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The Debt Ceiling Debate: Much Ado About Nothing 

The United States is not going to default on its debt. In addition, there will not be a technical default on the debt 

whereby the Treasury misses an interest payment. The US government will continue to pay its bills on time, at least 

this year. We have been through this debate dozens of times in the last 40 years. The outcome will be the same: 

no default.  

A more realistic concern, although still unlikely, is whether another one of the three main rating agencies 

downgrades Treasury debt. In August 2011, the Standard and Poor’s (S&P) rating agency downgraded US debt 

one-notch from AAA to AA+. Fitch and Moody’s had maintained the Treasury’s AAA status at the time but put the 

government on negative watch.  

S&P had put the US government on watch in April 2011. So, the agency had laid the groundwork for a 

potential downgrade. In this regard, their decision to downgrade later that summer was not out of the blue. 

There was intense public debate between the Administration and the Congress. Each were playing a game of 

chicken with default. The environment is different today.  

For starters, S&P has a stable rating on the US government but said just last month that if there was going to be 

another downgrade it would happen over the next two to three years if “unexpected negative political developments 

weigh on the resilience of American Institutions” or if the government “jeopardize(s) the dollar’s status as the world’s 

leading reserve currency.” Another S&P downgrade is not forthcoming. Protocol is to put the US on negative watch 

first. This is standard practice for the other agencies, too. 

Moody’s and Fitch both have triple-A and stable ratings on US debt. Hence a 2011 repeat downgrade is not 

going to happen. But there is another more important factor to consider and that is the current makeup of the GOP-

led House. Republicans only have a nine seat majority which means that Speaker McCarthy cannot lose more 

than four votes to hold his coalition together. His negotiating power is limited, which means the White House can 

continue to advocate for a clean debt ceiling bill.  

Ultimately, if there is brinksmanship, we could easily see five (if not many more) moderate Republicans peel off to 

the Democrat side. The current debt ceiling situation is entirely different from 2011 when Speaker Boehner 

had a massive 49 seat majority. He had to contend with the Tea Party caucus which was in no mood to bargain 

with the President after their stunning 63 seat pickup the previous fall. Boehner had to deliver spending cuts which 

came through budget sequestration. 

While Speaker McCarthy may feel like he needs to look tough by advocating for spending cuts and not supporting 

a clean debt ceiling increase, his options are limited given the GOP’s narrow majority. Perhaps this explains why 

he proposed a debt ceiling suspension. Despite this, bond investors continue to act as nervous nellies, evident 

from the 150 basis point gap in yield between four-week and three-month treasury bills!  

Unless the Administration agrees to a temporary suspension, which is possible if they believe it can be used to their 

advantage to highlight their spending priorities, we should expect a debt ceiling deal sometime in late July. Congress 

has an incentive to get it done then, ahead of their standard summer recess beginning in August. Stay tuned. 

 

 

 



 

 

 

Disclaimer 

This presentation is for discussion purposes only and is not intended to be an offer to sell or the solicitation of an offer to buy 

any securities, or any commitment to underwrite, subscribe for or place any securities, is not an offer or commitment to 

provide any financing or extension of credit or service, and does not contain any tax or legal advice. This presentation has 

been prepared by SMBC Group (which may include, collectively or individually, any of the following entities in the Americas 

Division: Sumitomo Mitsui Banking Corporation (“SMBC”), SMBC Nikko Securities America, Inc. (“SMBC Nikko”), SMBC 

Nikko Securities Canada, Ltd. (“Nikko Canada”), SMBC Capital Markets, Inc. (“SMBC-CM”), SMBC Leasing and Finance, 

Inc., JRI America, Inc., and SMBC Rail Services LLC) and is being furnished by SMBC Group solely for use by the client or 

potential client to whom such materials are directly addressed and delivered. This presentation is confidential and is the 

property of SMBC Group subject to copyright. Any reproduction of this presentation, in whole or in part, is prohibited, and 

you may not release these materials to any person, except to your advisors and professionals to assist you in evaluating 

these materials, provided that they are obligated, by law or agreement, to keep the presentation confidential. These materials 

do not constitute research, a recommendation or an offer or solicitation to any person to enter into any transaction or adopt 

any hedging, trading, or investment strategy. Prior to participating in any such transaction, you should consult your own 

independent, competent, legal, tax, accounting, and other professional advisors.  

In preparing this presentation, SMBC Group has relied upon information available from third parties, including public sources, 

and we have assumed, without independent verification, the accuracy and completeness of such information. Specific prices, 

indices, or measures, including ranges, listed in this document were prepared at the time the document was prepared, and 

are subject to change without notice. SMBC Group makes no representations to and does not warrant this presentation’s 

accuracy or completeness. SMBC Group expressly disclaims any liability for any use of the information set forth herein, 

including, without limitation, any use of the information set forth herein in the preparation of financial statements or accounting 

material.  

These materials may contain forward-looking statements, which may include projections, forecasts, income estimates, yield 

or return, future performance targets or similar analysis. These forward-looking statements are based upon certain 

assumptions. All forward-looking statements are based upon currently available information and SMBC Group is not obligated 

to provide an update. Actual events may differ from those assumptions. Opinions, projections, price/yield information and 

estimates are subject to change without notice. There can be no assurance that estimated returns or projections will be 

realized, that forward-looking statements will materialize or that actual results will not be materially lower than those 

presented. Past performance is not necessarily indicative of future results. Any transactions or strategies addressed may not 

be suitable for all parties. The value, price or income from transactions or strategies may fall as well as rise. SMBC Group or 

an affiliate may have a position in any of the underlying instruments, assets, indices, or rates mentioned in this document. 

You should make your own independent judgment or seek independent financial and tax advice with respect to any matter 

contained herein. 

SMBC is subject to Japanese firewall regulations and therefore absent client consent, non-public client information may not 

be shared with SMBC Nikko Securities Inc. 

SMBC Nikko is a U.S. registered broker-dealer of SMBC Group. Nikko Canada is a U.S. and Canadian registered broker-

dealer of SMBC Group. SMBC-CM is provisionally registered as a U.S. swap dealer with the CFTC. Capital markets and 

other investment banking activities for SMBC Group are performed by a combination of SMBC Nikko, Nikko Canada, SMBC 

Nikko Securities Inc. and SMBC-CM. Lending and other commercial banking activities are performed by SMBC and its 

banking affiliates. Derivative activities may be performed by SMBC-CM or SMBC. SMBC Group deal team members may 

also be employees of any of the foregoing entities. SMBC Group does not provide tax advice. Accordingly, any discussion 

of U.S. tax matters contained herein (including any attachments) is not intended or written to be used, and cannot be used, 

in connection with the promotion, marketing or recommendation by anyone unaffiliated with SMBC Group or for the purpose 

of avoiding U.S. tax-related penalties. © 2022 SMBC Group. All rights reserved. 

 


