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• The U.S. budget deficit and federal debt are expected to  
grow continuously.

• Rising deficits, debt burdens and political gridlocks could limit 
lawmakers’ ability to respond if the economy stumbles.  

• While there are not signs of an imminent crisis, the United 
States faces the risk of an erosion in confidence.  

• Investors are ready to demand higher compensation for 
holding longer-term U.S. bonds. 

 
After briefly narrowing to $1.4 trillion in 2022, or about 
5.5% of the U.S. gross domestic product (GDP), the U.S. 
budget deficit for fiscal year 2023 widened to $1.7 trillion, 
or about 6.5% of GDP, according to the U.S. Congressional 
Budget Office (CBO). However, even without the $330 billion 
reduction in outlays for President Biden’s student-debt 
forgiveness plan that the U.S. Supreme Court invalidated 
with a decision in August 2023, the true deficit for 2023 is 
about $2 trillion, or more than 7% of GDP. At a time when 
unemployment is below 4%, that’s a very high budget deficit 
to run and a sign that something is wrong with U.S. fiscal 
policy. Typically, the budget deficit tends to narrow at the 
later stages of the business cycle, as tax revenues are strong 
and the government is not actively providing stimulus to the 
economy. Fiscal year 2023 is unusual in this respect, as 
the U.S. Treasury is dealing with providing funding for the 
administration’s programs and support for the war in Ukraine 
while also dealing with a significant increase in interest 
expenses because of the rise in rates over the past two years. 
Particularly alarming are the CBO forecasts that the 
sizeable U.S. budget deficit and debt are on course to 
rise continuously over the next decade and beyond. 

Why does a budget deficit matter? Persistently larger deficits 
add substantially to federal debt and increase interest 
payments on the debt. According to the CBO, federal debt 
held by the public will rise from 97% of GDP in 2022 to 98% 
in 2023. By 2029, debt is projected to climb to 107% of GDP, 

exceeding the historical peak of 106% reached in 1946, 
immediately after World War II. In 2053, the debt-to-GDP ratio 
is projected to soar to 181% and keep rising higher. These 
are very alarming numbers.  

Governments cannot run high budget deficits and escape 
any negative repercussions. Fitch Ratings downgraded the 
long-term U.S. Treasury debt rating from AAA+ to AA+ in 
August, citing the widening fiscal deficits, growing debt 
burden, and the debt-limit political standoffs as reasons  
for the downgrade. The downgrade followed the debt- 
ceiling standoff two months prior that brought the United 
States close to a technical default. Fitch is the second 
ratings agency to remove the United States’ top AAA 
rating, after Standard & Poor’s did so in 2011, following  
a similar standoff.  

The Treasury Department has been on a borrowing binge 
this year. To finance its deficit, it has issued a large amount 
of Treasury bills and coupon bonds throughout the 2023 
fiscal year at a much higher rate than it has historically. This 
is happening at a time when the U.S. Federal Reserve is 
letting bonds run off its balance sheet as part of quantitative 
tightening. In addition, as the U.S. deficit continues to grow, 
a large amount of supply will likely be coming in the next few 
years and at rates higher than historical levels and also amid 
waning foreign demand.  

So, deficits don’t matter, until they do. However, there are 
no signs of an imminent crisis, and U.S. Treasuries are still 
generally considered to be the safest government debt in 
the world. But reining in the deficit requires bipartisan 
compromise, which is increasingly important for a country 
like the United States that controls the world’s reserve 
currency and has a strong global standing. Continuously 
increasing budget deficits, accompanied by domestic political 
gridlocks, rattle the confidence investors have in a country’s 
ability to manage its long-term fiscal challenges. As a further 
complication, lawmakers might also feel their policy 
options will be more constrained if the economy stumbles.  
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Concerns about the U.S. fiscal outlook do threaten markets 
and the economy and prompt investors to demand higher 
term premia, that is, the additional compensation for the risk 
of holding long-term debt, even with U.S. debt, historically 
regarded as the safest. Both the term premium and low 
expectations for policy decisions have driven up yields this 
year. As a result, while Treasury bonds can continue to provide 
solid income, their ability to provide strong capital gains could 

be limited for a considerable period, barring an exogenous 
shock or a recession. 

Final word: Rising budget deficits, debt burdens and 
political standoffs underscore the U.S. long-term fiscal 
challenges. That could prompt investors to settle on a higher 
term premium over time for the risk of holding long-term 
government debt. 

DISCLOSURES  
An investment in Exchange Traded Funds (ETF), structured as a mutual fund or unit investment trust, involves the risk of losing money and should be considered as part of an overall program, not a complete investment program. An 
investment in ETFs involves additional risks: non-diversified, the risks of price volatility, competitive industry pressure, international political and economic developments, possible trading halts, and index tracking error. All investments are 
subject to risk. Asset allocation and diversification do not ensure a profit or protect against a loss. There is no assurance that any investment strategy will be successful or that any securities transaction, holdings, sectors or allocations 
discussed will be profitable Cougar Global Investments calculates the Macro Economic Scenario (MES) analysis by assigning probabilities to each of the five economic scenarios (Growth, Stagnation, Inflation, Chaos and Recession) over 
the next 12 months. Macroeconomic scenarios are based on quantitative data sourced from various firms and then weighted and may be adjusted based upon Cougar Global Investments thought capital. MES are subject to change. 
These are hypothetical examples and are not representative of any specific situation. Actual economic results may vary. Economic forecasts set forth may not develop as Cougar MES indicates and there can be no guarantee that these 
strategies promoted will be successful. Past performance is no guarantee of future results. Macro Economic Scenarios: Growth – U.S. economy is growing at or above its potential growth rate, Recession – U.S. economy is shrinking 
(negative quarter over quarter growth rate), Stagnation – U.S. economy is growing at lower than its potential growth rate, Inflation – Consumer Price Index (CPI) inflation rate is higher than U.S. economy’s potential growth rate, Chaos – a 
high impact, low probability event (“Black Swans”).  

Economic forecasts set forth may not develop as predicted and there can be no guarantee that strategies promoted will be successful. Small-capitalization companies are subject to higher volatility than those of large-capitalized 
companies. International and emerging market investing involves special risks such as currency fluctuation and political instability and may not be appropriate for all investors. Stock investing involves risk, including the risk of loss. 
Investments in emerging market issuers are subject to a greater risk of loss than investments in issuers located or operating in more developed markets. This is due to, among other things, the potential for greater market volatility, 
lower trading volume, higher levels of inflation, political and economic instability, greater risk of a market shutdown and more governmental limitations on foreign investments in emerging market countries. High Yield/Junk Bonds are 
not investment grade securities, involve substantial risks and generally should be part of the diversified portfolio of sophisticated investors. Corporate bonds are considered higher risk than government bonds but normally offer a higher 
yield and are subject to market, interest rate and credit risk as well as additional risks based on the quality of issuer coupon rate, price, yield, maturity and redemption features. Bonds are subject to market and interest rate risk if sold 
prior to maturity. Bond values will decline as interest rates rise and are subject to availability and change in price. Mortgage-Backed Securities are subject to credit, default risk, prepayment risk that acts much like call risk when you get 
your principal back sooner than the stated maturity, extensions risk, the opposite of prepayment risk, and interest rate risk. Investing in IAU involves additional risks. The market price of the Shares will be as unpredictable as the price 
of gold has historically been and the price received upon the sale of Shares may be less than the value of the gold represented by them. Government bonds and Treasury bills are guaranteed by the U.S. Government as to the timely 
payment of principal and interest and, if held to maturity, offer a fixed rate of return and fixed principal value. The fund’s concentrated holding will subject it to greater volatility than a fund that invests more broadly. The fast price swings 
of commodities will result in significant volatility in an investor’s holdings. Precious metal investing is subject to substantial fluctuation and potential for loss. All indexes mentioned are unmanaged and cannot be invested into directly. Past 
performance is no guarantee of future results. The indexes don’t reflect charges, expenses, fees and is not indicative of any particular investment. Commodity-linked investments may be more volatile and less liquid than the underlying 
instruments or measures, and their value may be affected by the performance of the overall commodities baskets as well as weather, disease, and regulatory developments.  



To learn more about Cougar Global’s strategies, philosophy and capabilities visit 
cougarglobal.com or call 1.800.521.1195.
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This research material has been prepared by Cougar Global Investments. Opinions and estimates offered constitute Cougar Global’s judgment and are subject to change without notice, as are statements of financial market trends, which 
are based on current market conditions. Under no circumstances does the information contained within represent a recommendation to buy, hold or sell any security and it should not be assumed that the securities transactions or 
holdings discussed were or will prove to be profitable. All holdings are subject to change daily.  

Cougar Global Investments Limited (Cougar Global) is an investment manager that utilizes tactical asset allocation to construct globally diversified portfolios. Effective 4/30/15, Cougar Global Investments is a wholly owned subsidiary of 
Raymond James International Canada which is a wholly owned subsidiary of Raymond James International Holdings. Raymond James International Holdings is a wholly owned subsidiary of Raymond James Financial as is Raymond 
James Investment Management. Prior to 4/30/15, Cougar Global was an independent investment management firm not affiliated with any parent organization. Cougar Global is registered as a Portfolio Manager with the Ontario 
Securities Commission (OSC) and with the United States Securities and Exchange Commission (SEC) as a Non-Resident Investment Advisor. Prior to 01/02/2013, the firm was named Cougar Global Investments LP.

Bond Ratings: Ratings are by Moody’s, S&P, and/or Fitch. Ratings provided by nationally recognized statistical rating organizations, also called ratings agencies, are appraisals of a particular issuer’s creditworthiness, including the 
possibility that the issuer will not be able to pay interest or repay principal. Ratings are not recommendations to buy, sell or hold a security, nor do ratings remove market risk. Securities with the same rating can actually trade at 
significantly different prices. In addition, ratings are subject to review, revision, suspension, reduction or withdrawal at any time, and a rating agency may place an issuer under review or credit watch. Additionally, Fitch reports are available 
for municipal bonds. More about ratings is available at moodys.com, standardandpoors.com, and fitchratings.com.

DEFINITIONS

The business cycle is the periodic growth and decline of a nation’s economy, measured mainly by its GDP. It has four main phases: expansion, peak, contraction, and trough. 

Coupon bonds are bond that pay interest – the “coupon” – at regular intervals based on their stated interest rate during the years before the bond matures. At their maturity dates, the bond’s also return to investors their principal value. 
There are bonds – zero coupon bonds – that don’t pay any income during the life of the bond. Instead, all their returns, as well as their principal value, are delivered to investors at maturity date. 

The debt-to-GDP ratio is the metric comparing a country’s public debt to its gross domestic product (GDP). By comparing what a country owes with what it produces, the debt-to-GDP ratio reliably indicates that particular country’s 
ability to pay back its debts. 

Default occurs when the issuer of a bond fails to make interest or principal payments to bondholders within the period specified for those payments. 

Fiscal policy is a term used to describe the use of government spending and taxation to influence the economy, particularly macroeconomic conditions such as inflation, employment, economic growth and aggregate demand for goods 
and services. Fiscal policy is often used to stabilize the business cycle and regulate economic output by adjusting spending and tax policies to make up for the shortfalls of the private sector. 

Gross Domestic Product (GDP) is the total value of goods and services provided in a country during one year. 

Quantitative tightening, also known as quantitative tapering, refers to the attempt by central bankers to reverse the effects of quantitative easing (QE), which is a form of unconventional monetary policy in which a central bank purchases 
longer-term securities from the open market to increase the money supply and encourage lending and investment. In quantitative easing, buying securities adds new money to the economy, and also serves to lower interest rates by 
bidding up fixed-income securities. It also expands the central bank’s balance sheet. In quantitative tightening, reducing those purchases is a policy primarily aimed at interest rates and at influencing investor perceptions of the future 
direction of interest rates. 

A reserve currency is a foreign currency that is held in significant quantities by central banks or other monetary authorities as part of their foreign exchange reserves. The reserve currency can be used in international transactions, 
international investments and all aspects of the global economy. It is often considered a safe-haven currency. 

The term premium is the amount by which the yield on a long-term bond is greater than the yield on shorter-term bonds. This premium reflects the amount investors expect to be compensated for lending for longer periods. 

ABOUT COUGAR GLOBAL INVESTMENTS  
Cougar Global Investments is a global macroeconomic asset allocation manager that believes the goal of investing is to achieve compound annualized returns for clients. We use a disciplined portfolio 
construction methodology combining post-modern portfolio theory and risk management to pursue our clients’ objectives. 

ABOUT RAYMOND JAMES INVESTMENT MANAGEMENT 
Raymond James Investment Management is a global asset management company that combines the exceptional insight and agility of individual investment teams with the strength and stability of a full-service 
firm. Together with our boutique investment managers – Chartwell Investment Partners, ClariVest Asset Management, Cougar Global Investments, Eagle Asset Management, Reams Asset Management (a division of Scout Investments) 
and Scout Investments – we offer a range of investment strategies and asset classes, each with a focus on risk-adjusted returns and alpha generation. We believe providing a lineup of seasoned, committed portfolio managers – 
spanning a wide range of disciplines and investing vehicles – is the best way to help investors seek their long-term financial goals. 


