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The news that Fitch Ratings downgraded the United States from AAA to AA+ has little effect on the primary market 

dynamics of the Treasury market. The asset class remains the gold standard within the developed market bond complex 

in terms of its liquidity, size, and security—characteristics that will likely remain the case for years, if not decades, to 

come.  

However, the downgrade reiterates some important questions about the country’s trajectory, e.g., in terms of its 

deteriorating debt dynamics. As Fitch highlights, governance standards in the U.S. have eroded: the fiscal framework of 

the 1990s is gone (as is the budget surplus), replaced by alarmingly large deficits along with more frequent threats of 

government closures and default. 

The governance question also pertains to the country’s increasingly divisive politics, which we see as one of the key 

global macroeconomic anchors that is giving way over time. The implications of the expanding divide include the erosion 

of the political center, less orthodox policy punctuated with bouts of radicalism, and institutional decay marked by a 

reduction in policy credibility.  

In addition, the fundamental problem of fiscal spending that exceeds revenues remains entirely unaddressed, allowing 

the United States’ debt-to-GDP ratio to soar from 40% to more than 100% since 2000 (a level that just a decade ago 

during the Eurozone crisis would have been considered dangerously high) in what some otherwise regard as the “danger 

zone” for sovereign credits. 

From a relative perspective, one saving grace is that many DM countries have experienced a similar mushrooming of 

government debt in recent years.  Furthermore, carrying out quantitative easing during times of fiscal stimulus—

effectively monetary financing—is now commonplace whereas it was once considered taboo. 

In terms of Treasury yields, the additional supply of Treasuries hitting the market as the deficit rises has put, and will 

continue to put, inexorable upward pressure on Treasury yields relative to other fixed income instruments, such as SOFR 

swaps.  While a major near-term swing is not anticipated, over time this relative supply / demand dynamic has taken 

long-term Treasury yields from 30+ bps less than swap yields in the 1990s to now typically 50+ bps above swap rates.  So, 

there is a visible impact of the country’s rising debt burden, but, at least to date, the rate of change has been incredibly 

slow. 

As for the here and now, U.S. economic fundamentals of growth and inflation as well as central bank policy remain the 

primary drivers of yield levels, which are broadly in the realm of fair value. In other words, we are in the end game of a 

rate-hike cycle and, therefore, near peak yields. Downgrade or not, U.S. fixed income is poised for healthy returns in the 

years ahead.   

 

The comments, opinions, and estimates contained herein are based on and/or derived from publicly available information from sources 

that PGIM Fixed Income believes to be reliable. We do not guarantee the accuracy of such sources or information.  This outlook, which is 

for informational purposes only, sets forth our views as of this date. The underlying assumptions and our views are subject to change. Past 

performance is not a guarantee or a reliable indicator of future results. 
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留意事項 

※本資料はPGIMフィクト・インカムが市場動向に関する情報提供としてプロの投資家向けに作成したものです。PGIMフィクスト・インカムは、米国SEC
の登録投資顧問会社であるPGIMインクの債券運用部門です。

※本資料は情報提供を目的としたものであり、特定の金融商品の勧誘又は販売を目的としたものではありません。また、本資料に記載された内容等に
ついては今後変更されることもあります。

※記載されている市場動向等は現時点での見解であり、これらは今後変更することもあります。また、その結果の確実性を表明するものではなく、将来
の市場環境の変動等を保証するものでもありません。

※本資料で言及されている個別銘柄は例示のみを目的とするものであり、特定の個別銘柄への投資を推奨するものではありません。

※本資料に記載されている市場関連データ及び情報等は信頼できると判断した各種情報源から入手したものですが、その情報の正確性、確実性につ
いて当社が保証するものではありません。

※本資料に掲載された各インデックスに関する知的財産権及びその他の一切の権利は、各インデックスの開発、算出、公表を行う各社に帰属します。

※過去の運用実績は必ずしも将来の運用成果等を保証するものではありません。

※本資料は法務、会計、税務上のアドバイスあるいは投資推奨等を行うために作成されたものではありません。

※当社による事前承諾なしに、本資料の一部または全部を複製することは堅くお断り致します。

※“Prudential”、“PGIM ”、それぞれのロゴおよびロック・シンボルは、プルデンシャル・ファイナンシャル・インクおよびその関連会社のサービスマークであり、
多数の国・地域で登録されています。 

※PGIMジャパン株式会社は、世界最大級の金融サービス機関プルデンシャル・ファイナンシャルの一員であり、英国プルーデンシャル社とはなんら関係が
ありません。
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