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* The national debt surpassed $40 trillion recently, adding $10 trillion in less than five years.
e Equity markets continue brushing off headline risk, rising towards the highest levels of the year in August.

* Long-term Treasury yields have touched multi-decade highs on fears about ongoing inflationary pressures,
Federal Reserve actions to potentially raise rates, and the longer-term debt levels.

There are numbers that make people pause, and $40 trillion should be one of them. In August, the U.S. national
debt crossed that threshold for the first time, a figure so large it can feel abstract, even though the financing costs
are very real. Higher debt levels can limit future flexibility and make markets more sensitive to changes in interest
rates and inflation, among other variables. These factors have not stopped the U.S. from remaining one of the
most dynamic, innovative, and productive economies in the world, supported by deep capital markets, resilient
businesses, and a long history of adapting through difficult periods. The important point for investors is to hold
both ideas at once: the fiscal path has become more challenging, but the economic foundation supporting it
remains strong.

The graph below also highlights that the rise in debt is not a new problem. It has been ongoing for many years,
regardless of who is in the White House. Markets have not only absorbed the new debt, but to a degree have
blossomed from the spending. The question of how much debt is too much has been at the forefront for many
years, and the answer is: only time will tell.
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For most families, a bigger credit card balance does not automatically mean trouble, but it does force harder
questions if income is not keeping up. As shown in the graph below, higher credit card debt and lower savings have
not led to higher delinquencies (at least not yet). The same idea applies to the national level. The debt headline
is not a reason to panic, but it is a reason to pay attention. While Federal debt levels have increased, at the same
time, the U.S. economy has continued to grow, innovate, and compound through a remarkably uneven period.
Since 2017, real gross domestic product (GDP) has moved meaningfully higher despite a pandemic, inflation shock,
rate-hiking cycle, banking stress, and multiple rounds of political brinkmanship. Looking at both sides of the ledger
is essential: the legitimate concerns tied to deficits, Washington dysfunction, and interest costs compared with the
continuing strength of an economy that has proven harder to knock off course than many expected.
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THE HEADLINE: $40 TRILLION

By the numbers, $40 trillion is a difficult figure to internalize.
What's more, it represents roughly one-third of the increase
in total debt in under five years. The pace of accumulation
has become as much a part of the story as the total itself;
the country now adds several billion dollars of debt each
day. While the sheer dollar figure appears large, the absolute
percentage increase has actually slowed in recent years. Still,
a growing share of that spending is now funding interest
on debt, already outstanding as shown in the graph below.
Interest expense has climbed to nearly one-fifth of federal tax
revenue and now exceeds the defense budget, a dynamic
that was almost unthinkable a decade ago.
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None of this happened overnight; it built gradually through years of persistent deficits, exacerbated by the COVID
pandemic. The uncomfortable point is that the federal government is now borrowing heavily even outside of
recession, war, or financial crisis conditions. That does not mean a crisis is imminent, but it does mean the margin
for error is narrower. When interest costs consume a larger share of revenue, Washington has less flexibility to
invest, respond to downturns, or absorb shocks without issuing still more debt.




That said, debt should always be viewed relative to the size and productivity of the economy supporting it. The U.S.
economy is not standing still. Real GDP increased at a 1.5% annualized pace in the second quarter of 2026 after
2.1% growth in the first quarter, with consumer spending and investment contributing to the expansion (Source:
U.S. Bureau of Economic Analysis). More broadly, nominal GDP has grown from $20 trillion at the end of 2017 to
$32.5 trillion at the end of the second quarter, a reminder that the economy has continued to expand even after

absorbing several major shocks (Source: Bloomberg). In other words, the debt numerator has grown quickly, but the
economic denominator has grown too.

The point is that a growing economy can carry more debt than a stagnant one, especially since the U.S. economy

remains the center of global capital markets. GDP as shown below continues to expand at a healthy pace, offsetting
some portion of the concerns.
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TREASURY AUCTIONS & THE BOND MARKET’'S RESPONSE

Long-dated Treasury bonds bore the brunt of investor anxiety in
recent weeks. The 30-year yield touched levels not seen in nearly
two decades, as buyers grew more selective about the price, they
are willing to pay to finance the government's borrowing needs.
That is the practical side of deficits: they eventually have to be

funded. If investors demand more compensation for lending to
the government for 20 or 30 years, that higher rate may not stay
confined to Washington. It can ripple into mortgages, corporate
borrowing, municipal finance, and valuations across risk assets.
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In a sign of how seriously officials are treating the move, the Treasury Department expanded the size of its buyback
program for longer-dated securities. The initial market reaction was favorable as yields fell as the news hit, but the
relief was short-lived. Strategists quickly pointed out that the buyback program, while helpful for market functioning,
remains small relative to the amount of new issuance required to fund ongoing deficits. Diversified fixed income
exposure, an emphasis on quality, and avoiding the temptation to make heroic calls on the direction of interest
rates based solely on the latest Washington headline may help smooth the path forward for investors.

WASHINGTON, DEFICITS, AND THE COST OF GETTING NOTHING DONE

The most frustrating part of the debt conversation is that very little about it is mysterious. The country has been
running large deficits for some time, entitlement spending is rising as the population ages, interest costs are
compounding, and Washington has not shown much appetite for the kind of tradeoffs required to bend the curve.
The Congressional Budget Office (CBO) projects the federal deficit at roughly $1.9 trillion in fiscal year 2026, or
5.8% of GDP, with deficits remaining large by historical standards in the coming years. Debt held by the public is
projected to rise from about 101% of GDP in 2026 to 120% by 2036.

To be clear, this is not a prediction that the United States is about to lose its role at the center of the global financial
system. The dollar remains dominant, Treasury markets remain the deepest in the world, and the U.S. continues
to benefit from extraordinary advantages in innovation, demographics relative to many developed peers, energy

production, higher education, entrepreneurship, and capital formation. Those advantages should be protected.




GROWTH STILL MATTERS

Over the last decade, the U.S. has endured a remarkable list of challenges: a global pandemic, supply-chain
disruptions, the fastest inflation in decades, the most aggressive Fed tightening cycle in a generation, a regional
banking scare, wars abroad, and repeated budget fights at home. Through it all, real GDP has continued to expand,
and the economy has remained resilient, except for a brief period during the COVID pandemic. The economy is
larger, more productive, and supported by investor capital flowing in rapidly, helped by resilient consumers, business
investment, technology adoption, energy production, and the depth of U.S. capital markets. Even government
spending has a positive side. The spending as it occurs is a boost to the economy in the short run, and if the capital
is invested wisely, it can provide a longer-term growth enhancement.

That matters because markets do not price debtinisolation. They price debt relative to growth, inflation, productivity,
policy credibility, and the availability of alternatives. If nominal GDP continues to grow, while corporate earnings
and productivity benefits from technology investment across the economy, the U.S. could continue to sustain a
substantial debt load and potentially improve its debt-to-GDP ratio over time.

DIVERSIFICATION REMAINS CRITICAL

Global investors have seen some improvement over the last several years with international stocks outperforming
the U.S. Itis never certain "why” an asset performs a particular way but having a diversified basket can help smooth
the ride for investors, as was the case for owning international stocks in recent years. To be clear, the U.S. is not the
only nation in the world with elevated national debt levels, but enjoying the benefits of diversification can help mute
outcomes even if certain nations struggle.
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CONCLUSION
As Alexander Hamilton alludes to in the opening quote, debt can be a blessing, unless it becomes

excessive. The trouble is that there is no exact definition of “excessive.” It likely depends on factors such as
whether additional borrowing helps generate greater productivity over time. The $40 trillion debt milestone
deserves attention and is certainly large by any measure, but it should not be treated as a standalone panic
button. Growth has been exceptional and has thus far supported higher debt levels. Ongoing deficits are
worth monitoring closely; however, the U.S. economy has continued to show strong resilience and growth
through an extraordinary period of disruption. Global diversification has helped mute the impact of rising
debt levels even further. Investors should neither ignore the debt problem nor allow it to crowd out the
positives: innovation, productivity gains, household and corporate adaptability, and the continued depth
of U.S. financial markets. Remaining diversified, emphasizing quality, and staying thoughtful about

interest rate exposure are critical considerations when building a long-term-focused portfolio. As

always, please reach out to your Choreo advisor with any questions or comments.
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