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Rising interest payments and the debt ceiling debate
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——Marketable debt as percent of GDP (left axis) ——Interest payments as percent of normalized receipts (right axis)
Sources: Bloomberg, U.S. Treasury Department, and Wells Fargo Investment Institute. Monthly data from January 1, 1992 to April 30, 2023. Normalized receipts are based on rolling 10-
year moving average. GDP = gross domestic product.

Elevated debt and rising interest rates take their toll on Treasury interest expenses

The U.S. hit its $31.4 trillion debt ceiling on January 19, triggering a series of extraordinary measures to fund
spending. These include a cash drawdown from the government’s Treasury General Account and a temporary
halt to pension-fund contributions for federal employees.

Therisk is that the U.S. Treasury Department may run out of funds if the debt ceiling is not lifted, due to
weakening tax revenues and an accelerated rise in interest expenses tied to higher interest rates and outsized
debt. The chart shows that interest payments as a percent of normalized receipts (thick purple line) have
increased to nearly 17%, while debt as a percentage of gross domestic product (thin orange line) is just below 30-
year highs.

What it may mean for investors

Historically, lawmakers have managed to avoid a default on the federal debt, despite having reached the debt
ceiling 78 times since 1960. We believe the government has strong incentives to reach resolution on the debt
ceiling, although it may not happen until the 11th hour. For long-term investors, we prefer a defensive allocation
approach that looks through what could be a volatile summer. We favor reducing U.S. Mid Cap and Small Cap
equity exposure in favor of Developed Market ex-U.S. Equities, and we favor reducing the overweight to U.S.
Large Cap Equities in favor of additional allocations to U.S. Short Term Taxable Fixed Income.

Chart excerpted from Market Charts (Second quarter, 2023); text was excerpted from Policy, Politics & Portfolios (February 28, 2023).
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Risk considerations

Each asset class has its own risk and return characteristics. The level of risk associated with a particular investment or asset class generally correlates with the level
of return the investment or asset class might achieve. Stock markets, especially foreign markets, are volatile. Stock values may fluctuate in response to general
economic and market conditions, the prospects of individual companies, and industry sectors. Foreign investing has additional risks including those associated with
currency fluctuation, political and economic instability, and different accounting standards. These risks are heightened in emerging markets. Small- and mid-cap
stocks are generally more volatile, subject to greater risks and are less liquid than large company stocks. Bonds are subject to market, interest rate, price,
credit/default, liquidity, inflation and other risks. Prices tend to be inversely affected by changes in interest rates. High yield (junk) bonds have lower credit ratings
and are subject to greater risk of default and greater principal risk.

General disclosures

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFIl is a registered investment adviser and wholly owned subsidiary of
Wells Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company.

The information in this report was prepared by Global Investment Strategy. Opinions represent GIS’ opinion as of the date of this report and are for general
information purposes only and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally.
GIS does not undertake to advise you of any change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or
have opinions that are inconsistent with, and reach different conclusions from, this report.

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential
investor. This report is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a
recommendation to buy, hold or sell securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product
based on performance alone. Consider all relevant information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and
investment time horizon. The material contained herein has been prepared from sources and data we believe to be reliable but we make no guarantee to its accuracy
or completeness.

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or
registered with any financial services regulatory authority outside of the U.S. Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells
Fargo Advisors may not be afforded certain protections conferred by legislation and regulations in their country of residence in respect of any investments,
investment transactions or communications made with Wells Fargo Advisors.

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered
broker-dealers and non-bank affiliates of Wells Fargo & Company. CAR-0523-02128
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