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A Viewpoint from Joshua N. Feinman

The Twin Deficit and the Government Shutdown

On the budget deficit and the government finances: They have
deteriorated in the past few years, which is quite unusual for this
stage of a cycle as the deficit is usually low and decreasing when
growth is solid and unemployment is low. The deterioration is partly
due to the recent tax and spending initiatives, but also due to the
longer-term trends related to entitlement spending1. There is little
indication that this is causing problems now as financial markets
seem not to care much, and the United States has substantial
fiscal latitude, reflecting among other things that it issues debt
denominated solely in its own currency – the global reserve
currency no less, with no credible rival on the horizon – backed by
an independent monetary policy, with a long history of honoring its
debt obligations, deep and well-functioning capital markets, stable
government, rule of law, and a still-vibrant, innovative economy.
So we expect no near-term fiscal cliff for the United States. But
that does not mean its fiscal latitude is unlimited. Allowing debt
to march ever higher will eventually raise debt-servicing costs –
they are already starting to edge up, though still below where they
were in earlier decades as a percentage of gross domestic product
(GDP) because of lower interest rates – and since about 40% of all
publicly-held U.S. Treasuries are held abroad, this will result in a net
loss of national income. Also, high debt levels reduce the room for
fiscal maneuver to combat future recessions or build infrastructure.
Most importantly, the more resources commanded by government
redistribution or entitlement spending and the borrowing it entails,
will leave fewer resources available for other, potentially more
productive endeavors, reducing the economy's growth potential.
This is the real – albeit largely hidden, counterfactual – cost of the
fiscal trajectory the United States is on.

As for the current account deficit: it is moderate by historical
standards, around 2.5% of GDP, down from more than 6% prior
to the financial crisis. There is no trouble for the United States in
financing as this becomes evident from the previous elaboration.
In fact, though the U.S. net international investment position2

has grown to more than 40% of U.S. GDP reflecting persistent
current account deficits, the U.S. primary income balance3 remains
positive, reflecting the higher rates of return U.S. investors earn
overseas than foreigners earn in the United States as they
disproportionately own low-yielding Treasuries.

On the shutdown: its direct drag on U.S. GDP is relatively minor
– the rough rule of thumb is about 0.1% for every 10 days this
shutdown lasts – but that is just the direct effect in the form of
delayed pay to federal workers and the like. The indirect effects
could be larger – disruption to travel, business contracts with the
government, etc. – are harder to calibrate, and will presumably

1
Entitlement spending is a subset of mandatory spending that can be spent without congressional approval, such as Social Security payments

2
Foreign assets held by U.S. residents less U.S. assets held by foreigners

3
Income earned by U.S. investors on their foreign assets less income earned by foreigners on their U.S. assets
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In a nutshell

• The budget deterioration is
partly due to the recent tax
and spending initiatives, but
also due to the longer-term
trends related to entitlement
spending.

• There is no trouble for the
United States in financing
either its budget deficit or
the current account deficits.

• Most of the effects of the
government shutdown
will be small, temporary,
and recoverable but some
impacts will grow the longer
the shutdown lasts, and
small amount of activity may
be permanently lost.
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grow the longer the shutdown lasts. Most of these effects will be
temporary and recoverable – federal workers will eventually get
their back-pay when the government reopens, etc. – but some small
amount of activity may be permanently lost. Finally, the situation
has no clear resolution in sight, which is troubling, not least because
it speaks to a political dysfunction that could carry over into other
things such as for example the need to raise the debt ceiling4

later this year or pass the renegotiated North American Free Trade
Agreement (NAFTA).

4
It is the legislative limit on the level of national debt that can be incurred by the U.S. Treasury

Forecasts are not a reliable
indicator of future returns.
Forecasts are based on
assumptions, estimates, views
and hypothetical models
or analyses, which might
prove inaccurate or incorrect.
All opinions and claims are
based upon data on 1/15/19
and may not come to pass.
This information is subject to
change at any time, based upon
economic, market and other
considerations and should not be
construed as a recommendation.
Past performance is not
indicative of future returns.
Forecasts are based on
assumptions, estimates, opinions
and hypothetical models that
may prove to be incorrect.
DWS Investment Management
Americas Inc.

CRC 063995 (01/2019)

All articles are available on https://go.dws.com/cio-view-articles 2

https://go.dws.com/cio-view-articles


1/16/2019

Glossary

Current account

The current account includes trade in goods and services, a net-
factor-income balance (e.g. earnings on foreign investments and
cash transfers from individuals working abroad) and transfers (e.g.
foreign aid). It is a part of the balance of payments.

Financial crisis

The financial crisis refers to the period of market turmoil that
started in 2007 and worsened sharply in 2008 with the collapse of
Lehman Brothers.

Fiscal policy

Fiscal policy describes government spending policies that
influence macroeconomic conditions. Through fiscal policy, the
government attempts to improve unemployment rates, control
inflation, stabilize business cycles and influence interest rates in an
effort to control the economy.

Gross domestic product (GDP)

The gross domestic product (GDP) is the monetary value of all the
finished goods and services produced within a country's borders in
a specific time period.

Monetary policy

Monetary policy focuses on controlling the supply of money
with the ulterior motive of price stability, reducing unemployment,
boosting growth, etc. (depending on the central bank's mandate).

North American Free Trade Agreement (NAFTA)

The North American Free Trade Agreement (NAFTA) is a trade
agreement signed by Canada, Mexico and the United States,
creating a trilateral trade bloc in North America, which came into
force on January 1st, 1994.

Recession

A recession is, technically, when an economy contracts for two
successive quarters but is often used in a looser way to indicate
declining output.

Reserve currency

A reserve currency is a foreign currency held in significant
quantities by central banks and international financial institutions.
Foreign currency reserves allow a country to pay off its international
debt obligations or boost its currency’s value.

Treasuries

Treasuries are fixed-interest U.S. government debt securities with
different maturities: Treasury bills (1 year maximum), Treasury notes
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(2 to 10 years), Treasury bonds (20 to 30 years) and Treasury Inflation
Protected Securities (TIPS) (5, 10 and 30 years).

Yield

Yield is the income return on an investment referring to the interest
or dividends received from a security and is usually expressed
annually as a percentage based on the investment's cost, its current
market value or its face value.
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Hong Kong

The contents of this document have not been reviewed by any
regulatory authority in Hong Kong. You are advised to exercise
caution in relation to the investments contained herein. If you are
in any doubt about any of the contents of this document, you
should obtain independent professional advice. This document has
not been approved by the Securities and Futures Commission in
Hong Kong nor has a copy of this document been registered by
the Registrar of Companies in Hong Kong and, accordingly, (a)
the investments (except for investments which are a “structured
product” as defined in the Securities and Futures Ordinance
(Cap. 571 of the Laws of Hong Kong) (the “SFO”)) may not be
offered or sold in Hong Kong by means of this document or
any other document other than to “professional investors” within
the meaning of the SFO and any rules made thereunder, or in
other circumstances which do not result in the document being
a “prospectus” as defined in the Companies (Winding Up and
Miscellaneous Provisions) Ordinance (Cap. 32 of the Laws of Hong
Kong) (“CO”) or which do not constitute an offer to the public within
the meaning of the CO and (b) no person shall issue or possess
for the purposes of issue, whether in Hong Kong or elsewhere, any
advertisement, invitation or document relating to the investments
which is directed at, or the contents of which are likely to be
accessed or read by, the public in Hong Kong (except if permitted
to do so under the securities laws of Hong Kong) other than with
respect to the investments which are or are intended to be disposed
of only to persons outside Hong Kong or only to “professional
investors” within the meaning of the SFO and any rules made
thereunder.

Singapore

Singapore Interests in the funds mentioned herein are not allowed
to be made to the public or any members of the public in Singapore
other than (i) to an institutional investor under Section 274 or 304
of the Securities and Futures Act (Cap 289) (“SFA“), as the case
may be, (ii) to a relevant person (which includes an Accredited
Investor) pursuant to Section 275 or 305 and in accordance with
other conditions specified in Section 275 or 305 respectively of
the SFA, as the case may be, or (iii) otherwise pursuant to, and in
accordance with the conditions of, any other applicable provision
of the SFA.

Important Information

DWS is the brand name of DWS Group GmbH & Co. KGaA. The
respective legal entities offering products or services under the
DWS brand are specified in the respective contracts, sales materials
and other product information documents. DWS Group GmbH &
Co. KGaA, its affiliated companies and its officers and employees
(collectively “DWS Group”) are communicating this document in
good faith and on the following basis.

This document has been prepared without consideration of the
investment needs, objectives or financial circumstances of any
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investor. Before making an investment decision, investors need to
consider, with or without the assistance of an investment adviser,
whether the investments and strategies described or provided by
DWS Group, are appropriate, in light of their particular investment
needs, objectives and financial circumstances. Furthermore, this
document is for information/discussion purposes only and does not
constitute an offer, recommendation or solicitation to conclude a
transaction and should not be treated as giving investment advice.

DWS Group does not give tax or legal advice. Investors should
seek advice from their own tax experts and lawyers, in considering
investments and strategies suggested by DWS Group. Investments
with DWS Group are not guaranteed, unless specified.

Investments are subject to various risks, including market
fluctuations, regulatory change, possible delays in repayment and
loss of income and principal invested. The value of investments can
fall as well as rise and you might not get back the amount originally
invested at any point in time. Furthermore, substantial fluctuations
of the value of the investment are possible even over short periods
of time. The terms of any investment will be exclusively subject to
the detailed provisions, including risk considerations, contained in
the offering documents. When making an investment decision, you
should rely on the final documentation relating to the transaction
and not the summary contained herein. Past performance is no
guarantee of current or future performance. Nothing contained
herein shall constitute any representation or warranty as to future
performance.

Although the information herein has been obtained from sources
believed to be reliable, DWS Group does not guarantee its accuracy,
completeness or fairness. No liability for any error or omission is
accepted by DWS Group. Opinions and estimates may be changed
without notice and involve a number of assumptions which may
not prove valid. All third party data (such as MSCI, S&P, Dow
Jones, FTSE, Bank of America Merrill Lynch, Factset & Bloomberg)
are copyrighted by and proprietary to the provider. DWS Group or
persons associated with it (“Associated Persons”) may (i) maintain
a long or short position in securities referred to herein, or in related
futures or options, and (ii) purchase or sell, make a market in, or
engage in any other transaction involving such securities, and earn
brokerage or other compensation.

The document was not produced, reviewed or edited by any
research department within Deutsche Bank and is not investment
research. Therefore, laws and regulations relating to investment
research do not apply to it. Any opinions expressed herein
may differ from the opinions expressed by other Deutsche Bank
departments including research departments. This document may
contain forward looking statements. Forward looking statements
include, but are not limited to assumptions, estimates, projections,
opinions, models and hypothetical performance analysis. The
forward looking statements expressed constitute the author’s
judgment as of the date of this material. Forward looking
statements involve significant elements of subjective judgments
and analyses and changes thereto and/or consideration of different
or additional factors could have a material impact on the results

Forecasts are not a reliable
indicator of future returns.
Forecasts are based on
assumptions, estimates, views
and hypothetical models
or analyses, which might
prove inaccurate or incorrect.
All opinions and claims are
based upon data on 1/15/19
and may not come to pass.
This information is subject to
change at any time, based upon
economic, market and other
considerations and should not be
construed as a recommendation.
Past performance is not
indicative of future returns.
Forecasts are based on
assumptions, estimates, opinions
and hypothetical models that
may prove to be incorrect.
DWS Investment Management
Americas Inc.

CRC 063995 (01/2019)

All articles are available on https://go.dws.com/cio-view-articles 6

https://go.dws.com/cio-view-articles


1/16/2019

indicated. Therefore, actual results may vary, perhaps materially,
from the results contained herein. No representation or warranty is
made by Deutsche Bank as to the reasonableness or completeness
of such forward looking statements or to any other financial
information contained herein.

This document may not be reproduced or circulated without
DWS Group’s written authority. The manner of circulation and
distribution of this document may be restricted by law or regulation
in certain countries, including the United States.

This document is not directed to, or intended for distribution to or
use by, any person or entity who is a citizen or resident of or located
in any locality, state, country or other jurisdiction, including the
United States, where such distribution, publication, availability or
use would be contrary to law or regulation or which would subject
DWS Group to any registration or licensing requirement within such
jurisdiction not currently met within such jurisdiction. Persons into
whose possession this document may come are required to inform
themselves of, and to observe, such restrictions.

Unless notified to the contrary in a particular case, investment
instruments are not insured by the Federal Deposit Insurance
Corporation (”FDIC“) or any other governmental entity, and are not
guaranteed by or obligations of DWS Group.

© 2019 Deutsche Asset Management (Asia) Limited

Publisher: DWS Investment GmbH, Mainzer Landstraße 11-17,
60329 Frankfurt am Main, Germany
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