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In my two most recent blog posts, I highlighted the premise that “deficit discipline” in

Washington, DC, (the Federal Reserve (Fed) included) seems to be a thing of the past.

Without a doubt, the pandemic and related economic shutdowns required unprecedented

fiscal action, but even before 2020, expanding U.S. budget deficits had become the norm

the last few years. With fiscal year (FY) 2020 now officially in the books, let’s take a

look at how things fared.

For the record, the U.S. federal government’s fiscal year ends on September 30 of a

calendar year. Thus, October 1 begins the new budget cycle, so we are now officially

into FY 2021.

U.S. Budget Deficit/Surplus

For FY 2020, the total deficit came in at $3.1 trillion, a record shortfall, especially

compared to a red ink total of $984.4 billion for FY 2019. In addition, it was more than

double the previous high watermark of $1.4 trillion that was printed in 2009. As you can

see, in each “record-breaking” instance, extraneous factors were no doubt involved. This

past year it was pandemic-related, while the 2009 experience was financial crisis/great

recession-related.

So how did we get here? The table below highlights some key budget year versus year

figures. First, on the revenue side of the equation total receipts were down $42.2

billion, led mostly by a decline in individual income taxes, but the corporate side came

in negative territory as well.

Without much of a surprise, it was the surge in spending that accounted for 98% of the

increase in the overall deficit, as total outlays exploded by more than $2.1 trillion.

The three key contributors were the Departments of Health & Human Services, Labor and

the Treasury, all areas of the federal government that were profoundly impacted by the
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pandemic response. Treasury and Labor outlays stood out the most, as each rose well in

excess of $400 billion due to the CARES Act and elevated unemployment insurance.

Interestingly, interest on the public debt actually dropped a bit, no doubt a result of

plunging U.S. Treasury (UST) yields.

Key Budget Statistics (in billions)

Conclusion

As I alluded to earlier, the rising deficit trend was already in place prior to the

pandemic. Indeed, the U.S. budget shortfall had been increasing the last four fiscal

years and was on track to surpass the trillion-dollar mark even before COVID-19 reared

its ugly head.

Looking ahead, additional fiscal stimulus does seem likely in FY 2021: It’s the exact

timing and magnitude that are unknown. With a deficit base of at least $1.0 trillion

already baked into the budget, it appears as if another multi-trillion-dollar shortfall

seems likely at this point.

Up until recently, the UST market has revealed little concern for the sheer amount of

new supply that was needed to finance last fiscal year’s deficit. Although I wouldn’t

put the burgeoning deficit at the top of my list of catalysts, early here in FY 2021,

the UST 10-year yield has risen to a four-month high and broken through some technical

levels of support…something to watch for sure.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Treasury : Debt obligation issued by the U.S. government with payments of principal and

interest backed by the full faith and credit of the U.S. government.

Yield : The income return on an investment. Refers to the interest or dividends received

from a security that is typically expressed annually as a percentage of the market or

face value.

Fiscal Stimulus : Using fiscal policy as a tool to provide economic growth.
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