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U.S. Fiscal Challenges: Growing Spotlight
on an Unsustainable Path
By Michael O’Keeffe, Chief Investment Officer
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For several years, my team and | have been discussing the increased debt across our economy
since the Great Recession, fueled in good part by low interest rates in the wake of that crisis. As
interest rates began rising in 2022, we have focused on the need for a Fiscal Transition, or the
idea that participants in our economy — most notably the U.S. government — must adjust their
use of debt going forward, improving their fiscal practices. In this Sight|Lines, we discuss how
industry leaders are expressing these concerns, the political dynamic driving the worrisome
Fiscal Trajectory, and the implications for individual investors when the problem comes to a
head in the future.

THE TAKEAWAY: AN UNCHECKED FISCAL TRAJECTORY WILL SPELL TROUBLE

Our Fiscal Trajectory is on an alarming path, and more and more industry leaders are calling for

an increased focus on the problem. In summary:
e U.S. government debt has grown significantly, with the cost of that debt — the interest
payments — eating into the government’s discretionary spending.

e (Congress is debating the incremental costs of the latest omnibus tax-and-spending
proposal, but the trajectory — with or without tax cuts — is unsustainable.

e Various industry leaders, including Jamie Dimon and Warren Buffett, are calling for a
focus on the problem.

e The necessary fiscal discipline is described as politically unappealing, raising the
question of what would have to happen to bring the needed change into focus.

e Perhaps recognizing that the U.S. taxpayer ultimately owes the debt will help.

e |[fthe U.S. ever defaults on its debt, individual investors may be severely impacted.
e Asignificant increase in taxes to try to solve the problem will impact individuals too.
e Some talk about “printing” money to pay off the debt, but that will fuel inflation.

e We believe the problem can be solved with government attention within the next
five years.
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IN-DEPTH: UNLESS OUR GOVERNMENT CHANGES OUR FISCAL TRAJECTORY, INVESTORS
WILL EXPERIENCE TROUBLE - LOWER VALUES AND/OR INFLATION - DOWN THE ROAD

U.S. debt and interest rates have risen in recent years, and our Fiscal Trajectory is on an alarming path, with more
and more industry leaders calling for an increased focus on the problem. Going deeper:

e U.S. government debt and the cost of debt have grown significantly:
o The debt has grown from $9 trillion in 2006 to $36 trillion today.
o The cost of debt — interest payments — equal about 50% of the remaining discretionary budget.
e Both sides of Congress’ debate on tax and spending are unsustainable:
o Congressional Budget Office forecasts considering the latest tax bill project debt to be around
$61 trillion in 2034, but without the proposed tax cuts the level is estimated to be $56 trillion.
O Both are at alarming levels.
e Various industry leaders are calling for greater focus on the problem:
o Jamie Dimon (JPMorgan Chase) — “The rising U.S. national debt is a ... a real problem. ... | don’t
know if it’s six months or six years, but one day, the bond markets will crack.”
o Warren Buffett (Berkshire Hathaway) — “We’re operating at a fiscal deficit that is unsustainable
over a very long period of time.”
e The necessary fiscal discipline is described as politically unappealing:
o Elected officials don’t focus on meaningful change, and many industry leaders describe investor
pain — an erosion in portfolio value — as a potential catalyst for them to refocus.
o Government debt is U.S. taxpayer debt — maybe an increased understanding of this will help.
e The “math” of the problem is in some ways simple: we must either raise taxes, cut spending, “print
money,” default on the debt, or grow GDP to solve the debt problem:
o As mentioned, cutting spending remains politically unappealing...for now.

o Asignificant increase in taxes can help to solve the problem but impacts individuals.
o Some talk about “printing” money to pay off the debt, but that will fuel inflation.
o AU.S. default will severely impact individual investors, as we all are invested in these bonds.
o We believe the problem can be solved within the next five years with focus on:
* Significantly reduced government spending.
* Increased tax revenues through economic growth supported by regulatory changes and
balanced tax policies that protect revenue but support private investment.
CONCLUSION

My team and | remain focused on the increasing U.S. government debt. Our country is on an unsustainable Fiscal
Trajectory, in need of a Fiscal Transition to improve its fiscal practices. More and more industry leaders are
expressing these concerns, and yet the political dynamic driving this trajectory seems unchanging. Absent a shift
toward improvement, individual investors should expect to see a decline in their investment portfolios, increased
inflation, or both, sometime down the road. The questions are, when and how much?
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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.

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. Investing involves risks, including the possible loss of principal
invested. Past performance is no guarantee of future results. The Standard & Poor’s 500 index is a capitalization-weighted index that is generally considered
representative of the U.S. large capitalization market. 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. VIXis 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. Index returns include the reinvestment of dividends but do not include adjustments for brokerage, custodian, and
advisory fees.
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