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GLOBAL MACRO VIEWS

Fiscal concerns: from
backdrop to forefront?

The U.S. dollar’s rally in the wake of the U.S. Federal Reserve kicking off
its rate-cutting cycle is puzzling for many investors. While it can largely
be explained by the pronounced backup in U.S. yields since the September
rate surprise and ongoing U.S. growth exceptionalism, the moves also
reveal investors’ increasing focus on the worrying fiscal backdrop.

Burgeoning fiscal deficits
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Noting the global economy is at a “strategic pivot”, the IMF projects public Head of Macro Credit, Nuveen

debt globally will surpass $100 trillion this year and climb to 100% of
global GDP by 2030. Nearly every major economy will face rising debt
burdens and difficult decisions, which in turn, can inject volatility into
markets, bring a higher cost of capital at the margin, and further crowd
out discretionary spending as debt servicing costs balloon.

The backup in U.S. yields from mid-September heading into the U.S.
election was partly attributed to fears of extended fiscal accommodation,
with the deficit set to rise regardless of the outcome. The budget shortfall
has already been widening despite a backdrop of relative economic
strength, with debt servicing costs climbing to 3.1% of GDP. Investors
started to demand higher compensation for the risk of holding long-term
U.S. bonds with the 10-year term premium* rising above zero after nearly
a decade in the red.

Investors’ fiscal fears were also captured in the U.K. gilts selloff after a
change in the debt rule by the U.K. Labour government failed to free up
fiscal headroom. Instead, the additional buffer was allocated to higher
current expenditure and not growth-enhancing investment spending.
The limited fiscal cushion was squeezed from the subsequent rise in
yields, while overly upbeat growth forecasts further added to the risk
of additional tax hikes in the Spring, implying strains on the already-
stretched fiscal capacity.
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Fiscal policy challenges have already been in focus across Europe,

with French sovereign bonds coming under pressure earlier this year.
The budget confirmed a difficult financial backdrop with the deficit (as
share of the economy) projected to rise above 6% this year and remain
elevated into next. A €60B budget gap must be filled through spending
cuts and higher taxes, with doubts keeping the risk premium on holding
French government bonds (versus German) near levels last seen in
2012. These dynamics underpin our structural underweight in French
government bonds.

Despite a surprise economic rebound in the third quarter, Germany is
likely to struggle to gather momentum owing to cyclical and structural
headwinds. Consumer sentiment remains low as uncertainty prevails
around high energy costs, trade tensions and inflation. The labour
market is also weakening as plans to cut jobs or relocate production
abroad weigh on sentiment. Together with challenging demographic
dynamics of an aging population and structural growth headwinds,
there is likely to be a growing need for further fiscal support.

Ample fiscal support is evident in China as the government looks to
curb a weakening growth backdrop. The IMF warned that the country
faces significant fiscal challenges from rising debt levels and a strained
fiscal balance, with knock-on effects globally. While not an imminent
risk, structural fiscal reforms to promote long-term growth will be
needed to maintain investor confidence.

U.S. DOLLAR GRINDS HIGHER AS FISCAL BURDENS BACK IN FOCUS
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How will challenging fiscal positions affect portfolios?

The IMF notes that much larger fiscal adjustments than currently planned
are required to stabilize debt, warning that debt-to-GDP ratios three years
ahead tend to come in higher than forecasted by six percentage points,

on average. Prominent investors have also warned of risks, from “fiscal
recklessness” to “all roads leading to inflation”, while policymakers have
long raised concerns on debt sustainability. These concerns played out in
the past with pronounced dollar depreciation in the mid-2000s attributed
to fears of the combination of trade and budget deficits, though the secular
bond bull market at the time also played a role.

In theory, unsustainable deficits could trigger a dollar crisis driving
inflation and yields sharply higher with the currency acting as the
pressure valve. But the U.S. with its largest, most liquid bond market in
the world affords the dollar a unique status and subsequent perceived
safety for investors. Non-U.S. investors continue to demand Treasuries;
even as some buyers, such as China, have decreased holdings this year,
demand from others has been consistent (e.g. Japan) or increased (e.g. the
U.K).

Investing in a landscape of rising global debt burdens requires a strategy
focused on diversification, risk management and quality assets. The time

will come for austerity, though long-term investors can best position
in high-quality assets, benefit from the depth of U.S. corporate credit

markets, and be selective globally to mitigate risks.

For more information, please visit nuveen.com.

Endnotes

Sources
All market and economic data from Bloomberg, FactSet and Morningstar.

This material is not intended to be a recommendation or investment advice, does not constitute
a solicitation to buy, sell or hold a security or an investment strategy, and is not provided in
a fiduciary capacity. The information provided does not take into account the specific objectives
or circumstances of any particular investor, or suggest any specific course of action. Investment
decisions should be made based on an investor’s objectives and circumstances and in consultation
with his or her financial professionals.

The views and opinions expressed are for informational and educational purposes only as of the date
of production/writing and may change without notice at any time based on numerous factors, such
as market or other conditions, legal and regulatory developments, additional risks and uncertainties
and may not come to pass. This material may contain “forward-looking” information that is not purely
historical in nature.

Such information may include, among other things, projections, forecasts, estimates of market returns,
and proposed or expected portfolio composition. Any changes to assumptions that may have been
made in preparing this material could have a material impact on the information presented herein by
way of example. Past performance does not predict or guarantee future results. Investing involves
risk; principal loss is possible.

All'information has been obtained from sources believed to be reliable, but its accuracy is not
guaranteed. There is no representation or warranty as to the current accuracy, reliability or
completeness of, nor liability for, decisions based on such information and it should not be relied on as
such. For term definitions and index descriptions, please access the glossary on nuveen.com. Please
note, it is not possible to invest directly in an index.

Important information on risk

Allinvestments carry a certain degree of risk and there is no assurance that an investment will provide
positive performance over any period of time. Equity investing involves risk. Investments are also
subject to political, currency and regulatory risks. These risks may be magnified in emerging markets.
As an asset class, real assets are less developed, more illiquid, and less transparent compared to
traditional asset classes. Investments will be subject to risks generally associated with the ownership
of real estate-related assets and foreign investing, including changes in economic conditions, currency
values, environmental risks, the cost of and ability to obtain insurance, and risks related to leasing
of properties.

Nuveen, LLC provides investment solutions through its investment specialists.
This information does not constitute investment research as defined under MiFID.

Notice to persons in ADGM: This material is issued by Nuveen Middle East Limited (“NMEL") in or
from Abu Dhabi Global Market (‘ADGM”). NMEL is a private company limited by shares established
in ADGM and registered with the Abu Dhabi Global Market Registration Authority (ADGM Registered
Number 18132), with its office at Unit 16, Level 7, Al Maryah Tower, Abu Dhabi Global Market Square,
Al Maryah Island, Abu Dhabi, United Arab Emirates.

NMEL is regulated by the ADGM Financial Services Regulatory Authority (“FSRA”) to engage in the
regulated activities of “arranging deals in investments” and “advising on investments or credit” in or
from the ADGM (ADGM Financial Services Permission Number 240040).

The information contained in this material is intended strictly for “Professional Clients” as defined
under the FSRA Conduct of Business Rulebook (“COBS”). The information contained in this material,
and any offer of interests is not directed to “Retail Clients” as defined under the FSRA COBS. This
material must not, therefore, be delivered to, or acted upon by, a Retail Client.

Nothing in this material has the effect of exempting NMEL from any liability imposed under any law of
the ADGM or the FSRA rules.
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