WE’RE IN A HIGHER RATE REGIME, 
TOGETHER SETTING US ON A COURSE FOR AN IMPORTANT FISCAL TRANSITION. 

When interest rates were low, debt increased meaningfully.  Now that interest rates are rising, fiscal discipline is 

needed.  We expect to see a fiscal transition across all three segments of our economy.  Going deeper: 

• Since the Great Recession, debt levels have increased: 

o U.S. household debt has grown from $12 trillion to $17 trillion, an increase of $5 trillion. 
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o U.S. non-financial corporate debt has risen from $6 trillion to $13 trillion, up $7 trillion.

o U.S. government debt has increased from $9 trillion to $33 trillion, a rise of $24 trillion.

• We’re in a higher rate regime, signaling that the cost of our debt will be rising:

o Today’s yield curve is signaling the 10-year Treasury yield could remain above 4.5% for decades.

o Investors in Treasury bonds are demanding higher yields for technical reasons (less demand as
the Federal Reserve is no longer buying bonds) and fundamental reasons (wanting compensation

for increased risk of fiscal mismanagement, as reflected in a downgrade of U.S. government debt).

o While much of our debt is fixed rate, as this debt matures and new debt is issued, the cost of debt
will rise given the higher market rate environment.

• Market forces will drive businesses to adjust how they manage debt:

o Companies unable to handle increased costs of debt will fail, causing pain for their employees
and investors.

o Strong companies that survive may be well positioned to compete, potentially thriving.

• Consumers’ fiscal management will come into further focus:

o People will have to better manage debt, with attention on earning income and/or spending less.

o Some will experience loan defaults and bankruptcy, causing further pain for these individuals.

o Lower spending will slow the economy, spreading some pain to other businesses and individuals.

o The federal government may provide some relief by, for example, canceling some student loans.
But arguably since this relief would be funded through an increased deficit, this simply shifts the

burden to the government, and therefore the U.S. taxpayers more broadly.

• Political discourse may well be shifting to a focus on fiscal discipline:

o The debt ceiling debate in May brought the increasing debt into focus.

o The risk of a government shutdown remains, as the most recent continuing resolution to keep the
government running expires in mid-November, bringing the topic back into focus.

o House Speaker Kevin McCarthy was removed in an action to “vacate the seat,” triggered by fiscal
debate among House Republicans, with some wanting less spending and more discipline.

o Fiscal discipline (less spending, higher taxes, and/or lower deficits) remains politically unpopular,
implying that the greatest pain may ultimately felt from the government’s fiscal transition.

CONCLUSION 

Market forces are bringing into focus the meaningful increase in debt over the last 15 years or so, with higher 
rates set to increase the cost of that debt.  Those same forces will guide businesses and consumers to adjust their 
debt management, with some pain along the way.  For our government, this process will take longer and create 
more pain.  But, we remain optimistic that as a country we’ll get through this fiscal transition stronger. 
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or 

statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein.  Opinions expressed are subject to change without 
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors.  There is no guarantee that the 

figures or opinions forecasted in this report will be realized or achieved.  Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, 
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within.  Past performance is no guarantee 

of future results.  Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index. 

Asset allocation and diversification do not ensure a profit and may not protect against loss.  There are special considerations associated with international 

investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility 
than investing in more developed countries.  Due to their narrow focus, sector-based investments typically exhibit greater volatility.  Small company stocks 

are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies.  Property values can 

fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies.  When 
investing in bonds, it is important to note that as interest rates rise, bond prices will fall.  The Standard & Poor’s 500 index is a capitalization-weighted index 

that is generally considered representative of the U.S. large capitalization market.  The S&P 500 Equal Weight Index is the equal-weight version of the widely 
regarded Standard & Poor’s 500 Index, which is generally considered representative of the U.S. large capitalization market.  The index has the same 

constituents as the capitalization-weighted S&P 500, but each company in the index is allocated a fixed weight of 0.20% at each quarterly rebalancing.  The 

Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ.  
The DJIA was invented by Charles Dow back in 1896.  The MSCI EAFE index (Europe, Australasia, and the Far East) is a free float-adjusted market 

capitalization index that is designed to measure the equity market performance of developed markets, excluding the U.S. and Canada.  VIX is a 
trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the implied volatility of S&P 

500 index options. 
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