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Will fiscal discipline still be lacking? 
Key takeaways 

• With annual deficits estimated by the Congressional Budget Office (CBO) to run in the $1.7 to $1.9 trillion range 
well into the future, more debt will need to be issued to cover spending.                 

• Ultimately, we expect Congress to acknowledge that the growing share of interest payments crowds out other 
spending. 

With annual deficits estimated by the Congressional Budget Office (CBO) to run in the $1.7 to $1.9 trillion range over the 
next three years and likely far beyond, more debt will need to be issued to cover anticipated government spending. That 
also likely adds another $200 to $250 billion in annual interest costs over those same three years according to the CBO. 
Note that the U.S. paid more than $1.1 trillion in interest on its debt in 2024, a 30% increase from the previous year. This 
was the third largest budget expenditure after Social Security and health care. 

At the time of this writing, the yield on the 10-year Treasury note (TNY) is sitting at 4.43%. At some point down the road, it 
would make sense that investors could require a higher yield to compensate for the U.S. Treasury’s additional debt issuance 
over time. But we do not believe that investors are demanding that now. For perspective, the yield on the TNY is not high 
historically when you consider that the average monthly yield from January 1961 through October of this year was 5.8% 
according to Bloomberg data. That’s nearly 1.4 percentage points above the current level. Even the rapid increase from the 
3.62% TNY yield on September 16, which was the lowest yield of 2024 so far, is consistent with the economic 
improvement we foresee in 2025. Domestic and international investors have been steady buyers of Treasury bonds at 
virtually all of the debt auctions the U.S. government has held so far this year. We do not think this is likely to change any 
time soon given our dynamic domestic economy and the depth and size of the U.S. Treasury securities market. 

Ultimately, we expect Congress to acknowledge that the growing share of interest payments crowds out other spending 
that Congress wants and, as in the mid-1980s, implement expenditure control. The other dynamic to pay attention to is 
that the absolute level of debt typically matters less than its share in the economy’s annual output. By the 1990s, the 
budget controls of the 1980s and the economy’s growth rate had lowered the share of total debt in the nation’s gross 
domestic product (a standard measure of economic output) by 20 percentage points. To better understand the issues 
around the federal debt and deficit situation, we would refer you to our “Paying America’s Bills” report and the companion 
“Q&A — Addressing Concerns About Rising U.S. Debt” report just updated in September. 

We see in the recent jump in yields as an opportunity to lock in investment-grade yields at a time when money-market 
rates are coming down. More specifically, as investors consider longer-dated maturities, we favor, first, overweighting 
intermediate notes (maturities in the three to seven year range) relative to long-term target allocations and making sure 
that longer-dated allocations match strategic allocations. 
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Risk considerations 

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level of return the investment or asset 
class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general economic and market conditions, the prospects of individual companies, 
and industry sectors.  Bonds are subject to market, interest rate, price, credit/default, liquidity, inflation and other risks. Prices tend to be inversely affected by changes in interest rates.  Although 
Treasuries are considered free from credit risk they are subject to other types of risks.  These risks include interest rate risk, which may cause the underlying value of the bond to fluctuate. 

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank 
affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only and are not 
intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any change in its opinions or the 
information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  This report is not 
intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell securities. Do not use this 
report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant information, including your existing portfolio, 
investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from sources and data we believe to be reliable but we make no 
guarantee to its accuracy or completeness. 
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