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Rising Government and Corporate Debt 
 

The COVID-19 pandemic has had a profound impact on the Federal government’s balance sheet after 
approving $2.4 trillion to combat the coronavirus crisis and the resulting financial fallout.  The money 
is being used to fund the medical costs related to the virus, in addition to aiding companies and workers 
that have been impacted.  To put that figure in perspective, the total national debt was approximately 
$23 trillion before the crisis, so effectively it has been increased by about 10%. 
 
State and local governments have likewise been negatively impacted, as they suffer greatly reduced tax 
receipts which further burden their finances.  While the federal government has been able to help states 
with costs directly related to the health crisis, many states are asking the federal government to provide 
more aid to help defray additional economic costs from the pandemic. There may be further aid coming, 
however, we do not believe the U.S. government will be provide significant support to state coffers. 
 
The situation with corporate balance sheets is more nuanced, as many companies are financially strong 
and are not in need of issuing debt to meet near-term liquidity requirements.  However, there are 
companies in the energy, retail and industrial sectors that are not as financially strong and are issuing 
dangerous amounts of debt to keep their businesses afloat. 
 

Is This an Issue to be Concerned About? 
 
Federal Debt as a Percentage of GDP 
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Our Thoughts on Equities 
During times such as these, it is important to remember that you own more than a ticker symbol on a 
screen.  Our portfolios own high quality companies that are financially strong, pay and increase 
dividends and conduct other shareholder-friendly actions such as buying back their shares to support 
stock prices.  Most of our dividend-paying companies have long histories of raising the dividend payout, 
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Modern monetary theory (MMT) postulates that since the U.S. dollar comes from the U.S. government, 
the amount of debt the government accrues does not matter, as they can always print more money and 
the U.S. cannot be forced into insolvency.   Critics of MMT, such as ourselves, quickly point out that high 
levels of inflation and a depreciation of our currency will eventually be natural results of too much debt. 
 
Over the next 2-3 years, we are not overly concerned about U.S. government debt levels for two reasons.  
First, total federal debt as a percent of total gross domestic product (GDP) was about 80% at the end of 
2019, as illustrated in the graph below, which we view as manageable.  Secondly, we expect interest 
rates to remain low for the next several years, making debt service costs very reasonable.   However, we 
believe that high levels of debt are a concern over the long run if GDP growth fails to keep pace with 
government debt levels.  We do not believe that taxes will be raised over the next few years, even for the 
wealthy, as the economy recovers from this deep downturn.   However, when the economy eventually 
recovers, we do expect higher taxes.  Many state governments are going to feel the pinch from the virus 
and will have to raise taxes relatively soon to pay for the lost tax revenues during the economic 
shutdown. 
 
Corporate debt must eventually be repaid, or a company can face bankruptcy.  There will undoubtably 
be more bankruptcies in the coming months, resulting from the government induced shutdown, which 
will negatively impact some companies and their employees.  However, we do not view this as a serious 
threat to the overall economy.  This is part of the normal cycle of life in corporate America. 
 

Equity Market Impact 
 

Corporate bankruptcies negatively affect the impacted companies and their shareholders, which is why 
we favor financially strong companies in our portfolios.  We are already seeing some bankruptcies in the 
retail and energy industries.  However, unless bankruptcies rise dramatically and spread to more sectors 
of the economy, which we do not expect, we do not believe that the overall stock market health will be 
impacted by a higher rate of bankruptcies due the COVID-19 crisis. 
 
Conclusion 
We are certainly living in challenging and interesting times.  Higher debt levels are a natural 
consequence of the fallout from the crisis, and we anxiously await the full return of our economy, which 
will ease debt burdens going forward. 
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