The Truth about Debt




The History of US Debt

Invesco

* US debt has steadily risen since the ==JS Gross Debt (2020 Dollars) us

country was founded . National Debt:
+ Some may see this as a negative sign to US Net Debt Held by the Public (2020 Dollars) $25.5 Trillion

be regretted, but one of the founding C—US GDP (2020 Dollars) %‘ GDP

fathers and first treasury secretary of the $21.5 Trillion

United States, Alexander Hamilton, :

designed it this way US Debt Held
« A steady market for federal debt has been by PUb“C.{

a blessing for the United States as it $19.5 Trillion

enables the country to tap capital markets
when needed

*  Throughout the 20t century despite rising
debt levels, the United States has grown
dramatically more prosperous

* This prosperity has underpinned the
serviceability and sustainability of US debt
and allows the United States unrivaled
fiscal flexibility today to meet challenges
like stimulus to help citizens and
businesses deal with recent Coronavirus
crisis

Sources: American Farm Bureau Federation, Congressional Budget
Office, The Economist, Federal Deposit Insurance Corporation,
Investopedia, PBS, US Bureau of Labor Statistics, US Census Bureau,
US Department of Commerce, Bureau of Economic Analysis, US
Treasury, and GOOD Worldwide, 3/31/20.
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The Coronavirus 2020 Response Has Added Significant New Debt N
to Outstanding Amount invesco

» The size of the coronavirus response has COVID
been large by historical standards for US
federal expenditures Federal Debt aS a % Of GDP 19

«+  The CARES act alone was approximately Projection:
$2.4 trillion in new spending 120 World V\éaelé% 119% Great 122Y%

»  For perspective, social security, defense Recession

spending and discretionary spending 90

combined for fiscal year 2019 will be lower

than $2.4 trillion 60
»  This has added to the outstanding debt pile

significantly as much of the stimulus 30

spending will be financed by new borrowing
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»  While high, by historical standards, federal 0
debt as a percent of GDP is near the World O < 0O N O O N O O ¥ 0 N O O
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* The country has grown out of debt levels this N = = 4 = = = = A = = = = = = N N N N N N
high before and will likely again
Size of CARES Act Response (2020 Spending)
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Qo 2
.-._!;.
£ 1
Uy
0

Coronavirus Response Social Security + Defense + Discretionary Spending

Sources: St. Louis Federal Reserve bank and Whitehouse.gov, mCoronavirus W Social Security mDefense  m Discretionary Spending

3/31/20.




As Investors Have Been Worrying About Debt, Treasury Rates
Have Fallen and the US Dollar has Been Largely Strong invesco

In fact, over the past 30 years as US 10-year Yield DXY Index
government debt and spending have risen,
interest rates have fallen dramatically 10% 105

The attractiveness of US debt has
remained high as the world's most liquid

and deep market at $20 trillion+ 100
No other country rivals the US for issuing 8
the global safe-haven asset, and as a
result, the US dollar has remained quite 95
strong during the past 30 years
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Source: Bloomberg, 4/30/20.



The US is not a bad credit risk
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*+  Infact, tlhe U? hé:js far more assets than is Liabilities: $25 Trillion Assets: >$200 Trillion
commonly realize alalolalolololalalala Land, Buildings, and Commodities
* Rather than measuring debt as a !.s : s ; _ ) -
percentage of GDP, which is primarily an ZE’{ -‘*ﬁs,,?y 640 mllllqn acres of land
income measure, measuring debt against : L representing 28% of the country
total assets paints a far more solvent o and 47% of the west coast
picture. o .
« If all the land, buildings and natural — $55.7 trillion of oi
resources of the US economy were « $8.6 trillion of natural gas
combined, the country would have more
than $200 trillion in assets amdien $22.5 trillion of coal
»  While not all are liquid, they certainly paint oo s -
the US as a much better credit risk than A"." :r?(.j3o'§rr‘:lel:o;rér;)g;)t\:/ernment buildings
many would believe _
—an s L
$6-$10 trillion in military assets

Financial Assets

$2.0 trillion in stocks, bonds and
other financial assets (ex. gold)

0

..-
- $320 billion in bullion gold reserves

Present Value of Future Taxes

2019 Tax Revenue
N $3.7 trillion

Sources: US Treasury, US General Services Administration, Institute 2066 Tax Revenue
for Energy Research, Federal Reserve, and Bloomberg, as of $22 trillion

1/20.
3/31/20 (17% of $131 trillion GDP)



Interest Payments on Federal Debt Are near Historic Lows

Invesco
. It? Ifact. intte‘rﬁ‘j\;I Ipavments on US debt are Interest payments on US Debt as a % of Total Government Spending
elow post- averages.
« This is partly a function of low interest 16%
rates, but also a signal that the current 15%
debt service, even on these higher debt
levels, are more than sustainable given 14%
that they are near 100 year averages gl 3%
0
» If interest rates rise, this number could %
climb, but even in the late 1990s- a period O12%
remembered by most as one of relative ‘GEJ 11%
prosperity- the US spent approximately g7
15% of its budget on interest payments. 05,10% Post WW2 Average: 8.9% C t 8.4y
« Evenif interest as a percentage of outlays § o urrent: o.4%
increased, it would take a long way and = 0
dramatically higher rates to even reach S 8%
that late 1990s level of expenditures =
o 7%
€
§ 6%
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Source: FRED, 12/31/19.



US debt holders are not all outside of the US
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*  Around one third of the US debt load is Debt: Total and Held by Public as a Percent US Treasury Securities Foreign
actually owed to the federal government of GDP Holders: China
itself in the form of 10Us *

R . ‘ !ﬂ@@ a@ 27.7% is money the .
Similarly, around 43% of debt held outside 150 Q{i government owes to itself > e 5.3% (China)

of the federal government is owed to US

institutions like pension funds 39 1.4
«  Only around 30% of outstanding debt is "”'” (1500: Security Trust Fund)
owed to foreign countries, many of whom 100% 12.3%
are close allies like Japan and the United Wiy (Federal Reserve) 1.2
Kingdom 1.5%
+  The system is not poised to collapse even &0 (Disability insurance fund, other)
if China reduces its holdings of US 80 - 210
treasuries @ An additional 42.6%is | 2 5-Year
« China has actually been gradually reducing bonds held by US = Treai;‘é% iate
their holding of US treasuries to fund 60 savers, US pensions, b 0.8
current spending needs for years. The and US financial '

peak of Chinese US treasury holdings was s el .
actually in 2013. Since that time interest institutions

rates have fallen from approximately 2.9% 40 16.1% 0.6
to less than 1% today. (All world, excl. Japan, China,

* This is hardly the sign of a collapse in @ gﬁ%
appetite for US debt 20 (Japan) 0.4

5.3%

(China)
NN ZZ 1.1% 0.2
0 vZaln (United Kingdom)
197019781986 1994200220102018
0.0
=== Held by Public === Total 2000 2004 2008 2012 2016 2020

Source: US Treasury, 3/31/20.



Even Higher Interest Rates Won't Change Debt Affordability

Drastically
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» Even if interest rates were to rise, the US
would have more than enough fiscal room
to deal with higher payments

» The relationship between interest rates
and economic growth, furthermore, is
quite close at 0.92 correlation

*  Without a dramatic acceleration in growth,
it's unlikely that interest rates will rise
drastically

« Infact, even with a modest growth path of
1% nominal GDP growth, tax revenues will
rise by far more than increased interest
expenses

Sources: US Bureau of Economic Analysis and Bloomberg, as of
3/31/20. Nominal GDP is smoothed over 10 years, and as of
3/31/20. Forecasts may not be achieved. GDP (gross domestic
product) is the total value of all final goods and services produced in
a country in a given year. Correlation expresses the strength of
relationship between distribution of returns of two sets of data. The
correlation coefficient is always between +1 (perfect positive
correlation) and -1 (perfect negative correlation). A perfect
correlation occurs when the two series being compared behave in
exactly the same manner. Past performance does not guarantee
future results.

10-Year Treasury Rate and Nominal Gross

Domestic Product (GDP) Y/Y Percent
Change (10-Year Moving Average)

15%

Borrowing costs
and nominal GDP
growth rate tend
to move together

Example
Treasury issues $5 trillion in new debt over

next 10 years. $80 Billion

é\ugpa?-nté?e $30 Billion
increase in the 10-

Year Treasury
rate from 0.6% to

1.6%. 0.6% 1.6%

Increased Interest Expense:
$50 Billion

0
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e 1 O-Year U.S. Treasury Rate

@ NOMminal GDP (Real GDP + Consumer Price Index)

Nominal GDP growth rate also increases by 1%

3.5% growth rate 4.5% growth

US GDP in 2026
S %
.

O
$4.47 $4.9T

Tax Revenue =
(17% of GDP ) Increased Interest Expense:
$500 Billion




How Will We Pay Back the National Debt? We Won't
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*  The Majority of Government Spending Goes Expenditures
to Mandatory Programs, Defense and

Interest- all important things almost every
American has an interest in continuing to
fund.
* Rather than focus on paying back the debt, o
sustainability is key. Mandatory

+  Like Alexander Hamilton envisioned, the Spending iscretionary Spendin
national debt is something to be cherished (Cannot Change w /D Yy Sp g
and tended to rather than eliminated through Of 2020 US

huge spending cuts and revenue increases.

*  Most of the government’s work is essential, expendltu res Went

only about 12% of expenses in each year are to:
“discretionary"” or the much-hated pork
barrel projects.

*  Reducing expenditures modestly and

focusing on boosting economic growth is the 1. Mandatory ﬂ

likeliest path for sustainability of the federal T 4

debt going forward. Prog rams x
2. Defense

3. Interest

Source: US Treasury, 3/31/20.



Depleting the Social Security Trust Fund Won't Make the

Program Collapse

Invesco
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» Social security, for instance, will need to
be addressed in the future

« It is on solid footing today, however, and
will likely be dealt with in a similar way to
the reform of the programs during the
Reagan administration in 1983.

« Then, law makers increased the payroll tax
and raised the retirement age while also
requiring government employees to pay
into Social Security

« A similar series of changes today could

put the trust fund on stable footing for
another 50 years

Source: Congressional Budget Office Social Security Policy Options,
July 2020.

Social Security Trust Fund Ratio
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800%
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Security benefits out of the
600 1983 Social Security Social Security Trust Fund
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What happens from 2034
to 20907

1. Payments are no longer
made from the depleted
trust fund.

2. Payments paid directly
from the payroll taxes
being collected.

i
it » €2 %

3. Unless changes are
made, the federal
government will collect
only 75% of scheduled
retirement benefits.

$11.4T7
Shortfall

$34.2T
Paid Out



Even Medicare Could Be on Sounder Financial Footing with

Modest Fixes

Invesco
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« The $60 trillion of unfunded Medicare
liabilities is not catastrophic for the country

* Rather, small fixes to the program along with
slowing the rate of healthcare cost growth
could help dramatically reduce the burden of
the program

»  Focusing on economic growth, or growing
the pie, will be another important feature of
placing this important program on sounder
financial footing

* Inshort, high expenditures on healthcare do
not equal doom, but rather require creative
bipartisan thinking

Sources: 2019 Annual Report of the Boards of Trustees of the
Federal Hospital Insurance and Federal Supplementary Medical
Insurance Trust Funds, 12/31/19.
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Definitions

GDP (gross domestic product) is the total value of all final goods and services produced in a country in a given year.
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Disclosures

NOT FDIC INSURED MAY LOSE VALUE NO BANK GUARANTEE

This material and any programs referenced herein are for illustrative, informational, educational
and entertainment purposes.

This does not constitute a recommendation of any investment strategy or product for a particular
investor. Investors should consult a financial professional before making any investment
decisions.

The opinions expressed by Invesco professionals do not necessarily reflect those of Invesco
Distributors, Inc. and are subject to change at any time based on market or other conditions. This
is provided for educational and informational purposes only and is not an offer of investment
advice or financial products. In addition, the results actual investors might have achieved may
vary from those shown.

Before investing, investors should carefully read the prospectus and/or summary
prospectus and carefully consider the investment objectives, risks, charges and expenses.
For this and more complete information about the fund(s), investors should ask their
advisors for a prospectus/summary prospectus or visit invesco.com/fundprospectus.
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