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How Long Can This Go On? 

U.S. government debts may set new records, but investors should focus more on borrowing 

costs and growth rates. 
 

Th ere is no good time for a pandemic, but for the U.S. economy there are bad times and there are really bad 

t imes. If you want to feel a chill down your spine, just imagine “COVID-2008,” with a housing meltdown 

a n d a banking crisis on top of the lockdown and recession. Or consider the terror of “COVID-1980,” with 

in flation hitting 14% and the Fed’s tools severely restricted. 

 

Th ese are more than haunting visions that trigger an investor’s cold sweat; they are useful reminders of why 

ev en a few years of large U.S. deficits should—should—still be affordable. As any banker will confirm, the 

lev els of a borrower’s debt are less important than the affordability of the debt. And affordability for the 

w orld’s largest economy depends as much on interest rates staying low as it does on America’s business 

m odel delivering more growth and innovation than its advanced economy peers. 

 

Fir st, some numbers. The federal budget deficit may hit 25% of GDP this year depending on the size of the 

n ext stimulus packages to get through Congress, rivaling the levels during World War II.  Overall debt held 

by  the public may jump another 20%, also matching wartime highs. 

 

DEBT TO GDP (%) 

Source: Bloomberg and Bank of England and IMF. As of July 23, 2020. 
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https://www.reuters.com/article/us-health-coronavirus-usa-budget/u-s-deficit-to-soar-to-record-3-8-trillion-in-2020-budget-watchdog-group-says-idUSKCN21V1TA
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Bu t  debt as a share of the economy will not drop nearly as fast as it did in the 1950s and 1960s because 

g r owth will be slower and budgets won’t balance. We also entered this crisis with a structural budget deficit 

n ear 5% of GDP, and neither Republicans nor Democrats are running on reducing it anytime soon. Ev en 

a fter pandemic costs are addressed, the United States faces large bills ov er the next decade to rebuild 

cr eaking infrastructure, cover health and retirement costs of an ageing population and mitigate the effects of 

climate change. 

 

U.S. DEFICIT TO GDP (%)  

Source: Bloomberg. As of July 23, 2020.  

 

A n investor holding U.S. bonds may reasonably ask, “how long can this go on?” The base case should be that 

th e United States may well sustain these debt levels for a long time. There may be higher risks and a drag on 

g r owth, but the chance of ignominious defaults or cascading bankruptcies is likely low.  

 

Some prominent economists have warned that countries face a potential crisis when debt exceeds 90% of 

GDP, citing “eight centuries” of case studies. Others point to Japan, where debt surpassed the size of the 

economy in the mid-1990s and is now closing in on 250% of GDP, as an example of what is possible in a 

country with large domestic savings.  

“The federal budget deficit may hit 25% of GDP this year depending on the size of 

the next stimulus packages to get through Congress, rivaling the levels during 

World War II. Overall debt held by the public may jump another 20%, also 

matching wartime highs.” 

Most  important for sustainability, of course, are low borrowing costs. In fact, for all its new borrowing 

through the crisis, the federal government’s interest payments were actually lower in the first nine months 

of th is fiscal year (October 2019 through June 2020) than they were a year earlier as bond yields fell.  

 

Ra tes will rise as the economy recovers, but there is little reason to believe they will spike sharply. This is the 

silv er lining to “secular stagnation” from the combined headwinds of technology, globalization, 

demographics and more. Low growth and low returns have delivered what Sebastian Mallaby of the Council 
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https://www.crfb.org/papers/debunking-debt-myths-covid-economy
https://www.cbo.gov/system/files/2020-03/51118-2020-03-budgetprojections.xlsx
https://press.princeton.edu/books/paperback/9780691152646/this-time-is-different
https://www.brookings.edu/policy2020/votervital/how-worried-should-you-be-about-the-federal-deficit-and-debt/
http://larrysummers.com/2016/02/17/the-age-of-secular-stagnation/
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on  Foreign Relations calls the “Age of Magic Money,” in which some large governments and their central 

ba nks can spend their way out of crises with little fear of inflation taking root. 

 

 DEBT SERVICE COSTS (NSA) 

Source: Fred Data. As of July 23, 2020.  

Note: Data only extends to December 31, 2019. 

 

Bu t  it’s not just the cost of the debt that must remain low ov er the next decade. Crucially, it is trust in the 

borrower’s ability to repay. The math is not that challenging. If the economy gets back to just 1.5% growth, 

w hich is the low end of most forecasts, and the Fed delivers inflation close to its 2% target, nominal GDP 

g r owth would be 3.5%. If net borrowing costs remain at 1 .5%, the debt ratio should shrink by about 2% per 

y ear.  

 

If bor rowing costs rise a little, then nominal growth will be higher, too. The greater immediate risk is that 

th e Fed and Congress take their feet off the pedal before growth is firmly entrenched, but for now we’ll have 

to take Jay Powell at his word that he is “not thinking about thinking about” raising rates. 

 

Bey ond ability to repay, of course, America’s willingness to repay remains crucial, too. This may sound far-

fetched after yet another crisis during which global investors flocked into dollar assets as the safest port in 

th e storm. Amid the increasingly polarized election debate, it’s often easy to overlook the trustworthiness of 

bor ing legal and regulatory institutions. It’s also easy to forget the U.S.  record of dynamism and innovation 

continue to deliver better long-term results than other advanced economies. 

 

Recall that the United States lost its AAA rating from Standard & Poor’s in 2011 largely because of political 

dy sfunction. Market confidence may be far more vulnerable to legal and regulatory institutions becoming 

politicized, election results that look tainted and a political class that ignores global responsibilities.  

 

Th ese are the trends that should worry investors far more than the size of this year’s deficit or next year’s 

debt. 
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https://www.foreignaffairs.com/articles/united-states/2020-05-29/pandemic-financial-crisis
https://econofact.org/how-will-we-pay-back-the-federal-debt
https://www.bbc.com/news/world-us-canada-14428930#:~:text=One%20of%20the%20world's%20leading,citing%20concerns%20about%20budget%20deficits.
https://www.bbc.com/news/world-us-canada-14428930#:~:text=One%20of%20the%20world's%20leading,citing%20concerns%20about%20budget%20deficits.
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Barings is a $327+ billion* global financial services firm dedicated to meeting the evolving investment and capital needs of our clients 

and customers. Through active asset management and direct origination, we provide innovative solutions and access to differen tiated 

opportunities across public and private capital markets. A subsidiary of MassMutual, Barings maintains a strong global presence with 

business and investment professionals located across North America, Europe and Asia Pacific.  

 

IMPORTANT INFORMATION 

A ny forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change without 

n ot ice, dependent upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely 

per formance. Investment involves risk. The value of any investments and any income generated may go down as well as up and is not 

g uaranteed by Barings or any other person. PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE 

RESULTS. Any investment results, portfolio compositions and or examples set forth in this document are provided for illustrative 

pu rposes only and are not indicative of any future investment results, future portfolio composition or investments. The composition, size 

of,  and risks associated with an investment may differ substantially from any examples set forth in this document. No representation is 

m ade that an investment will be profitable or will not incur losses. Where appropriate, changes in the currency excha nge rates may affect 

th e value of investments. Prospective investors should read the offering documents, if applicable, for the details and specif ic risk factors of 

a ny Fund/Strategy discussed in this document. 

 

Ba r ings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its global affiliates. Barings 

Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings Japan Limited, Ba ring Asset 

Ma nagement Limited, Baring International Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers 

(Ir eland) Limited, Baring Asset Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland Sarl, 

a n d Baring Asset Management Korea Limited each are affiliated financial service companies owned by Barings LLC (each, individually, an 

“ Affiliate”). 

 

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any financial 

in strument or service in any jurisdiction. The material herein was prepared without any consideration of the investment objectives, 

financial situation or particular needs of anyone who may receive it. This document is not, and must not be treated as, investment advice, 

a n  investment recommendation, investment research, or a recommendation about the suitability or appropriateness of any security, 

commodity, investment, or particular investment strategy, and must not be construed as a projection or prediction. 

 

Un less otherwise mentioned, the views contained in this document are those of Barings. These views are made in good faith in relation to 

th e facts known at the time of preparation and are subject to change without notice. Individual portfolio management teams may hold 

different views than the views expressed herein and may make different investment decisions for different clients. Parts of this document 

m ay be based on information received from sources we believe to be reliable. Although every effor t is taken to ensure that the information 

contained in this document is accurate, Barings makes no representation or warranty, express or implied, regarding the accuracy, 

completeness or adequacy of the information.  

 

A ny service, security, investment or product outlined in this document may not be suitable for a prospective investor or available in their 

ju risdiction.  
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