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Standard & Poor’s delivers a shock for a shake-out!    
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Standard & Poor’s Rating Services downgraded the outlook for the long-term rating on US sovereign debt 
from stable to negative but left unchanged the actual credit rating for both long and short term debt. The 
downgrading was on the basis of the very large budget deficits, as illustrated in the chart, and rising 
government indebtedness together with an unclear path towards addressing these. As the credit rating 
agency stated, ‘... we believe there is at least a one-in-three likelihood that we could lower our long-term 
rating on the US within two years.’ Not what President Obama nor Congress nor the American people want 
to hear!  
 
While it is hard to imagine a situation in which the US government would be unable to borrow, service and 
redeem its debt the fact is that the warning comes as an unwelcome shock. In a sense the gilt market may 
even be a beneficiary in view of the steps taken by the UK government to impose not just fiscal discipline by 
cutting spending and raising taxes but also a framework involving an Office for Budget Responsibility for 
ensuring that the discipline works to reduce budget deficits over the medium term.   
 
But leaving this aside, the warning from Standard & Poor’s is precisely ... well, a warning. Moreover, it may 
be even positive in providing a galvanizing moment for Congress to get down to business speedily and iron 
out a gimmicks free and credible way forward in dealing with budget deficit reduction and America’s growing 
indebtedness.  
 
Right now there might not even be a better way than a message from Standard & Poor’s to redress the 
fiscal balance – or rather the imbalance. It might be one sure way to restore confidence in US government 
and encourage investors – foreigners as well as domestic – to retain the faith and their holdings of US 
Treasuries. Bill Gross may see it differently but then, being a bond guy, he’s just waiting for a buying 
opportunity.  
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If equity markets were in search of a shake-out, they’ve got it. But another day of the action and they are 
bound to look oversold. Also, investors are bound to remind themselves of the underlying fundamentals 
which remain favourable.  
 
Corporate confidence is running high pretty well everywhere. Is the message from Standard & Poor’s likely 
to put a dent in this? As it’s only a warning, it’s doubtful. More critical will be the US earnings season, which 
is just starting. Before getting worried, let’s see how this plays out. The very early and admittedly tentative 
indication is that could prove to be yet another quarter of earnings surprising on the upside.       
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

IMPORTANT NOTES 
The information contained in this report represents an impartial assessment of the value or prospects of the 
subject matter. Graphs, performance data etc are as at the close of business on the day preceding the date of the note. 
The information contained in this report has been taken from sources disclosed in this presentation and is believed to be 
reliable and accurate but, without further investigation, cannot be warranted as to accuracy or completeness. The 
opinions expressed in this document are not the views held throughout Brewin Dolphin Ltd. No Director, representative or 
employee of Brewin Dolphin Ltd. accepts liability for any direct or consequential loss arising from the use of this 
document or its contents. We or a connected person may have positions in, or options on, the securities mentioned 
herein or may buy, sell or offer to make a purchase or sale of such securities from time to time. In addition, we reserve 
the right to act as principal or agent with regard to the sale or purchase of any security mentioned in this document. For 
further information, please refer to our conflicts policy, which is available on request or can be accessed via our website 
at www.brewindolphin.co.uk. The value of your investment or any income from it may fall and you may get back less than 
you invested. Past performance is not a guide to future performance. If you are in any doubt concerning the suitability of 
these investments for your portfolio you should seek the advice of a qualified investment adviser. Brewin Dolphin Ltd, a 
member of the London Stock Exchange, authorised and regulated by the Financial Services Authority. Registered office: 
12 Smithfield Street London EC1A 9BD. Registered in England and Wales no 2135876. 


