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  FY26 financial costs and primary deficit probably push public deficit to 100% GDP 

with limited political appetite for fiscal tightening 

 

According to preliminary data released by the Congressional Budget Office (CBO), the Federal Government’s financial deficit for 

FY26, ending in September, reached US$2.0 trillion (tn). This represents a nominal increase of 12.2% in comparison to FY25 

(US$1.8tn), the largest movement since FY21 (US$2.8tn), when the COVID-19-related support pressured spending. We estimate 

that the deficit reached 6.2% of LTM Gross Domestic Product (GDP through the third quarter. For its part, the public debt at 

US$32.4tn represented 100.5% of GDP vs. 99.7% at the end of FY25. Total outlays of US$7.4tn combined with US$5.4tn in total 

revenue resulted in the U$2.0tn deficit. The 6.2% deficit was larger than the 5.9% shortfall for FY25. HR Ratings' most recent 

sovereign debt rating anticipated a total deficit of 6.3% of GDP.  

 
The deficit exceeded that of the previous year as a result of the convergence of numerous factors. The main one was the historic 

US$1.1tn cost of paying interest on the national public debt, which going forward will be increasingly impacted by rising bond 

yields. We estimate that interest payments represented 3.5% of GDP, up from 3.4% in FY25 while the effective interest rate of the 

debt increased from 3.50% to 3.65%. By comparison, in FY19 interest accounted for 2.0% of GDP with an estimated effective cost 

of 2.60%. 

 
Customs revenues were U$172 billion, which is at risk due to the Supreme Court's decision deeming a substantial segment of the 

previously enacted emergency tariffs unconstitutional. An obligation was established for the Treasury to formally issue refunds of 

US$130 billion in tariff refunds. Military operations in the Middle East contributed to a 5.5% nominal increase in national defense 

expenditure, which reached US$916bn. Nevertheless, as a percentage of GDP defense spending declined slightly to 2.84% of 

GDP vs. 2.86% in FY25 and despite intensifying geopolitical tensions are increasingly outpaced by interest expense.  

 
Public debt amounted to 100.5% of GDP in the third quarter, according to HR Ratings' estimate. This figure is lower than the 

100.9% anticipated by HR Ratings in its U.S. Sovereign Rating Report, which was published in March 2026. Nevertheless, the 

trend of increasing public debt persists. This continues to be a substantial risk factor in light of the current high interest rate 

environment and the absence of political will to modify the debt trajectory. Figure 1 below shows the evolution of the public debt 

to GDP. The trajectory is steeper than it was in the years immediately preceding COVID, although not as steep as the spike after 

the 2008 financial crisis. 
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Figure 1. Evolution of Public Debt as Percentage of GDP (LTM) 

 

 
Total receipts constituted 16.7% of GDP at end of FY26, a decrease from 17.2% in FY25 and below HR Ratings anticipated 

17.3%. The 37 basis points decline relative to GDP was primarily the result of relatively small 3.8% nominal increase in payroll 

(5.62% of GDP) and a 15.5% fall in corporate income taxes (from 1.5% to 1.2% of GDP). The latter was largely the result of the 

2025 Reconciliation Act, which permitted increased deductions for specific investments. For their part individual income tax 

receipts, which accounted for over 52% of total revenue during FY26, increased by 7.0%. The decline in corporate tax revenue to 

a lower 1.2% vs. 1.8% in FY24 is likely to produce political pressure for a change, especially given the increase in payroll tax 

revenue. The counterargument is that the tax cuts helped produce economic growth.  

 
While customs duties account for 3.2% of the total revenue, the public finances were also affected by refunds that were issued 

following the United States Supreme Court's invalidation of specific tariffs in February 2026. The CBO estimates that these refunds 

could amount to approximately US$130bn in fiscal year 2026. 

 
Outlays represented 22.9% of GDP, less than the 23.1% recorded at the end of FY25 and below HR Ratings' estimate of 23.7% 

from our last Sovereign Rating Report. In nominal terms, spending jumped by 5.5%. Looking at the main categories, defense and 

social security expenditures grew by 5.4%, while Medicaid and Medicare saw higher rises of 8.2% and 7.8%, respectively. Notably, 

defense spending as a percentage of GDP remains around 2.8%. For Fiscal Year 2027, the current administration has proposed 

increasing defense spending to US$1.5tn, which according to HR Ratings would equal approximately 4.7% of GDP. However, 

US$350 bn remains blocked in Congress, with an approval deadline of December 11, following the November midterm elections.  

 
With interest expense rising significantly relative to GDP, defenses spending stuck at around 2.8% and mandatory spending (most 

notably Social Security and Medicare) rising inexorably (reaching a combined 8.4%) the remaining largely non-mandatory, non-

defense spending has been cut back significantly, falling to 5.9% of GDP vs. 6.2% and 7.7% in FY25 and FY24, respectively. We 

expect a major shutdown battle this December, perhaps with the final result being large increases in both defense and non-defense 

non-mandatory spending and an even larger deficit for FY27. 

Source: HR Ratings with information from the CBO. Including HR Ratings estimate for 3Q26 GDP.
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Primary expenses were equivalent to 19.4% of GDP, below the 19.7% recorded in FY25 and HR Ratings' expectation of 20.6%. 

Consequently, the primary deficit increased from 2.5% of GDP at the end of FY25 to 2.6% at the end of FY26. Nevertheless, net 

interest grew by 11.2% in nominal terms, pushing interest outlays from 3.4% to 3.5% of GDP over the same period. This rise drove 

the financial deficit from 5.9% to 6.2% of GDP, though it remained slightly below HR Ratings' expectation of 6.3%.  

 
Figure 2. Annual Revenue, Expenditure and Debt  

 

 
The United States' current economic environment, which is characterized by resilient consumer spending, solid economic growth, 

and stabilization of unemployment, should serve as an incentive to strengthen fiscal discipline. The current deficit is extraordinarily 

large given the absence of war, plague or recession. Failure to establish this discipline at this time could potentially complicate the 

outlook in the event of a future decrease in government revenue or an increase in spending demands. Additionally, the recent 

significant spike at the long end of the nominal yield curve, which has seen 10-year and 30-year bonds reaching highs not seen 

since 2002, is expected to exert upward pressure on net interest. Although the pressures on sovereign yields come principally 

from the United States, other sovereigns such as the United Kingdom and France are also contributing, to which we need to add 

the huge demand for AI related investments.  

 
Figure 3. Deficit as Percent of GDP (LTM)  

 

Calendar Year FY23 FY24 FY25 FY26 FY23 FY24 FY25 FY26 Bn USD % GDP

Total Revenue 4,440 4,918 5,234 5,403 16.2% 17.0% 17.2% 16.7% 5,559 17.3%

Total Outlays 6,135 6,735 7,011 7,396 22.4% 23.3% 23.1% 22.9% 7,587 23.7%

 Primary Outlays 5,425 5,786 5,983 6,253 19.8% 20.0% 19.7% 19.4% 6,603 20.6%

   Defense 776 826 868 916 2.8% 2.9% 2.9% 2.8% 1,154 3.6%

   Non Defense Primary 4,649 4,960 5,115 5,337 17.0% 17.1% 16.8% 16.5% 5,449 16.8%

 Net Interest 710 949 1,029 1,143 2.6% 3.3% 3.4% 3.5% 984 3.1%

Deficit -1,695 -1,817 -1,777 -1,993 -6.2% -6.3% -5.9% -6.2% -2,029 -6.3%

Public Debt 26,330 28,307 30,278 32,425 96.1% 97.8% 99.7% 100.5% 32,377 100.9%

GDP* 27,398 28,948 30,363 32,271 n.a. n.a. n.a. n.a. 32,417 n.a.

Source HR Ratings with information from the CBO and Bureau of Economia Analysis for GDP

*GDP figures for FY26 are an estimation made by HR Ratings.

In Billions of USD As Percent of GDP

HR Ratings March 

projections for FY26

Source: HR Ratings with information from the CBO. Including HR Ratings estimate for 3Q26 GDP.
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HR Ratings de México, S.A. de C.V. (“HR Ratings”), is an credit rating agency authorized by the National Banking and Securities Commission(CNBV) and registered by the Securities and Exchange 

Commission (SEC) as a Nationally Recognized Statistical Rating Organization (NRSRO) for the assets of public finance, corporates and financial institutions as described in section 3 (a) (62) (A) 

and (B) subsection (i), (iii) and (v) of the US Securities Exchange Act of 1934 and certified as a Credit Rating Agency (CRA) by the European Securities and Markets Authority (ESMA) and the 

Financial Conduct Authority (FCA).  

The ratings and/or opinions of HR Ratings are opinions regarding the credit quality and/or the asset management capacity, or relative to the performance of the tasks aimed at the fulfillment of the 

corporate purpose, by issuing companies and other entities or sectors, and are based on exclusively in the characteristics of the entity, issue and/or operation, regardless of any business activity 

between HR Ratings and the entity or issuer. The ratings and/or opinions granted are issued on behalf of HR Ratings and not of its management or technical personnel and do not constitute 

recommendations to buy, sell or maintain any instrument, or to carry out any type of business, investment or operation, and may be subject to updates at any time, in accordance with the rating 

methodologies of HR Ratings.  

HR Ratings bases its ratings and/or opinions on information obtained from sources that are believed to be accurate and reliable. HR Ratings, however, does not validate, guarantee or certify the 

accuracy, correctness or completeness of any information and is not responsible for any errors or omissions or for results obtained from the use of such information. Most issuers of debt securities 

rated by HR Ratings have paid a fee for the credit rating based on the amount and type of debt issued. The degree of creditworthiness of an issue or issuer, opinions regarding asset manager 

quality or ratings related to an entity’s performance of its business purpose are subject to change, which can produce a rating upgrade or downgrade, without implying any responsibility for HR 

Ratings. The ratings issued by HR Ratings are assigned in an ethical manner, in accordance with healthy market practices and in compliance with applicable regulations found on the 

www.hrratings.com rating agency webpage. HR Ratings’ Code of Conduct, rating methodologies, rating criteria and current ratings can also be found on the website. 

Ratings and/or opinions assigned by HR Ratings are based on an analysis of the creditworthiness of an entity, issue or issuer, and do not necessarily imply a statistical likelihood of default, HR 

Ratings defines as the inability or unwillingness to satisfy the contractually stipulated payment terms of an obligation, such that creditors and/or bondholders are forced to take action in order to 

recover their investment or to restructure the debt due to a situation of stress faced by the debtor. Without disregard to the aforementioned point, in order to validate our ratings, our methodologies 

consider stress scenarios as a complement to the analysis derived from a base case scenario. The fees HR Ratings receives from issuers generally range from US$1,000 to $1,000,000 (one million 

dollars, legal tender in the United States of America) (or the equivalent in another currency) per offering. In some cases, HR Ratings will rate all or some of a particular issuer’s offerings for an 

annual fee. Annual fees are estimated to vary between $5,000 and US$2,000,000 (five thousand to two million dollars, legal tender in the United States of America) (or the equivalent in another 

currency). 

Portions of this document may have been generated, in whole or in part, using artificial intelligence (AI) tools. At HR Ratings, the use of AI in any process or function is subject to the supervision, 

approval, or monitoring of the responsible employees, who are accountable for the use of any technological tool and for the associated results. All relevant or critical decisions (including, but not 

limited to, the assignment, modification, affirmation, or withdrawal of a rating) are made through human intervention, even when AI tools have been used in some part of the process; accordingly, 

responsibility is neither delegated to nor shared with any tool. Furthermore, in accordance with the policies and procedures set forth in HR Ratings’ Internal Regulations, the information or data 

used by AI tools is not used to train public models or made available to entities other than HR Ratings, and such tools comply with the policies and procedures for preventing the misuse of 

confidential or privileged information set forth in the Code of Conduct. 
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