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WHY US’S $40 TRILLION IN DEBT COULDN'T STOP THE STOCK MARKET
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S&P 500 earnings growth accelerated from ~14% in 2025 to over 30% in Q2 2026 Corporate cash yields and

massive Al investments have shielded private earnings from sovereign bond market stress.

S&P 500 Earnings Growth Acceleration,
2023-2026 Sector Metric Reality
carrying a $40 trillion debt pile and a $2.
trillion annual deficit. Corporate Americaq, ' . Locked in low
meanwhile, is posting record profit margins, Prof;t margin: rates after
with S&P 500 earnings growth accelerating u.s. 13.2% of GDP 2020, now
from roughly 12% in 2025 to well above 25% Corporations .(record). Net earning interest
through 2026. interest: ~0.5% income on large
of GDP
cash balances.
The Federal Reserve's quarter-point hike in
September, its first since 2023, brought the Mostly on
benchmark rate to 3.75%-4.00%. It's a fixed-rate
reminder that sticky inflation and rising bond 5 _ mortgages.
yields are pressuring the public balance u.s. ~D§6;/GI.|DP. . Stock gains are
sheet, even as private balance sheets stay Households ) 0,1;)5\9,\,865 supporting
unusually strong. since spending
through a
The Macro Dashboard: Two Divergent wealth effect.
Realities
Chair Kevin
Sector Metric Reality Warsh has
Target rate: taken a hawkish
Running large Federal 3.75%-4.00%, line, with
Al Debt: >$40T deficits outside a Reserve up 25bpsin headline
Governmen (”10_2% of GDP). | recession or war. September inflation still
. Net interest: >3% | Debt service is running near
of GDP and rising eating into the 3.6%-3.7%.
budget.
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crispidea.com s 01/ 05




30 September 2026

Washington's Debt Machine

Large peacetime deficits have become
routine. The CBO now estimates the "One Big
Beautiful Bill" will add $4.7 trillion to deficits
through 2035, up from its earlier $3.4 trillion
estimate, as the bill's tax cuts (centered on
making the 2017 individual rate cuts
permanent) push up borrowing needs.

With total federal debt having doubled in a
decade to over $40 trillion, rising term
premiums on Treasuries reflect investor
concern about long-run fiscal discipline.
Treasury Secretary Scott Bessent has
increased government bond buybacks to
help manage yields, a move that drew public
criticism from investor Stanley Druckenmiller,
who argued it risks undermining confidence
in Treasury issuance.

Two additional pressures are compounding
the fiscal picture:

e Monetary tightening. At Jackson Hole, Fed
Chair  Kevin  Warsh defended the
September hike, citing multi-year
elevated inflation.

e Energy and trade volatility. Ongoing
tension around the Strait of Hormuz and
the U.S.-Canada trade dispute have kept
energy and input costs volatile, adding to
inflation risk even as the Fed tries to bring
it down.

Why the Market Isn't Cracking: The Private
Sector’'s Debt-Timing Advantage

Higher yields normally weigh on equity
valuations. With 10-year Treasuries near 5%,
that pressure should be showing up. It
largely isn't, and the reason is a structural
mismatch in when the public and private
sectors locked in their debt.
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The federal government pays over 3% of GDP
in net interest. Corporate America pays
about 0.5%. Most large companies
refinanced at rock-bottom rates after 2020
and are now earning yield on their cash
balances, effectively turning higher Fed rates
into a net tailwind for interest income.

That shows up directly in the earnings
numbers. S&P 500 earnings growth has gone
from roughly 12% for full-year 2025 to over
25% through most of 2026, a pace last seen
in 2021.

Household balance sheets tell a similar
story. Debt-to-GDP is near a 27-year low,
and most homeowners are insulated by
fixed-rate mortgages. Combined with equity
market gains, that's kept consumer spending
resilient even as real wage growth has been
soft.

The Real Risk: Not a Crash, a Slow Drag

The U.S. isn't heading for a sudden default. It
borrows in its own currency and issues the
world’'s primary reserve asset, which gives
Washington unusual latitude on debt levels
that would be unsustainable elsewhere. In
effect, federal deficit spending is flowing into
corporate earnings and household balance
sheets, not away from them.

The more realistic risk is a slower,
compounding one:

1.Higher-for-longer rates. Heavy Treasury
issuance keeps upward pressure on
mortgage, auto, and corporate borrowing
costs.

2.Crowding out. Rising debt-service costs
limit room for infrastructure, R&D, and
safety-net spending.
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4.Sector-specific exposure. Capital- Conviction viewpoint
intensive, rate-sensitive sectors feel this
first. Utilities face higher financing costs The market isn't wrong to stay near highs on
on the capex needed for grid buildout current earnings data, but it's underpricing
and data-center demand. Industrials with the maturity wall. | see this as a 12 month
long-cycle capex plans and Automotive window, not a new steady state. Earnings
OEMs reliant on consumer financing are growth above 25% is being driven by cheap
similarly exposed if rates stay elevated legacy debt and Al-linked capex spending
into 2027. Energy is comparatively and not by a durable margin expansion
insulated given the current price story. As that debt rolls over into a higher-
backdrop, but capital costs for new rate environment, margin compression will
projects still rise with the curve. become the base case for 2027, not a tail
5.Volatility around data surprises. Equity risk.

markets are likely to see sharper, more
frequent pullbacks whenever yields move
quickly, even without a change in the
underlying growth story.

The final takeaway

This isn't a debt crisis story. It's a debt-
timing story. The public sector borrowed
short and late; the private sector borrowed
long and early. This mismatch is not any
underlying strength in the economy but this
is what is letting record earnings growth
coexist with a record deficit. The mismatch is
temporary. Corporate debt maturities will
eventually force refinancing at current rates,
and when that happens, the private sector’s
0.5% of GDP interest advantage starts
closing.
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Latest Blog & Articles

e The MRO Opportunity Nobody Is
Modelling; How the Commercial Aviation
Recovery Created a $120Bn Backlog

e The GLP-1Impact on Retail: How Weight-
Loss Drugs Are Changing What We Buy,

¢ |s the Fed’s 2% Inflation Goal an lllusion?

e Golden Dome'’s Trillion Dollar Question:
Can the Pentagon’s Most Ambitious
Program Survive Its Own Price Tag?

e D2C Brands Built _on Instagram Are
Hitting_a Wall: Here's What the Unit
Economics Look Like at Scale

Latest Sector report

e The Wealth Technology Report - 2026

¢ The Streaming_Market Outlook - 2026

¢ The Quick Commerce Report - 2026
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Introducing Quality of Management
Report (QoM™)

Crispldea’s Quality of Management (QoM)
report quantitatively evaluates
leadership, highlighting strengths and
weaknesses, and comparing with peers.
Highly correlated with performance, it
predicts outcomes during management
changes.

Built on Quality of Leadership, it examines

backgrounds, diversity, and track records
of management.

Latest QoM™ Reports

e Quality of Management Report (QoM)
— Palo Alto Networks

e Quality of Management Report (QoM)
— Palantir Technologies

e Quality of Management Report (QoM)
- Crowdstrike Holdings, Inc

% paloaltoc QO Palantir
\GROWDSTRIKE
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Month in review
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Date Company Name Report Name CMP TP Rating
. % e .
01 Sep [UIMIC Ur?lted ‘ 90% fabs utilization unlocks hidden NTS118.5 NTS135 BUY
Microelectronics Corp. |value
Al li
05 Sep |0Q Metd |[Meta Platforms, Inc. investments deliver strong $571.1 | $629.06 | BUY
growth and new revenue streams
Samsung Electronics |13.5% upside despite target price
10Sep | GIIEI® | 11 downgrade W255,500 | %290,000 | BUY
Diversifvi h wideni
10 Sep | ) Awbott |Abbott Laboratories Iversifying Growth, w'|den|ng . $108.33 $121.59 BUY
moats and compounding margins
BWXT Technologies |[Strategic refocus enhances core
16 Sep B“Rr Inc. execution, valuation caps upside $160.41 $180.11 BUY
Al kl ffi “buy”
205ep | ! l1arla Cisco Systems Inc. or;ler bac 1o reattirms a buy $110.63 $125.00 | BUY
CISCO despite margin pressure
27 Sep We——— Circle Internet Group |Arc and CPN expand revenue $91.72 $101.82 BUY
Inc opportunities
29sep| ™™ |Block Inc. Square momentum offsets Cash $76.74 $82.27 | HOLD
BBBBB App normalization
. : Massive cash flow meets record KRW KRW
295ep | sK SK Hynix Inc. buybacks 1,862,000 | 2,150,000 | Y
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