
Fitch takes on the US 
government!
What a day it was in Washington 
yesterday after former US President 
Donald Trump was indicted … again 

... while Fitch downgraded the US 
government’s long-term credit rating to 
AA+ from AAA.

The rationale for the downgrade 
was justified by “the expected fiscal 
deterioration over the next 3-years, a high 
and growing general government debt 
burden, and the erosion of governance.” 
Fitch projects the “deficit will rise to 6.3% 
of GDP in 2023, from 3.7% in 2022. It 
will then increase to 6.6% of GDP in 2024, 
with a further widening to 6.9% in 2025 
The interest-to-revenue ratio is expected to 
reach 10.0% by 2025, compared to 2.8% 
for the ‘AA’ median and 1.0% for the ‘AAA’ 
median.”
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The last time this happened was when 
S&P downgraded the US in 2011, 
sparking a major equity sell-off, and 
European and US equities are all -1.0% 
to -2.0% lower this morning. In 2011 the 
US government retaliated by launching 
an investigation into S&P’s role in the 
sub-prime crisis, which was ultimately 
resolved 3-weeks later when the S&P 
CEO resigned. Unfortunately, this time 
the implications may be more meaningful 
as 2 out of the 3 rating agencies now 
have the US at sub-AAA. According to 
most government officials, economists, 
market commentators, and bank CEOs, 
the downgrade was ridiculous, flawed, 
or crazy, with the main question being, 
why now? Ultimately, the downgrade 
is symbolic of the record amounts of 
issuance that governments require going 
forward and I would expect to see this 
happen to a lot more countries, including 
New Zealand, but the real question we 
should be asking is, does it really matter? 
And if a country has strong economic 
growth, then the answer is probably no, it 
will just add to funding costs. 

To that end, the US economy is well 
placed with private sector job creation 
remaining robust after private 
businesses hired 324k workers in July, 
slightly below June’s 455k gain, but well 
ahead of expectations at 189k. 

The impact has weighed on markets 
with equities lower and bond yields 
surging to reach 2023 highs as the 10-
year initially gained 10bp to yield 4.12%, 
before retreating to 4.07%. In amongst 
the chaos, the US Treasury coincidentally 

announced it would increase the size of 
its quarterly issuance for the first time 
in 2.5-years, announcing it will issue 
USD103bn of 3, 10, and 30-year notes 
next week, up from USD96bn last time. 
But while equites, commodities, and 
treasuries all succumb to selling pressure, 
the USD found support from safe haven 
flows with the NZD and AUD being the 2 
currencies most impacted as they fell to 
1-month and 2-month lows.            

Is the recession starting to 
impact?
In NZD the unemployment rate ‘surged’ 
to 3.6% from 3.4%, while Q2 labour costs, 
year-on-year, eased to 4.3% from 4.5% 
and the participation rate increased to 
72.4 from 72.0. Interestingly, economic 
theory dictates that unemployment 
traditionally reaches record lows as an 
economy enters a recession, and then 
surges as the recession starts to impact! 

The release of the BoJ’s June minutes 
provided some concretionary insights 
last week’s BoJ meeting as, “One member 
said the BoJ must sustain monetary 
easing with an eye on side-effects of policy. 
Members shared the view there was no 
need to make operational tweaks to YCC at 
this point (although) one member said BoJ 
must consider reviewing YCC at early stage 
to avoid big rate volatility upon future exit 
from easy policy.”
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