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What the proposed debt ceiling
deal means for investors

Introduction

The White House and the House speaker have reached a bipartisan agreement that would raise the
government's $31.4 trillion debt ceiling for two years. The House and the Senate are expected to vote
this week on legislation ratifying the deal. If approved, the legislation would go to President Biden to be
signed into law prior to the June 5 deadline, which is when the U.S. Treasury Department has indicated
it would no longer be able to finance all government operations.

In light of the agreement, investors may be wondering how they should respond now that lawmakers
appear to be on a path to resolution. We are pleased that resolution appears likely because failure to
raise the debt ceiling would increase market volatility and damage U.S. credibility. But our advice to
investors is simple and hasn't changed—maintain a long-term perspective.

Avoiding the effects of a default

Coming this close to missing the deadline to raise the debt ceiling before the U.S. Treasury could no
longer finance government operations is certainly not good news. Nevertheless, markets and investors
can breathe a sigh of relief if a deal gets across the finish line.

The most serious impact of failing to ratify the deal would be a default by the U.S. government. This
would happen if the U.S. Treasury delayed interest or principal payments on Treasury securities. A
“technical defaeult” would occur if the Treasury failed to make payments when due on its noninterest
obligations, such as to government contractors or to recipients of entitlements such as Social Security.

A default would damage U.S. credibility. The United States would no longer be able to fully reap the
benefits—notably, financing on the best possible terms—bestowed on the most reliable debtors. The
government's own financing costs, borne by taxpayers, would increase. And since broader borrowing
costs are pegged to Treasuries, interest rates would also likely rise for businesses, homeowners, and
consumers.

Failure to approve a deal and raise the debt ceiling would also pressure stocks because higher rates
would make companies' future cash flows less predictable. Spillover effects for global markets and
economies would be likely. Such developments, occurring at a time when global recessionary risks are
already increasing, make averting such a scenario even more crucial.
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How investors should respond to the news

Headlines about the debt ceiling and other short-term events can be unsettling for markets,
the economy, and investors. But it's important to remmember that volatility moves in both directions—
up as well as down—and that markets are efficient at processing news. Markets don't like
uncertainty, but they are also forward-looking.

A long-term perspective for investors is critical in any market environment but especially in unsettled
ones. Market-timing is incredibly challenging, because the best and worst performance days often
happen close to each other. In many cases, timing the market for reentry simply results in selling low and
buying high.

Throughout the debt ceiling negotiations, we have reassured investors and counseled them to focus
on the things they can control, such as:

e Having clear, appropriate goals.

e Having an appropriate mix of assets to achieve those goals.
e Keeping investing costs low.

e Maintaining discipline in a well-considered investment plan.

And our advice to investors has not changed because of the deal that is about to go before Congress for
approval. A long-term agreement to raise the debt ceiling is welcome news for the economy and
markets. Failure to resolve the impasse could cause much more uncertainty, market volatility, and
damage to U.S. credibility. But the debate should have little impact on your well-structured investment
plan, which should maintain a long-term perspective and ignore short-term events.

Exchange Rates
e Vanguard leaders on the possibility of a U.S. debt default (audiocast, issued May 2023)
o What investors should know about the debt ceiling (article, issued May 2023)
e Vanguard's principles for investing success (research paper, issued June 2020)
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https://www.vanguardmexico.com/es/perspectivas/opinion-de-expertos/vg-leaders-on-the-possibility-of-a-US-debt-default
https://www.vanguardmexico.com/es/perspectivas/economia-y-mercados/what-you-should-know-about-the-debt-ceiling
https://image.e-vanguard.com/lib/fe901372756c077576/m/1/vanguard-principles-for-investment-success-abstract.pdf
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This document is provided at the request of and for the exclusive use
of the recipient and does not constitute, and is not intended to
constitute, a public offer in the Republic of Colombia, or an unlawful
promotion of financial/capital market products. The offer of the
financial products described herein is addressed to fewer than one
hundred specifically identified investors. The financial products
described herein may not be promoted or marketed in Colombia or to
Colombian residents, unless such promotion and marketing is made
in compliance with Decree 2555/2010 and other applicable rules and
regulations related to the promotion of foreign financial/capital
market products in Colombia.

The financial products described herein are not and will not be
registered before the Colombian National Registry of Securities and
Issuers (Registro Nacional de Valores y Emisores - RNVE) maintained
by the Colombian Financial Superintendency, or before the
Colombian Stock Exchange. Accordingly, the distribution of any
documentation in regard to the financial products described here in
will not constitute a public offering of securities in Colombia.

The financial products described herein may not be offered, sold or
negotiated in Colombia, except under circumstances which do not
constitute a public offering of securities under applicable Colombian
securities laws and regulations; provided that, any authorized person
of a firm authorized to offer foreign securities in Colombia must
abide by the terms of Decree 2555/2010 to offer such products
privately to its Colombian clients.
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restricted in certain jurisdictions. The information contained in this
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make application for securities to inform themselves of, and to
observe, all applicable laws and regulations of any relevant
jurisdiction. Prospective applicants for securities should inform
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This offer conforms to General Rule No. 336 of the Chilean Financial
Market Commission (Comisién para el Mercado Financiero). The
offer deals with securities not registered under Securities Market
Law, nor in the Securities Registry nor in the Foreign Securities
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Esta oferta se acoge a la norma de cardcter general No. 336 de la
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no inscritos bajo la Ley de Mercado de Valores en el Registro de
Valores o en el Registro de Valores extranjeros que lleva la Comisién
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Regulation) in Peru by means of a private placement. The securities
offered and sold in Peru may not be sold or transferred to any person
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registered with the Registro PUblico del Mercado de Valores kept by
the SMV. The SMV has not reviewed the information provided to the
investor. This material is for the exclusive use of institutional
investors in Peru and is not for public distribution.

The financial products described herein may be offered or sold in
Bermuda only in compliance with the provisions of the Investment
Business Act 2003 of Bermuda. Additionally, non-Bermudian persons
may not carry on or engage in any trade or business in Bermuda
unless such persons are authorized to do so under applicable
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marketing the financial products described herein in Bermuda to
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Bermuda.

Vanguard does not intend, and is not licensed or registered, to
conduct business in, from or within the Cayman Islands, and the
interests in the financial products described herein shall not be
offered to members of the public in the Cayman Islands.

The financial products described herein have not been and will not be
registered with the Securities Commission of The Bahamas. The
financial products described herein are offered to persons who are
non-resident or otherwise deemed non-resident for Bahamian
Exchange Control purposes. The financial products described herein
are not intended for persons (natural persons or legal entities) for
which an offer or purchase would contravene the laws of their state
(on account of nationality or domicile/registered office of the person
concerned or for other reasons). Further, the offer constitutes an
exempt distribution for the purposes of the Securities Industry Act,
2011 and the Securities Industry Regulations, 2012 of the
Commonwealth of The Bahamas.

This document is not, and is not intended as, a public offer or
advertisement of, or solicitation in respect of, securities, investments,
or other investment business in the British Virgin Islands (“BVI"), and
is not an offer to sell, or a solicitation or invitation to make offers to
purchase or subscribe for, any securities, other investments, or
services constituting investment business in BVI. Neither the
securities mentioned in this document nor any prospectus or other
document relating to them have been or are intended to be
registered or filed with the Financial Services Commission of BVI or
any department thereof.

This document is not intended to be distributed to individuals that
are members of the public in the BVI or otherwise to individuals in the
BVI. The funds are only available to, and any invitation or offer to
subscribe, purchase, or otherwise acquire such funds will be made
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Any person who receives this document in the BVI (other than a
person who is not considered a member of the public in the BVI for
purposes of SIBA, or a person resident in the BVI solely by virtue of
being a company incorporated in the BVI and this document is
received at its registered office in the BVI) should not act or rely on
this document or any of its contents.

Any person who receives this document in theO BVI (other than a
person who is not considered a member of the public in the BVI for
purposes of SIBA, or a person resident in the BVI solely by virtue of
being a company incorporated in the BVI and this document is
received at its registered office in the BVI) should not act or rely on
this document or any of its contents.

This document does not constitute an offer or solicitation to invest in
the securities mentioned herein. It is directed at professional /
sophisticated investors in the United States for their use and
information. The financial products describe herein are only available
for investment by non-U.S. investors, and this document should not
be given to a retail investor in the United States. Any entity
responsible for forwarding this material, which is produced by VIGM,
S.A. de C.V., Asesor en Inversiones Independiente in Mexico, to other
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All investing is subject to risk, including the possible loss of the money
you invest. Be aware that fluctuations in the financial markets and
other factors may cause declines in the value of your account. There
is no guarantee that any particular asset allocation or mix of funds
will meet your investment objectives or provide you with a given level
of income.

Investments in bonds are subject to interest rate, credit, and inflation
risk.

While U.S. Treasury or government agency securities provide
substantial protection against credit risk, they do not protect
investors against price changes due to changing interest rates. Unlike
stocks and bonds, U.S. Treasury bills are guaranteed as to the timely
payment of principal and interest.
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