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Macroeconomics is a relative game, and when judged on this basis, the US economy is
exceptionally strong.

The US has managed to grow at a robust pace while also keeping aggregate domestic debt
levels flat.

Private sector debt has largely come down at the expense of increased government
leverage. Relative to peers, US corporate debt is ultra low, and household debt is average.

Despite anxieties from analysts, US government debt levels are still near average.

Meanwhile, other key economies (such as Canada, UK, and China specifically) are
overextended in certain areas. As a result, these economies are particularly vulnerable if
inflation and/or interest rates are truly higher for longer or if there is a shock. An
economic/financial crisis emerqging elsewhere in the world (as opposed to one originating in
domestically) is a top macro risk.

This suggests that other central banks may have to be more aggressive in cutting interest
rates than the Federal Reserve. This carries profound implications for rates and FX.

Not only is US productivity higher than in similarly developed countries, but US productivity
also appears to be accelerating. The addition of a favorable regulatory and tax policy
agendain 2025 suggests that the US economy may continue to outperform.




The US is in a Class of its Own

Since pre-Covid, US productivity has grown by nearly +10%. Japan, the next highest among developed markets,

has grown +2.5%. Major European countries have either been flat or negative! Productivity is flat in Canada and

down -2% in Australia.
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Accelerating Productivity

Between the mass adoption of Artificial Intelligence (Al), its associated spillover effects, the nearly $250B in

onshored manufacturing, the implementation of a favorable regulatory and tax policy agenda, the US may be

amidst a productivity boom, which stocks are pricing.
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China’'s Growth is Debt Fueled

The US has grown at arobust pace while keeping domestic debt constant. China’s growth, however, has been

fueled by a considerable increase in leverage. China will be more sensitive in a higher-for-longer inflation or

interest rate climate.
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In Search of Leverage

US bank leverage has come down tremendously since the GFC. Meanwhile, bank leverage is elevated in Japan
(211%), China (182%) and in the UK (157%).
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US Corporate Health is Unmatched

With relatively little debt, US corporate health is unmatched. This is one reason why US credit spreads (IG and

HY) are so tight, and equities are performing so well.

Nonfinancial Corporate Debt Outstanding
(% of GDP)

‘ | Average = 113% | ‘

Japan Italy France Euro Canada Australia Spain Germany China
Area

200
180
160 |
140 |
120 |
100 |

% of GDP

80

Sources: FRB, BoJ, ONS, BDE, ISTAT, Bbk, BdF, ES, CNBS, Haver, SMBC Nikko
6 SMBC



A Shifting US Debt Burden

Since 2008, the debt burden in the US has shifted away from the private sector onto the public sector. The private
sector is healthy partly because the public sector has levered up, thus tight credit spreads, high equities and

growth.

The Shifting US Debt Burden
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Average Government Debt Levels

Even despite this notable levering up in the public sector, US government debt levels are still at global averages

when compared to peers.

General Government Debt Outstanding
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Average Household Debt

US household debt (69.3%) is approximately average too. Canadian household debt is particularly noteworthy
registering at 98.6% of GDP. This is even higher than the US’ peak of 96.7% (Q1 2008) which was achieved in the
run up to the Global Financial Crisis (GFC)!
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Real Estate Leverage

US households have reduced their leverage, while households in China have levered up, with real estate being

the primarily object.
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