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As debt levels rise, so do worries

Sunny greetings from Washington, D.C.! It's that time of year
again: the IMF and World Bank Annual Meetings — the ritual
shoulder rubbing of policymakers and the financial elite.

Before you ask: no, everything is still the same, even if the Na-
tional Guard is now patrolling the city at the president’s behest.
The only new thing is the oversized stars and stripes flag Donald
Trump has hoisted in the front yard of the White House (see
photo). Make America Great Again! The city is just as safe — or
unsafe — as it was before, and the much-lamented homeless are . i .
also still around; where else could they go? Even the grass in Photo: Private
the parks hasn’t gotten any greener, despite the fact that Na-
tional Guardsmen have also been put to work on

. The only thing noticeably different is the subdued atmos-
phere outside the conference perimeter. The government shut-
down is taking its toll: dining out isn’t much fun when you’re not

getting paid.

A cautious forecast from the IMF

As usual, the IMF presented its much-anticipated global eco- The IMF Caught
nomic forecasts this fall. The Fund’'s economists believe eco- . ﬂ t

nomic policy uncertainties are now higher than they’ve been in In a contiic
decades. A phenomenon that has its roots right here in town — of interest?

specifically in a mansion with a giant flag on its lawn. But the IMF
is careful not to call a spade a spade. Across the 186 pages of
its World Economic Outlook, the word "Trump" doesn’t appear at
all. Unlike in each and every conversation in town.

Like LBBW Research, the IMF observes a slowdown in eco-
nomic momentum, forecasting global growth of just 3.1% in Downside risks
2026. Risks, the Washington-based economists warn, are

skewed to the downside. On inflation, they caution the opposite: take the Iead



https://eu.usatoday.com/story/opinion/columnist/2025/08/28/trump-national-guard-picking-up-trash-dc/85853498007/
https://eu.usatoday.com/story/opinion/columnist/2025/08/28/trump-national-guard-picking-up-trash-dc/85853498007/

risks tend to be on the upside. It's not unusual for economic fore-
casters to take hedged positions like these. But | can’t shake off
the nagging suspicion that the IMF might have tweaked its num-
bers slightly to avoid angering its largest shareholder — the
United States.

At LBBW Research, we don’t face such political constraints, and
our U.S. forecasts are accordingly a bit more sobering. We pro-
ject U.S. growth of just 1% in 2026, compared to the IMF’s 2.1%,
and inflation rising to an average of 3.5% for the year (the IMF
forecasts 2.5%). At the growth and inflation rates forecast by the
IMF, there would be no reason for the Federal Reserve to cut
rates further — yet the Fund expects exactly that. There is grow-
ing evidence for rising U.S. inflation rates, as the IMF itself lays
out clearly. In recent months, prices for tradable goods have be-
gun to pick up (see Fig: 1). The impact of Trump’s tariff frenzy is
becoming harder and harder to sweep under the rug.

Debt, debt, and more debt...

Public debt looms large — not just in the IMF’s , but
throughout countless speeches, panels, and side discussions at
the Annual Meetings. These conversations are often accompa-
nied by deeply furrowed brows. The United States, in particular,
stands out as an egregious case. Its debt level is already above
120% of GDP, and the (still-independent) Congressional Budget
Office (CBO) projects it will soar to 150% within the next decade.
The debt surge is being fueled further by the permanent tax cuts
of the One Big Beautiful Bill Act. Before the Act, the CBO had
anticipated a debt level of "only" 141% by 2035.

Outside the U.S., the problem of ballooning public deficits is just
as pressing (see Fig. 2). The IMF estimates global public debt
will reach over 100% of worldwide GDP by 2029. That would be
the highest level since 1948, a time when war and reconstruction
offered at least some justification for such extraordinary debt lev-
els. Today, such mitigating factors are absent.

Instead of wastefulness, what’s needed now is austerity

On the contrary: governments should be building fiscal buffers to
prepare for the demographic transitions looming across all ad-
vanced economies. Advanced economies’ societies are aging,
and the demands on public budgets for pensions, healthcare,
and elderly care are set to steadily increase.

It seems as though governments worldwide are afflicted by a
pandemic of irresponsibility. It's true that pushing through sus-
tainable fiscal consolidation has become much harder in today’s
deeply divided societies. The deadlocked situation currently un-
folding in France acts as exhibit A. The US government shut-
down exhibit B. | could go on. But sooner or later, the moment
will arrive when capital markets will force governments to act.
Long-term interest rates have already surged. In the meantime,
let gold prices serve as a barometer of economic anxiety.
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Fig. 1:
US import prices begin to rise
(Monthly rate of change, %)
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Disclaimer:

This publication is addressed exclusively at recipients in the EU, Switzerland, Liechtenstein and the
United Kingdom.

This report is not being distributed by LBBW to any person in the United States and LBBW does not
intend to solicit any person in the United States.

LBBW is under the supervision of the European Central Bank (ECB), Sonnemannstrale 22, 60314
Frankfurt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurhein-
dorfer Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany).

This publication is based on generally available sources which we are not able to verify but which we
believe to be reliable. Nevertheless, we assume no liability for the accuracy and completeness of this
publication. It conveys our non-binding opinion of the market and the products at the time of the editorial
deadline, irrespective of any own holdings in these products. This publication does not replace individual
advice. It serves only for informational purposes and should not be seen as an offer or request for a
purchase or sale. For additional, more timely in-formation on concrete investment options and for indi-
vidual investment advice, please contact your investment advisor.

We retain the right to change the opinions expressed herein at any time and without prior notice. More-
over, we retain the right not to update this information or to stop such updates entirely without prior
notice.

Past performance, simulations and forecasts shown or described in this publication do not constitute a
reliable indicator of future performance.

The acceptance of provided research services by a securities services company can qualify as a benefit
in supervisory law terms. In these cases LBBW assumes that the benefit is intended to improve the
quality of the relevant service for the customer of the benefit recipient.

Additional Disclaimer for recipients in the United Kingdom:

Authorised and regulated by the European Central Bank (ECB), Sonnemannstralle 22, 60314 Frank-
furt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurheindorfer
Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany). Authorised
by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by
the Prudential Regulation Authority are available from us on request.

This publication is distributed by LBBW to professional clients and eligible counterparties only and not
retail clients. For these purposes, a retail client means a person who is one (or more) of (i) a client as
defined in point (7) of Article 2(1) of the UK version of Regulation (EU) 600/2014 which is part of UK law
(UK MIFIR) by virtue of the European Union (Withdrawal) Act 2018 (EUWA) who is not a professional
client (as defined in point (8) of Article 2(1) of UK MIFIR); or (ii) a customer within the meaning of the
provisions of the Financial Services and Markets Act 2000 (as amended, the FSMA) and any rules or
regulations made under the FSMA (which were relied on immediately before the 31 December 2020 (IP
completion day)) to implement Directive (EU) 2016/97 on insurance distribution, where that customer
would not qualify as a professional client, as defined in point (8) of Article 2(1) of UK MiFIR; or (iii) not a
qualified investor as defined in the UK version of Regulation (EU) 2017/1129 on the prospectus to be
published when securities are offered to the public or admitted to trading on a regulated market, which
is part of UK law by virtue of the EUWA (the UK Prospectus Regulation).

This publication has been prepared by LBBW for information purposes only. It reflects LBBW's views
and it does not offer an objective or independent outlook on the matters discussed. The publication and
the views expressed herein do not constitute a personal recommendation or investment advice and
should not be relied on to make an investment decision. The appropriateness of a particular investment
or strategy will depend on an investor’s individual. You should make your own independent evaluation
of the relevance and adequacy of the information contained in this publication and make such other
investigations as you deem necessary, including obtaining independent financial advice, before partici-
pating in any transaction in respect of the financial instruments referred to this publication herein.

Under no circumstance is the information contained within such publication to be used or considered as
an offer to sell or a solicitation of an offer to buy any particular investment or security. Neither LBBW nor
any of its subsidiary undertakings or affiliates, directors, officers, employees, advisers or agents accepts
any responsibility or liability whatsoever for/or makes any representation or warranty, express or implied,
as to the truth, fullness, accuracy or completeness of the information in this publication (or whether any
information has been omitted from the publication) or any other information relating to the, whether
written, oral or in a visual or electronic form, and howsoever transmitted or made available or for any
loss howsoever arising from any use of this publication or its contents or otherwise arising in connection
therewith.

The information, statements and opinions contained in this publication do not constitute or form part of
a public offer. LBBW assumes no responsibility for any fact, recommendation, opinion or advice con-
tained in any such publication and expressly disclaims any responsibility for any decisions or for the
suitability of any security or transaction based on it. Any decisions that a professional client or eligible
counterparty may make to buy, sell or hold a security based on such publication will be entirely their
own and not in any way deemed to be endorsed or influenced by or attributed to LBBW.

LBBW does not provide investment, tax or legal advice. Prior to entering into any proposed transaction
on the basis of the information contained in this publication, recipients should determine, in consultation
with their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits,
as well as the legal, tax, regulatory and accounting characteristics and consequences, of the transaction.
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