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'Til debt do us part

Over the past year, governments around the world have introduced significant measures to help blunt the
economic impact of the pandemic on households and businesses.

The International Monetary Fund (IMF) estimates that as of March, the G7 economies (Canada, France,
Germany, Italy, Japan, the UK and the US) have committed US$12 trillion, an amount nearly equivalent to one-
third of the group’s economic output, to COVID-19-related relief measures and other initiatives (such as private
loan payment deferral programs).
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In addition to the increase in spending, the pandemic has also resulted in sharply lower government revenues
— corporate and personal income tax and sales tax receipts have been constrained due to economic lockdown
conditions. The net result has been gaping fiscal deficits that are expected to persist for the foreseeable future.

G7 General Government Fiscal Balance
(percent of gross domestic product, <0 denotes fiscal deficit)
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To meet these fiscal shortfalls, governments are
increasingly tapping into debt markets, resulting
in G7 debt burdens already rising by a cumulative
US$9 trillion, and further increases to that number
anticipated going forward. The net debt-to-GDP
ratios among the G7 have jumped by more than 10
percentage points from their pre-crisis levels and
now exceed 100% for the aggregated group.
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G7 General Government Net Debt
(percent of gross domestic product)
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Political focus is likely to be on the taxes targeted at the upper end of the income and wealth spectrum, including
higher income taxes, capital gains inclusion rates and other investment income taxes and estate/wealth transfer
taxes. Such policies may get more attention as the end of this crisis becomes more visible; however, the actual
implementation is unlikely to come until this crisis is well and truly over.

A big reason for the lack of immediate impetus to rein in fiscal largesse is the fact that the costs of carrying the
elevated debt loads are far from onerous right now.

Debt levels themselves are not an immediate problem, although they typically come with high debt servicing
costs. When more government funds are being spent on interest charges, it means that less is going toward
paying for necessary services and investment, leading to a negative debt spiral and negative economic
implications.

The costs of carrying debt have plunged to historic lows. The expectation is that they will remain low near term
thanks to historically low interest rates worldwide (which reflect the actions by central banks amid the crisis),
and efforts by government treasury departments to extend the time to maturity of the debt they hold.

G7 COVID-19 General Government Net Debt & Interest Expense
(percent of gross domestic product)
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This document includes information and commentary concerning financial markets that was developed at a particular point in time. This information
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