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The Buildup in the National Debt Is Unsustainable

The United States recently surpassed $40 trillion in national debt, a milestone that
attracted significant attention from both policymakers and financial markets. While
the Treasury Department has taken steps intended to improve liquidity and ease
pressure on long-term interest rates, investors remain focused on a more
fundamental issue: the trajectory of federal deficits and the implications for future
debt issuance.

Following the 30-year Treasury yield reaching 5.31% on August 17, its highest
level since 2004, the Treasury Department announced an expansion of its bond
repurchase program. The program, initially introduced to support liquidity in older
Treasury securities, was expanded in an effort to improve market functioning at the
long end of the yield curve.

While Treasury vyields briefly declined following the announcement, the move
highlighted an important reality: market participants remain focused on the long-
term supply-and-demand dynamics of the Treasury market rather than short-term
liquidity measures.

Federal budget deficits are currently running near 6% of nominal GDP, a historically
elevated level outside of recessionary periods or national emergencies. At the same
time, inflation has remained above the Federal Reserve's long-term target, the
economy continues to operate near full employment, and the national debt has
more than doubled over the past decade.

From an investment perspective, these developments matter because they
influence the future path of interest rates. With annual Treasury issuance expected
to remain substantial for years to come, investors may increasingly demand higher
yields to absorb the growing supply of government debt. Higher borrowing costs
can affect everything from mortgage rates and corporate financing costs to equity
valuations and economic growth.

The national debt itself is not an immediate crisis. The United States continues to
benefit from deep capital markets, a resilient economy, and the dollar's role as the
world's reserve currency. However, the current trajectory raises important
guestions about the long-term balance between fiscal policy, economic growth,
inflation, and interest rates.

For investors, the key issue is not the debt level alone but how markets respond to
it. If deficits remain elevated, Treasury vyields could face continued upward
pressure, creating a fundamentally different investment environment than the one
experienced during much of the past fifteen years. After a prolonged period
characterized by exceptionally low interest rates and abundant liquidity, investors
may need to adapt to a world in which capital carries a higher cost.
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Such an environment presents both challenges and opportunities. Higher yields
increase borrowing costs but also provide more attractive income opportunities
across fixed income markets. Bonds can once again serve as a meaningful source
of portfolio income, while equity investors may place greater emphasis on
companies with durable cash flows, pricing power, and strong balance sheets.

Ultimately, the growing national debt deserves attention not because of its political
implications, but because of its potential impact on financial markets. The
interaction between fiscal policy, inflation, economic growth, and interest rates is
likely to remain one of the most important drivers of investment returns in the
years ahead.

Sincerely,

The Private Capital Management Team
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Important Disclosure Information

© 2026, Private Capital Management (PCM) is a trade name (doing business as) of SouthState Private Capital
Management LLC, a wholly owned subsidiary of SouthState Bank, N.A. All rights reserved. For public use. PCM
is an investment advisor registered with the Securities and Exchange Commission. SEC registration does not
imply a certain level of skill or training. Neither PCM’s investment adviser registration status, nor any amount of
prior experience or success should be construed that a certain level of results or satisfaction will be achieved if
PCM is engaged, or continues to be engaged, to provide investment advisory services. PCM is neither a law firm,
nor a certified public accounting firm, and no portion of its services should be construed as legal or accounting
advice. Information in these materials is based on sources deemed reliable, but which have not been
independently verified. Please remember that past performance is no guarantee of future results. Different types
of investments involve varying degrees of risk, and there can be no assurance that the future performance of any
specific investment, investment strategy, or product (including the investments and/or investment strategies
recommended or undertaken by PCM), or any non-investment related content, made reference to directly or
indirectly in this commentary will be profitable, equal any corresponding indicated historical performance level(s),
be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing
market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions.
Moreover, you should not assume that any discussion or information contained in this commentary serves as the
receipt of, or as a substitute for, personalized investment advice from PCM. Historical performance results for
investment indices, benchmarks, and/or categories have been provided for general informational/comparison
purposes only and generally do not reflect the deduction of transaction and/or custodial charges, the deduction of
an investment management fee, nor the impact of taxes, the incurrence of which would have the effect of
decreasing historical performance results. It should not be assumed that your PCM account holdings correspond
directly to any comparative indices or categories. Please Also Note: (1) performance results do not reflect the
impact of taxes; (2) comparative benchmarks/indices may be more or less volatile than your PCM accounts; and
(3) a description of each comparative benchmark/index is available upon request. A copy of PCM’s current written
disclosure Brochure discussing our advisory services and fees continues to remain available upon request. Please
Remember: If you are a PCM client, please contact PCM, in writing, if there are any changes in your
personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous
recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to
our investment advisory services. Unless, and until you notify us, in writing, to the contrary, we shall continue to
provide services as we do currently. Please Also Remember: to advise us if you have not been receiving account
statements (at least quarterly) from the account custodian.

Investment Products: Not FDIC Insured - No Bank Guarantee — May Lose Value — Not Insured by any
Federal Government Agency
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