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THOUGHTS ON THE MARKET
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After weeks of drama, the White House and House Speaker McCarthy came to an agreement on the debt ceiling over the weekend. 
Assuming the deal passes both the House and the Senate, it avoids a potential default with the ‘X’ date (the date when the 
Treasury Department runs out of money) currently expected to be June 5. In its current state, the agreement implements cuts to 
future spending growth in 2024 and 2025 (non-defense spending would be relatively flat in 2024 and rise only 1% in 2025), calls 
for non-binding spending cuts over the following four years, and suspends the debt ceiling through January 2025. This marks the 
79th time since the 1960s that the debt ceiling has been raised or suspended, and it is worth noting that a suspension in the debt 
ceiling is not uncommon in recent history, as the debt ceiling has been suspended over 60% of the time over the last ten years. 

Rather than going line-by-line through the details of the agreement (which can be found in our Washington Policy Analyst 
Ed Mills’ piece here), we will address the top five questions that we have received from clients and check in with our asset 
class experts for how it impacts our respective views.

Question 1: What Were Some Of The Biggest Takeaways From The Deal? 

The final agreement followed the outline that we have been describing for the past few weeks. The biggest takeaways from the 
debt ceiling deal were suspending the debt ceiling through January 2025, cuts to non-defense discretionary spending that were 
shallower and shorter in duration than widely expected (thus likely having less of an impact on GDP), modest updates to energy 
permitting rules that will serve as a first step toward more comprehensive reforms, enhanced work requirements for federal aid, 
reduced IRS funding, and the rescission of unspent COVID funding.  

In the end, the easiest part of our debt ceiling framework was accomplished: the debt ceiling was altered (in this case suspended) 
to afford the ability to increase the country’s debt burden. As far as putting the US on a more sustainable fiscal path and solving 
our long-term debt issues, the elephant in the room (e.g., modifying mandatory spending programs such as Social Security and 
Medicare) was not addressed which will continue to strain our revenue resources moving forward. And as far as establishing 
these spending cuts for the future, the cuts are technically only binding for two years as this Congress cannot bind the next 
Congress which will be seated in January 2025. As a result, this issue is likely to be debated in the upcoming presidential election.

Statutory Debt Limit & Debt Outstanding

Source: FactSet, as of 5/30/2023.
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Question 2: Do You Think The Agreement Will Pass The House And The Senate? 

We are generally optimistic about the passage of the deal to suspend the debt ceiling through January 2025 and its 
overall market impact. The political necessity to pass the deal to avoid default and the growing momentum behind the 
bill supports the likelihood of its successful passage, despite vocal dissatisfaction from certain Republican and Democratic 
factions regarding the terms of the deal—Republican narratives supporting the deal will likely focus on what was included 
(especially permitting reform, restrictions on executive spending, IRS funding cuts, spending cuts, and work requirements 
for federal aid), while Democratic narratives will likely focus on what was not included (i.e., “cuts could have been worse”). 

With the extreme sides of both parties (e.g., Progressives and Freedom Caucus) likely to remain disappointed and not vote 
for the bill, passage will likely be bipartisan to include more moderate Republicans and Democrats. The larger the margin 
of victory in the House, the less the Senate will seek amendments to change the bill.

Question 3: What Is The Impact On The Economy And Federal Reserve (Fed) Policy?

Perhaps the most important positive economic effect of the passage of the debt ceiling bill by the US Congress is going 
to be a reduction in the uncertainty the debt ceiling debate created and the fact that the issue is not going to come back 
to haunt markets until, at least, January of 2025. The deal calls for a two-year suspension of the debt ceiling, which means 
that there is no pre-set limit, and thus the US Treasury can borrow as much as it needs to pay the country’s bills. The most 
negative economic effect will probably be that our political system is, once again, punting the debt ceiling issue forward 
so we are certain to be revisiting it in about two and a half years. 

The major provision of the deal is a two-year cap on federal discretionary spending. Federal discretionary spending 
represents about 25% of total federal spending. An agreement on the debt ceiling, if approved, will probably have little 
effect on GDP growth in 2023 coming from cuts to federal government expenditures, but it will probably shave GDP 
growth in 2024 by about 0.1%. Perhaps the biggest concern in the debt ceiling agreement is the resumption of student 
loan payments that could start in September of this year. The restart in student loans could affect consumer discretionary 
spending and could dampen personal consumption expenditures going forward.

All of the potential effects of the deal would indicate that the Fed should remain vigilant on the US economy but that 
its work has probably ended for this tightening cycle. Our expectation is that the effects of the debt ceiling deal will be 
slightly disinflationary, coming from lower government expenditures as well as lower discretionary personal consumption 
expenditures. This means that slightly lower GDP growth will be positive for a continuation of the disinflationary process 
and that the Fed is done with its interest rate increases for this tightening cycle.

Question 4: Are You Still Confident In Your 4,400 Year-End Target For The S&P 500?

If the deal passes, the reduction in uncertainty will be a net positive for the equity market. However, it is worth noting 
that the S&P 500 has been fairly resilient throughout the debt ceiling debate and is now at the highest level since August 
2022 (up 10.3% year-to-date). The lack of hightened volatility has been largely due to market participants becoming more 
accustomed to brinkmanship and last-minute deals emanating from Washington.  

More important, as the drama hopefully fades, focus will turn to fundamental factors such as economic growth, inflation, 
the Fed and earnings. And the reality is, these factors are turning more positive for the equity market over the near to 
medium term. Take inflation for example. The pace of inflation has already decelerated from 6.4% YoY at the start of the 
year to 5.0% YoY currently, and calendar effects should push inflation to a 3-handle by July. A cooling of inflation should 
allow for the Fed’s May hike to be the final one of this tightening cycle, and both easing inflation and a less aggressive 
Fed have historically led to an expansion in equity multiples (year-end 2023 P/E target: 20.5x). This, combined with the 
stabilization in future earnings estimates (S&P 500 2023 EPS target: $215), the resilience of the economy, and solid 1Q23 
earnings results, should lead to upside from current levels. 

While we do not expect the market to rally at the pace that we have seen year-to-date (+~10%) as sentiment has improved 
significantly since the start of the year (i.e., less of a contrarian trade), an expansion in multiples and resilient earnings (2023 
and 2024 earnings have started to trend higher) leave us confident in our 4,400 target (~5% upside from current levels).
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Source: FactSet, as of 5/30/2023.
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Question 5: What Is The Impact Of Increasing Treasury Issuance On Interest Rates? 

The news of a debt ceiling agreement, while not yet passed, is a positive development for the fixed income markets as 
it reduces the odds of a US debt default. This has led to a narrowing in credit default swap spreads from a peak of 176 
to ~140 and to lower yields on near-term Treasury bill maturities, which topped 6.50% in recent weeks. Assuming the 
debt deal passes, and we have high confidence that it will, market attention will turn to renewed fixed income issuance, 
particularly as the Treasury seeks to replenish its coffers, the Fed’s upcoming rate decision and the longer-term growth 
implications of the modest spending caps. 

Yields have backed up considerably since early May as market expectations for the Fed have shifted toward the potential 
for another near-term rate hike, but we believe the combination of modest spending cuts and tighter liquidity conditions 
will remain a headwind to growth and inflation—and ultimately be bond market supportive. While increased issuance may 
lift Treasury yields in the near term, we forecast the 10-year Treasury yield will ultimately grind lower over the remainder of 
the year as growth and inflation subside.

Bottom Line

Over the last few weeks, we have highlighted that it was our base case that cooler heads would prevail in Washington 
and that both sides would come to an agreement to avoid a default. The contours of a deal have been in place for a few 
weeks and there was no political incentive to force a default. The framework of the deal is, for the most part, in line with 
our expectations, and therefore does not have a material impact on our asset class views and targets. 

In the end, neither the Republicans nor the Democrats were a clear winner with both sides expressing some disappointment. 
But as the old adage says, “a good compromise is when both parties are dissatisfied.” As a result, volatility could be 
resurrected over the next several days as the deal works its way through the House and Senate, although we believe it has 
the support to pass.

While the suspension of the debt ceiling does kick the can down the road and volatility will likely continue to emanate 
from Washington (albeit at a more moderate level), we expect investors to continue to look beyond this volatility and 
instead focus on the long-term drivers of asset class performance such as the strength of the economy, the trajectory of 
monetary policy and earnings growth.
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