Document7


DDW 2011
1


Fiscal Discipline DA – Spending

21NC — Fiscal Discipline DA


5Uniqueness


7I/L — Fiscal Discipline (1/4)


11I/L Downgrade Crushes Economy


12War Impacts


13AT: S&P Downgrade Already


14***Aff Answers***




1NC — Fiscal Discipline DA
1. Debt ceiling barely staved off disaster

David Espo August 1, 2011 Associated Press “House OKs debt; Giffords brings down the House” http://www.journalgazette.net/apps/pbcs.dll/article?AID=/20110801/NEWS03/110809968/1066/NEWS03
Emergency legislation to scrape past an economy-rattling national financial default sped through the House Monday night a scant day before the deadline for action. The moment was made all the more electric by Rep. Gabrielle Giffords’ first appearance in Congress since being shot in the head six months earlier. The vote was 269-161, but all eyes were on Giffords, who drew thunderous applause as she walked into the House chamber unannounced and cast her vote in favor of the bill. A final Senate sign-off for the measure is virtually assured on Tuesday. “If the bill were presented to the president, he would sign it,” the White House said, an understatement of enormous proportions. After months of fiercely partisan struggle, the House’s top Republican and Democratic leaders swung behind the bill, ratifying a deal sealed Sunday night with a phone call from House Speaker John Boehner to President Barack Obama. “The legislation will solve this debt crisis and help get the American people back to work,” Boehner said at a news conference a few hours before the vote. The Democratic leader, Rep. Nancy Pelosi, was far less effusive. “I’m not happy with it, but I’m proud of some of the accomplishments in it. That’s why I’m voting for it.” So, too, many of the first-term Republicans whose election in 2010 handed the GOP control of the House and set the federal government on a new, more conservative course. “It’s about time that Congress come together and figure out a way to live within our means,” said one of them, Sean Duffy of Wisconsin. “This bill is going to start that process although it doesn’t go far enough.” The measure would cut federal spending by at least $2.1 trillion over a decade – and possibly considerably more – and would not require tax increases. The U.S. debt limit would rise by at least $2.1 trillion, tiding the Treasury over through the 2012 elections. Without legislation in place by the end of Tuesday, the Treasury would run out of cash needed to pay all its bills. Administration officials say a default would ensue that would severely damage the economy. Beyond merely avoiding disaster, Obama and congressional leaders hoped their extraordinary accord would reassure investors at home and around the world, preserve the United States’ Aaa credit rating and begin to slow the growth in America’s soaring debt. In a roller-coaster day on Wall Street, the Dow Jones industrial average surged, then sank and finally finished down for a seventh straight session but only slightly.

2. Link
3. Fiscal Discipline key to keeping Moody’s Rating 

Bloomberg 8/2 

 (Bloomberg, "US Credit Rating Affirmed as Moody's Fitch warn of Downgrade on Defecit," 8/2/2011 pg online @ www.bloomberg.com/news/2011-08-02/u-s-aaa-rating-faces-moody-s-downgrade-on-debt-economic-slowdown-concern.html//arjun) 

Moody’s Investors Service and Fitch Ratings affirmed their AAA credit ratings for the U.S. while warning that downgrades were possible if lawmakers fail to enact debt reduction measures and the economy weakens. The outlook for the U.S. grade is now negative, Moody’s said in a statement yesterday after President Barack Obama signed into law a plan to lift the nation’s borrowing limit and cut spending following months of wrangling between Democratic leaders and Republican lawmakers. The compromise “is a positive step toward reducing the future path of the deficit and the debt levels,” Steven Hess, senior credit officer at Moody’s in New York, said in a telephone interview yesterday. “We do think more needs to be done to ensure a reduction in the debt to GDP ratio, for example, going forward.” JPMorgan Chase & Co. estimated that a downgrade would raise U.S. borrowing costs by $100 billion a year, while Obama said it could hurt the broader economy by increasing consumer borrowing costs tied to Treasury rates. The ratio of general government debt, including state and local governments, to gross domestic product is projected to climb to 100 percent in 2012, the most of any AAA-ranked country, Fitch said in April. “A downgrade is a sign that Congress is failing to address a real fiscal issue,” Guy LeBas, chief fixed-income strategist at Janney Montgomery Scott LLC in Philadelphia, said in an interview before the announcements. ‘Tough Choices’ A decision on the rating may be made within two years, or “considerably sooner,” according to Moody’s Hess. Fitch’s David Riley said that while the rating may be cut in the medium term, its risks in the near-term “are not high.” The company expects to complete the ratings review by this month. “Although the agreement is a good first step in adjusting the fiscal challenges that the U.S. faces, it is just a first step,” Riley, Fitch’s London-based head of sovereign ratings, said in a telephone interview yesterday. Standard & Poor’s put the U.S. government on notice on April 18 that it risks losing its AAA rating unless lawmakers agree on a plan by 2013 to reduce budget deficits and the national debt. S&P 
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indicated last week that anything less than $4 trillion in cuts would jeopardize the grade. S&P, which has ranked the U.S. AAA since 1941, rates 18 sovereign issuers as AAA, including Canada, Germany and Singapore, according to Bloomberg data. Spain and Japan are among those ranked at the AA level by ratings company. Debt-Limit Compromise So far the threat of losing a AAA rating has been overwhelmed by concerns about a continued slowdown in the U.S. economy, supporting demand for Treasuries. The yield on the benchmark 10-year note fell reached 2.59 percent in Tokyo trading today, extending declines to the lowest since November. The yield is below the 4.05 percent average in the past decade. A gain in Treasury yields of 50 basis points would reduce U.S. economic growth by about 0.4 percentage points, JPMorgan said in a report, citing Federal Reserve research and data. Obama signed the debt-limit compromise on the day the Treasury had warned the nation’s borrowing authority would expire, ending a months-long debate that reinforced partisan divisions over federal spending. Debt-to-GDP The Senate voted 74-26 for the measure, which raises the nation’s debt ceiling until 2013 and threatens automatic spending cuts to enforce $2.4 trillion in spending reductions over the next 10 years. The House passed the plan Aug. 1. “While the combination of the congressional committee process and automatic triggers provides a mechanism to induce fiscal discipline, this framework is untested,” Moody’s said in its statement. Moody’s said its baseline scenario assumes that fiscal discipline is maintained in 2012. “Further measures will likely be required to ensure that the long-run fiscal trajectory remains compatible with a Aaa rating,” Moody’s said. The credit rater expects a stabilization of the federal government’s debt-to-gross domestic product ratio not too far above its projected 2012 level of 73 percent by the middle of the decade, followed by a decline.

4. S&P Downgrade means brink is now – Another Downgrade would trigger the impact 

NY Times 8/5

(The New York Times, Breaking News Alert, "US Long-Term Debt Downgraded by Standard & Poor's," 8-5-11//arjun) 

 Standard & Poor’s removed the United States government from its list of risk-free borrowers on Friday night, citing concern about the rising burden of long-term federal debt. The ratings agency had threatened the downgrade if the government did not act to reduce the federal debt by at least $4 trillion over the next decade. Earlier this week, Congress instead passed a plan to reduce the debt by at least $2.1 trillion. Two other ratings agencies, Moody’s and Fitch, both have said that they have no immediate plan to downgrade the country’s credit rating, giving the government more time to make progress on debt reduction. The split verdict limits the impact of the S.&P. downgrade as many consequences would only be triggered by a reduction by at least two agencies. 

5. Economic Decline Results from Downgrade 
The Washington Post, News Source, 4/19 (April 19th 2011, “U.S. credit rating downgrade: the Armageddon scenario,” http://www.washingtonpost.com/blogs/political-economy/post/us-ratings-downgrade-the-armageddon-scenario/2011/04/19/AFnE0n5D_blog.html)

A credit rating downgrade for the United States would spell even more financial trouble for the U.S. government, hampering its ability to borrow money as investors demand higher yields to make up for the increased risk. That would cause its national debt to balloon further and increase the need to hike taxes or make even more painful cuts in spending. But the real Armageddon scenario would occur when the impact of a sovereign downgrade hit the rest of the U.S. economy. The U.S. “risks eroding its standing at the core of the global monetary system,” Mohamed El-Erian, chief executive and co-chief investment officer at PIMCO, wrote in a commentary piece for the Financial Times. Pension funds and investment trusts that are bound by covenant to invest only in AAA-rated debt could be forced to dump U.S. holdings. Banks that do the bulk of their business in the U.S. could themselves face downgrades. Eventually, the dollar could lose its status as the world’s reserve currency. The ripple effects of Standard & Poors’ decision to downgrade its outlook for the U.S. were already spreading on Monday. The agency also downgraded its outlook for five AAA-rated U.S. insurance groups: Knights of Columbus, New York Life Insurance, Northwestern Mutual Life Insurance, Teachers Insurance & Annuity Association of America and United Services Automobile Association. In downgrading their outlook from stable to negative, S&P noted that these companies are “constrained by the U.S. sovereign credit rating because their businesses and assets are highly concentrated in the U.S.” S&P analyst David Zuber and his colleagues wrote that they took into account “direct and indirect sovereign risks—such as the impact of macroeconomic volatility, currency devaluation, asset impairment, and investment portfolio deterioration.” How likely is this nightmare scenario to happen? There are 19 sovereigns rated AAA by the S&P. Of those, only the United States has a negative outlook. There are a number of countries that have lost AAA ratings over the past 20 years—including Canada, Denmark, Finland and Sweden—but they ended up regaining them. Goldman Sachs analyst Alec Phillips wrote in a research note on Tuesday that while he agrees with S&P that the “current trajectory of fiscal policy is unsustainable over the long-term” and that the U.S. “already appears to be on the edge of AAA territory,” he has a somewhat more optimistic view of the U.S. situation over the next few years and assumes that some fiscal tightening is likely to occur.
6. Credible Fiscal Framework and fiscal responsibility key to protect property, the economy, and U.S. Leadership

Campbell 2k9

(Karen, doctorate degree in economics in 2008 from Temple, policy analyst in macroeconomics at The Heritage Foundation's Center for Data Analysis, “The Economic Role of Government: Focus on Stability, Not Spending,” pg online @ http://www.heritage.org/Research/Economy/bg2316.cfm //ghs-ef)

In economies that compete globally, the government's creditability is even more crucial. This creditability is dependent on the fiscal responsibility of the government.[9] The International Monetary Fund (IMF) has long advocated fiscal restraint to establish credit for emerging economies. The established credit of the U.S. is largely due to the strength of its financial institutions. The U.S. should not abuse its greater fiscal flexibility in terms of its debt, but instead should work to maintain the credit of the U.S. government.[10]  Preserving the credibility of the United States abroad is not only a diplomatic exercise. Large fiscal deficits in developed economies not only crowd out investment in the private sector, they compete with the debt issued by emerging economies. When many developed economies issue debt simultaneously, the cost and availability of funding for developing economies increases and limits the ability of developing countries to raise much-needed external funding as they work toward economic development.[11] Sound fiscal policy and a credible commitment to deficit reduction will help keep the United States a world leader and good citizen of the global economy.[12] Deficits Matter  As with all of economic life, there are trade-offs. Government deficits have both positive and negative effects. Debt is a powerful tool that can magnify gains, but its leveraging power is dangerous because it also magnifies losses. Debt should be used to finance income-producing assets that will be used to pay back the debt. Using debt financing to pay for consumption or unproductive assets can lead to a sinkhole as the outflow of interest and principle payments becomes larger than the inflow of income. In the case of small budget deficits, the positive effects most likely outweigh the negative effects, for example, of increased risk and interest rates. As the deficit grows, the negative effects of adding to the nation's debt start to overwhelm any positive effects.  Large deficits can contribute to price instability. If the government finances the deficit by printing money, it can lead to inflation through depreciation of the currency, which makes foreign goods more expensive. This puts increasing pressure on the domestic price level by raising the price of imports. If the government issues debt, competition with businesses and other individuals for investment dollars results, increasing the cost of borrowing to finance productive investments in the private sector.  A weak fiscal position can weaken government's ability to provide security for property rights. Being overleveraged makes it that much more difficult to borrow in the face of a security crisis or other unforeseen catastrophe. The government can also lose its role as a credible governing body (overseer) of markets when it becomes an active participant in the markets.[8] Careful arms-length oversight will also promote clarity, so that reliable information about goods and services is available to those buying and selling in the market, allowing good price signals to come out of the market system. This minimizes distortions and enables people to make the best possible decisions about how to spend their budgets.

7. Nuclear War and extinction

Bearden, Fellow of the Alpha Foundation’s Institute for Advanced Study & Director of the Association of Distinguished American Scientists, 6-12-2K (T.E., “The Unnecessary Energy Crisis: How to Solve It Quickly,” ADAS Position Paper: Solution to the Energy Crisis, www.cheniere.org/techpapers/Unnecessary%20Energy%20Crisis.doc)

History bears out that desperate nations take desperate actions.  Prior to the final economic collapse, the stress on nations will have increased the intensity and number of their conflicts, to the point where the arsenals of weapons of mass destruction (WMD) now possessed by some 25 nations, are almost certain to be released.  As an example, suppose a starving North Korea {2} launches nuclear weapons upon Japan and South Korea, including U.S. forces there, in a spasmodic suicidal response.  Or suppose a desperate China whose long range nuclear missiles can reach the United States attacks Taiwan.  In addition to immediate responses, the mutual treaties involved in such scenarios will quickly draw other nations into the conflict, escalating it significantly. Strategic nuclear studies have shown for decades that, under such extreme stress conditions, once a few nukes are launched, adversaries and potential adversaries are then compelled to launch on perception of preparations by one's adversary.  The real legacy of the MAD concept is this side of the MAD coin that is almost never discussed.  Without effective defense, the only chance a nation has to survive at all, is to launch immediate full-bore pre-emptive strikes and try to take out its perceived foes as rapidly and massively as possible.  As the studies showed, rapid escalation to full WMD exchange occurs, with a great percent of the WMD arsenals being unleashed .  The resulting great Armageddon will destroy civilization as we know it, and perhaps most of the biosphere, at least for many decades.

Uniqueness

No new spending increases

Sen. Kay Hagan and Republican Sen. Richard Burr “How NC voted for the debt ceiling bill” 8/2/11 8:18 a.m http://www.wral.com/news/political/story/9940669/
The Senate passed the measure on Aug. 2 in a 74-26 vote. North Carolina's Democratic Sen. Kay Hagan and Republican Sen. Richard Burr voted in favor of the bill. In a statement, Hagan said: "We have wasted too much time in Washington posturing and bickering when we need to put partisanship aside to get our economy back on track for the hundreds of thousands of North Carolinians still out of work. ... Though I would have preferred a bigger deal - balanced along the lines of the one outlined by the bipartisan deficit reduction commission chaired by North Carolina's Erskine Bowles and Senator Alan Simpson - this agreement is a good start." Reaction from Burr was not immediately available Tuesday, but in a statement Monday night he said: "This common-sense, but long overdue, action was absolutely vital to stop the practice of ‘spend and borrow’ that has been commonplace for so long in Washington. By passing this proposal, a strong precedent was set that any increase in the debt must be accompanied by equal cuts in spending, and through this debate we have shifted the focus from spending to actual cuts in spending. … This debate has changed the way Washington and all Americans view our national debt and our out-of-control spending problem, and while it does not go far enough to address the issue of our budget process, it takes a big step towards putting our nation on track to fiscal responsibility."

No more spending increases

Ben Forer Aug. 1, 2011 “Tea Party on the Debt Deal: 'A Deal, But ... Not a Solution'” ABC NEWS

http://abcnews.go.com/Politics/tea-party-debt-deal-deal-solution/story?id=14206820"

Newly-elected Tea Party members may be divided on how they are voting on the debt deal, but said they remain united by their principles. Rep. Frank Guinta, R-N.H., said although the Tea Party is not entirely on the same page, it does not mean members are divided. "We're in the same book, we're in the same chapter," Guinta told ABC News. "Some might be a little bit farther ahead than others. But we're all going down the road of fiscal discipline and fiscal responsibility." Diane Sawyer spoke with the same group of Tea Party members she sat down with in January, to find out how their expectations compared with reality in Congress and discuss whether the debt debate has caused their caucus to fracture. Rep. Mo Brooks, R-Ala., said he is "principally voting no" on the debt compromise that would increase the government's borrowing power by up to $2.4 trillion through 2013, and impose nearly $1 trillion in spending cuts in 10 years. "Imagine that you've got a 1,500-foot hole and a politician walks by and tosses down a 22-foot ladder," he said. "That's what the spending cuts in this bill do for FY-'12." Rep. Michael Grimm, R-N.Y., who will likely vote "yes" on the deal, explained that it's not what he wants, but it's better than nothing. "We don't control the Senate, we don't control the presidency, we have to crawl before we walk to some extent. But I think we've already made some historic gains. We've changed the debate in a historic way. This is the first time we're gonna raise the debt ceiling in our history by imposing more cuts than the raise of the debt ceiling," he said. "I think we have to accept that fact that imposing our will on this president is not an option. ... This president's addicted to spending and limiting him, trying to control that spending as best we can I think is the best fight we can have until 2012." Martin H. Simon/ABC News Tea Party Roundtable with Diane Sawyer View Full Size Debt Deal Takes Shape Days Before Deadline Watch Video Debt Deal Signed; Fla. City Council Fires PD Watch Video David Plouffe on Debt-Ceiling Deal: Will It Pass? Watch Video Guinta also believes the Tea Party will not be able to implement its agenda without victories in the next election. "We have moved the ball forward significantly. We've changed the debate," he said. "But we need a senate and a president who will join with us. And we don't have that right now." Regardless of how each member of the Tea Party voted he consensus among them is that the plan reached by Obama and congressional leaders is inadequate. "I firmly believe this doesn't solve the problem," said Rep. Tim Huelskamp, R-Kan. "It's a deal, but it's not a solution. And I think we'll find out in the next few months that it didn't go far enough." Although they doubt the effectiveness of the compromise that's been reached, they have no doubt that Tea Party members could come together to create and endorse a singular plan, getting others to sign on would be another story. "If you put this group together in a room, we could reach a decision," said Brooks. This statement was met with affirmation from his Tea Party colleagues. Seven months ago when the freshmen class swept in on a tidal wave of Tea Party fervor, Sawyer asked them what one word they would use to describe their upcoming term. Here where their responses then: Rep. Marlin Stutzman (R-Ind.) - humbled Sen. Mike Lee (R-Utah) - expensive Rep. Scott Tipton (R-Colo.) - humility Rep. Paul Gosar (R-Ariz.) - energized Rep. Michael Grimm (R-N.Y.) - responsibility Rep. Mo Brooks (R-Ala.) - gravity Rep. Tim Huelskamp (R-Kan.) -humility Today, seven months later after a tumultuous first half of the year, the answers have changed. Rep. Marlin Stutzman (R-Ind.) - optimistic Sen. Mike Lee (R-Utah) - humility Rep. Scott Tipton (R-Colo.) - opportunity Rep. Paul Gosar (R-Ariz.) - dysfunctional Rep. Michael Grimm (R-N.Y.) - frustrated Rep. Mo Brooks (R-Ala.) - concerned for my country Rep. Tim Huelskamp (R-Kan.) - principles over compromise Although the answers are different the sentiment is largely the same. "We will not spend more than we take in," Guinta said to Sawyer in January. "Our families live by that rule."

Debt Ceiling stopped disaster – Fiscal Discipline Now but we are in the brink 

Gardner 8/4

 (Cory Gardner, A Member of Congress - Republican, US House of Representatives, "Budget Control Act sets path to go further," 8/4 pg online @ www.coloradoan.com/article/20110804/OPINION04/108040328/Budget-Control-Act-sets-path-go-further?odyssey=mod|newswell|text|FRONTPAGE|s//arjun) 

The plan is not perfect; in fact, it's far from it, but it does put this country on a path to cut spending, spending controls, and a balanced budget amendment, and that is an accomplishment given that the Republican Party only controls one-half of one-third of the government. Our debt has grown exponentially over the past 50 years, and during that time Congress has raised the debt ceiling - the official cap on the amount of money the government is allowed to borrow - so many times that it has become standard operating procedure in Washington. But there is a new movement afoot in our nation, a movement toward fiscal sanity. I do not consider raising the debt ceiling to be standard operating procedure for our government, neither do most of my fellow freshmen members of Congress and neither do most of the people I talk to back home in Colorado. We must get the government and it's spending under control. The Budget Control Act of 2011 begins that process. It begins that process by guaranteeing a minimum of $2.1 trillion in deficit reduction over the next 10 years with the possibility of much more. At the minimum, the bill will cut more from the deficit than it raises the debt ceiling, and it does so by implementing discretionary spending caps among other things. This exact same mechanism is what led to balanced budgets in the 1990s. Meanwhile, the bill also advances the cause of the most clear-cut solution to our nation's fiscal problem, a Balanced Budget Amendment to the Constitution. Like 48 other states, Colorado has a balanced budget requirement. There is simply no reason why the same requirement does not extend to the federal government. I do not generally support raising the debt ceiling and that is why a balanced budget is so important. While this bill does not address the nation's budgetary issues to the extent I would like it is certainly a big part of that deliberate movement. We cannot afford to ignore how far we have come, and how much the debate has changed. Six months ago, the president was discussing increasing spending even further. Three months ago, he was asking for a debt ceiling increase and no spending cuts. A minimum of $2.1 trillion in spending cuts with no tax increases is a huge step in the right direction. It is always easy to allow the perfect to become the enemy of the good. As a member of Congress it would be easy to vote against any bill I do not support 100 percent while blaming the other party. But I was not sent to Congress to do what is easy; I was sent to do what is right. This bill does that, it makes the necessary spending cuts and gives us a path to go further, which is why it earned my vote. 

I/L — Fiscal Discipline (1/4)
Fiscal discipline key to maintain triple-A rating

Daniel Bases and Walter Brandimarte 2011/08/02 News Daily http://www.newsdaily.com/stories/tre7714lr-us-usa-fitch-rating/
NEW YORK, Aug. 2, 2011 (Reuters) — Fitch upheld its AAA rating on the United States on Tuesday after lawmakers approved spending cuts to avoid a U.S. default, but it warned the world's largest economy must cut its debt burden to avoid a future downgrade. The Fitch Ratings building is seen in New York May 7, 2010. REUTERS/Jessica Rinaldi The credit rating firm said that while the agreement means default risk is extremely low, the United States "must also confront tough choices on tax and spending against a weak economic backdrop if the budget deficit and government debt is to be cut to safer levels over the medium term." David Riley, Fitch Rating's primary analyst for the United States, told Reuters the firm would not rule out slapping a negative outlook on the rating when it concludes its review later this month. Riley said the ongoing review will take into account the "positive" outcome of a debt agreement achieved by lawmakers on Tuesday and prospects for the U.S. economy, which have disappointed Fitch. "The downward revisions of the GDP were bigger than we expected and a source of concern," Riley said. "There could be a rating action which could include a revision of the outlook. I certainly couldn't rule that out." Fitch considered the debt agreement a "step in the right direction" that shows Washington has "the political will and capacity to ultimately do the right thing." But such a vote of confidence from Fitch did not dispel fears ratings agency Standard & Poor's will cut the nation's top-notch rating. Although the bill removes the threat of imminent default by raising the national debt limit enough to last until 2013, its cuts are only about half the $4 trillion in savings that ratings agencies Standard & Poor's and Moody's have said would be enough to confirm the country's triple-A rating with a stable outlook. Even after a bruising battle in Congress to complete a $2.1 trillion deficit reduction deal, Fitch said the AAA status remains strong. Despite the Fitch statement, investors continued to move to safer assets. U.S. Treasuries added to gains and Wall Street stocks and the dollar were stuck in negative territory. The dollar, already falling against the Swiss franc after weak economic data, fell to an all-time low in the wake of Fitch's statement. However, the greenback held steady against the euro, which is struggling with a sovereign debt crisis of its own. Other ratings agencies have warned of a potential downgrade of U.S. credit depending on the scope and size of the deficit cutting agreement. "The more important question here is whether the bill will be enough to appease S&P, which wanted $4 trillion in cuts, with many in the market believing that there is a realistic chance of a downgrade from S&P," said Gennadiy Goldberg, fixed income analyst at 4Cast Ltd. in New York. Fitch noted that without significant changes in fiscal policy, The U.S. federal, state, and local debt as a percentage of gross domestic product "will reach 100 percent by the end of 2012, and will continue to rise over the medium term -- a profile that is not consistent with the United States retaining its AAA sovereign rating." The firm expects U.S. federal debt-to-GDP levels alone to reach 70 percent by the end of this year, and increase over the next 15-20 years into the mid-80 percent range. In comparison, Fitch says debt-to-GDP levels are at 191.8 percent in Japan, 148 percent in Greece, 88 percent in Portugal, 73 percent in France, 50.9 percent in Spain, and 44.1 percent in Germany. "The agreement is an important first step but not the end of the process toward putting in place a credible plan to reduce the budget deficit to a level that would secure the United States' AAA status over the medium-term," Fitch said. The firm said it expects to conclude its scheduled review of the U.S. sovereign rating by the end of August.

I/L — Fiscal Discipline (2/4)

Any unrestrained spending causes downgrade

The following is a press release from Moody's Investors Service: “DJ Moody's Confirms Us Aaa Rating, Assigns Negative Outlook” 02/08/2011 Morningstar Morningstar, Inc. is a leading provider of independent investment research in North America, Europe, Australia, and Asia. http://www.morningstar.co.uk/uk/markets/newsfeeditem.aspx?id=155144956233570
New York, August 02, 2011 -- Moody's Investors Service has confirmed the Aaa government bond rating of the United States following the raising of the statutory debt limit on August 2. The rating outlook is now negative. Moody's placed the rating on review for possible downgrade on July 13 due to the small but rising probability of a default on the government's debt obligations because of a failure to increase the debt limit. The initial increase of the debt limit by $900 billion and the commitment to raise it by a further $1.2-1.5 trillion by yearend have virtually eliminated the risk of such a default, prompting the confirmation of the rating at Aaa. In confirming the Aaa rating, Moody's also recognized that today's agreement is a first step toward achieving the long-term fiscal consolidation needed to maintain the US government debt metrics within Aaa parameters over the long run. The legislation calls for $917 billion in specific spending cuts over the next decade and established a congressional committee charged with making recommendations for achieving a further $1.5 trillion in deficit reduction over the same time period. In the absence of the committee reaching an agreement, automatic spending cuts of $1.2 trillion would become effective. In assigning a negative outlook to the rating, Moody's indicated, however, that there would be a risk of downgrade if (1) there is a weakening in fiscal discipline in the coming year; (2) further fiscal consolidation measures are not adopted in 2013; (3) the economic outlook deteriorates significantly; or (4) there is an appreciable rise in the US government's funding costs over and above what is currently expected. First, while the combination of the congressional committee process and automatic triggers provides a mechanism to induce fiscal discipline, this framework is untested. Attempts at fiscal rules in the past have not always stood the test of time. Therefore, should the new mechanism put in place by the Budget Control Act prove ineffective, this could affect the rating negatively. Moody's baseline scenario assumes that fiscal discipline is maintained in 2012, despite pressures for fiscal relaxation that often precede general elections and the difficult negotiations that are likely to arise due to the scheduled expiration of the so-called "Bush tax cuts" at the end of that year. Second, further measures will likely be required to ensure that the long-run fiscal trajectory remains compatible with a Aaa rating. Specifically, Moody's expects to see a stabilization of the federal government's debt-to-GDP ratio not too far above its projected 2012 level of 73% by the middle of the decade, followed by a decline. Such a pattern would also support a smaller interest burden as a percentage of government revenues than is now projected. Wide political differences that have characterized the recent debt and fiscal debate, if they continue, could prevent effective policymaking around that time. Measures that further reduce long-term deficits would be positive for the rating; a lack of such measures would be negative. Third, recent downward revisions of economic growth rates and the very low growth rate recorded in the first half of 2011 call into question the strength of potential growth in the coming year or two. Continued very low growth would make fiscal consolidation more difficult. As a result, Moody's will also be monitoring the pace of growth as it relates to the fiscal effort. Finally, the US Treasury's cost of borrowing has remained low despite the recent political uncertainties surrounding the debt limit and the long-term fiscal outlook. While Moody's and economic forecasters generally expect interest rates to rise over the next few years, a rise in borrowing costs above and beyond what is now expected would threaten efforts at fiscal consolidation. Such a development would also be negative for the rating should it occur. Moody's has also confirmed the Aaa ratings of certain US government-guaranteed bonds issued by the governments of Israel and Egypt, which had been on review for possible downgrade as a result of the review of the US government's bond rating. The implications of this rating action for directly and indirectly related ratings will be reported presently through a separate press release.

Fiscal Discipline key to preventing downgrade  - No Downgrade by other rating agencies now 

WatertownDaily Times 8/4

(WatertownDailyTimes, New York Newspaper, "Credit Question US rating may still go down," 8/4/2011 pg online @ www.watertowndailytimes.com/article/20110804/OPINION01/708049981//arjun)

 True to its word, Moody’s indicated Tuesday the current high rating will remain for now because raising the borrowing limit has “virtually eliminated” the possibility of default. But it added a caveat — if the United States fails to demonstrate fiscal discipline or the economy worsens, the agency may lower the rating. Likewise, Fitch’s response has not been all positive. Contending that the entire U.S. debt, counting federal, state and local levels, will equal 100 percent of gross domestic product by the end of 2012, the agency warned that “is not consistent with the United States retaining its ‘AAA’ sovereign rating.” Yet what Washington leaders did accomplish showed “political will and capacity to ultimately do the 
I/L — Fiscal Discipline (3/4)

right thing.” Fitch said it will finish reviewing the matter this month. The U.S. fiscal plan cuts $2.1 trillion from the deficit in the next decade. S&P has said that a $4 trillion reduction is needed. One of the main reasons for achieving a deal by Aug. 2 was to keep the U.S. credit rating high. Clearly, the jury is still out on that matter. 

Weak Fiscal Discipline Would Lead to Downgrade  - No Downgrade now by Moody’s or Fitch 

Gogoi 8/2 

(Pallavi Gogoi, AP Business Writer,"US debt deal alone won't sustain AAA rating," 8/2 www.google.com/hostednews/ap/article/ALeqM5gIY3yGv1yks5v8ge-Kelv7CCcxbA?docId=933c15a0ec5d42f182c95edfbdbf22d0//arjun)

NEW YORK (AP) — The U.S. averted a debt default Tuesday when President Barack Obama signed a bill raising the country's debt ceiling. But the debt deal might not be enough to maintain its coveted AAA debt rating, according to two credit rating agencies. On Tuesday, Fitch Ratings said the agreement to raise the debt ceiling and make spending cuts was an important first step but "not the end of the process." The rating agency said it wants to see a credible plan to reduce the budget deficit "to a level that would secure the United States' 'AAA' status." And late on Tuesday, Moody's Investors Service assigned a negative outlook to U.S. debt, but confirmed its AAA rating — for now. A negative outlook means the rating agency could lower the rating in the next 12 to 18 months. Moody's said that continued slow economic growth, higher interest rates could lead to a downgrade. Moody's also said weak fiscal discipline in the coming year could do the same. U.S. debt has held the AAA rating since 1917. Fewer than 20 countries are currently rated AAA. Among them: the United Kingdom, Australia, Germany and Singapore. Fitch expects to conclude its review of the U.S.'s debt rating by the end of August. Given the terms of the debt deal signed Tuesday, it is possible the U.S. debt rating could be downgraded at that time, Fitch said. In an interview with The Associated Press on Tuesday, David Riley, managing director at Fitch, said, "There's more to be done in order to keep the rating in the medium-term." The three main ratings agencies rate the debt issued by countries, states, corporations and municipalities. Ratings are based on a likelihood of default. The AAA rating is the highest available and signifies an extremely low likelihood of default. Standard & Poor's, the other major ratings agency, declined to comment Tuesday. In mid-July S&P warned that there was a 50-50 chance it would downgrade U.S. debt. Had the country defaulted, experts have said a downgrade by all three agencies would have been likely. The U.S. has only faced the threat of a downgrade once in the last 96 years. In 1995, when Bill Clinton was president, a similar default loomed and the credit rating agencies threatened a downgrade. At the time, the country had $4.9 trillion in debt — nearly $10 trillion less than it has now. Once Congress resolved that debt crisis a year later, the credit agencies removed the threat. Federated Investors' chief fixed income strategist Joe Balestrino points out that during the Clinton era the U.S. economy was growing at a much faster pace. Now, the economy is emerging from the deepest recession since the Great Depression and growth is sluggish. On Friday, the government said that in the first half of the year, the economy grew at its slowest pace since the recession officially ended in June 2009. "Growth healed all wounds in 1995," Balestrino said. "However, now the U.S. doesn't have enough vitality to grow its way out." A Monday report that showed weakness in manufacturing followed Friday's GDP report. And on Tuesday, the Commerce Department said that consumers cut their spending in June for the first time in nearly two years. Because of that, many analysts believe that U.S. debt will eventually be downgraded to AA. And if that happens, it could be tough to regain the AAA rating. "If the economy won't grow at 2.5 percent over the long term, it has pretty profound implications from a fiscal point of view," said Riley, the Fitch managing director. He said "that means the U.S. is poorer than it thought" and that legislators will face even tougher choices "in terms of taxes and spending," he said. Fitch also said that between federal, state and local government debt U.S. government debt will be as large as the country's economy by the end of 2012 — or 100 percent of the country's gross domestic product. And Fitch said it expects the country's debt level will continue to rise. The agency warned that would not consistent with a debt level that would allow the U.S. to retain its AAA sovereign rating. Similarly, Moody's said for the U.S. to keep its AAA rating, it expects to see the federal government's debt-to-GDP ratio stay near its projected 2012 level of 73 percent in the next several years, and then decline. In the short term, Balestrino and others don't expect investors to start selling their Treasury holdings. That's because Treasurys are considered one of the safest investment options. Fitch said the status of the U.S. dollar and the size of the Treasury market are the biggest reasons investors won't abandon Treasurys soon. The dollar is the global reserve currency, which means a significant amount of global trade is made in dollars — from toys and computer chips from China, coffee from Kenya or cars from Japan. Central banks in other countries therefore hold large reserves of U.S. currency, mostly through Treasury purchases. The U.S. Treasury market is the largest government bond market, at $9.3 trillion. And Moody's said while it expects interest rates to rise some over the next few years "a rise in borrowing costs above and beyond what is now expected would threaten efforts at fiscal consolidation" and could negatively impact the country's AAA rating 

I/L — Fiscal Discipline (4/4)

Any Rise in Spending would send Credit Rating over the edge – No Downgrade now by Moody’s or Fitch

ABCNews, 8/3 

(ABCNews, "US Debt Rating: Economists Wait to Hear from S&P," 8/3 pg online @ abcnews.go.com/Business/us-debt-rating-economists-wait-hear-sp/story?id=14212335//arjun)

 Now that President Obama has signed the debt ceiling deal and averted a default, economists are waiting to see if ratings agency Standard and Poor's will downgrade the nation's credit rating. The uncertainty surrounding the US's now-perfect AAA rating has also thrust the three major ratings agencies into the spotlight, raising questions about the significance and boundaries of their credit assessments. Moody's Investors Service on Tuesday evening affirmed its AAA U.S. government bond rating, though it lowered its outlook to negative. "The initial increase of the debt limit by $900 billion and the commitment to raise it by a further $1.2-$1.5 trillion by year's end have virtually eliminated the risk of such a default, prompting the confirmation of the rating at Aaa," Moody's stated in a report. At stake in all this is not only interest rates the US must pay on its $14.4 trillion debt, but a host of rates for consumers, from mortgages to car loans to credit cards. A downgrade of US debt would cause interest rates of all kinds to edge up and that would cost the US and consumers billions of dollars. The stock market plunged yesterday partly on worries about this possibility. Moody's assigned a negative outlook to its rating, saying it could downgrade the US if fiscal discipline weakens in the coming year, further "fiscal consolidation" does not take place in 2013, the economic outlook "deteriorates significantly," or there is an appreciable rise in the government's spending "over and above what is currently expected." Liz Ann Sonders on Markets 265-Point Fall Watch Video Obama on Debt-Ceiling Bill: 'Just a First Step' Watch Video Timothy Geithner Interview: Was Downgrade Averted? Watch Video Earlier on Tuesday, Fitch Ratings released a statement confirming its AAA rating for the U.S. over the short-term. But Fitch's report said the country must make "tough choices on tax and spending" over the medium term and it will "conclude its scheduled review of the U.S. sovereign rating by the end of August." Now the only holdout is S&P, which warned last month that the U.S. risked a downgrade to AA status if Congress did not lift the debt ceiling and reduce the total debt by $4 trillion over the next decade. Ethan Harris, Bank of America Merrill Lynch economist for North America, said he expects S&P to downgrade the U.S. rating in the near future to AA. "The downgrade is a close call, but still it seems likely," Harris told ABC News. "The S&P has said it wants to see clear signs that the US is moving onto a sustainable debt path. That means stabilizing debt as a share of GDP. The likely $2.1 trillion in cuts in the current legislation falls well short of the $3 to $4 trillion needed to stabilize the ratio." But Peter Hooper, chief economist with Deutsche Bank Securities, said the likelihood of a downgrade in the next few months is "still low." "The fact the deal passed with a comfortable majority and fairly strong bipartisan support includes a significant step in the right direction though a lot more needs to be done," Hooper told ABC News. "The ratings agencies may be encouraged by the progress made, but they want to see how this deal plays out and how the joint select committee operates." On top of the $1.2 trillion in spending cuts the Senate and House approved, a "super committee" must make an additional $1.5 trillion in spending cuts between 2012 and 2021, according to the Congressional Budget Office. Ed Kashmarek, economist with Wells Fargo, said it is unclear why the ratings agencies have become more vocal, or perhaps just received more publicity, in the past year when the U.S. has struggled with its debt for some time. "For S&P to say it wants to downgrade our debt rating if we don't cut $4 trillion, where was that demand a year ago?" Kashmarek said. "Is it because of we have a near 100 percent total debt to GDP ratio. Is it for political reasons? It's hard to say." Jim Nadler, president of Kroll Bond Ratings, said his one-year old company is trying to break the "oligarchy" comprised of Moody's, Fitch and S&P. He said the agencies have overstepped appropriate lines by becoming too involved in policy making instead of sticking to ratings. "As they became more high profile, it appears as though they have become more involved or more interested in the politics of budgets, revenue and things like that instead of a bystander," Nadler told ABC News. "I think once you inject yourself you begin to lose your independence." Legislators have questioned the ratings agencies' responsibility in the financial meltdown for giving high ratings to risky mortgage-backed securities and collateralized debt obligations. 

Lack of Fiscal Discipline triggers the Link

USAToday 8/2

(USAToday, "US credit rating still at risk if ratings firms unappeased,"8/2 pg online @ www.usatoday.com/money/economy/2011-08-02-credit-rating_n.htm//arjun)

The other two rating agencies, Moody's Investors Service and Fitch Ratings, have indicated they'd downgrade the U.S. only if it missed a debt payment, which won't happen now that the debt ceiling has been lifted. Both have issued harsh warnings about the fiscal hole the U.S. has dug for itself. Tuesday, Moody's reaffirmed its triple-A rating on the U.S., saying the increased debt limit has "virtually eliminated the risk" of a default. It gave the U.S. a negative outlook, however, warning that it could downgrade the U.S. for the first time if fiscal discipline slackens or the economy weakens, among other developments

I/L Downgrade Crushes Economy

Deficit spending makes default more likely – impact is catastrophic 

The Los Angeles Times, News Source, 6/2 (June 2nd 2011, “Moody's warns of U.S. credit rating downgrade if no debt ceiling deal comes soon,” http://latimesblogs.latimes.com/money_co/2011/06/moodys-warns-it-could-downgrade-us-credit-rating-if-no-deal-comes-soon-on-debt-ceiling.html)

Moody's Investors Service warned Thursday that it could downgrade the U.S. government's AAA credit rating if there is no progress in the next six weeks on a deal to raise the nation's $14.29-trillion debt ceiling. The credit rating agency said it saw a "very small but rising risk of a short-lived default" by the government on its obligations to holders of Treasury bonds and other debt. The nation reached the debt ceiling May 16. But the Treasury Department has been juggling some finances to keep the government from default as President Obama negotiates over significant spending cuts that congressional Republicans have made a condition to any increase in the debt ceiling. Those "extraordinary measures" will run out Aug. 2, the Treasury said. Moody's said that although it "expected political wrangling" in Washington, "the degree of entrenchment into conflicting positions has exceeded expectations." "The heightened polarization over the debt limit has increased the odds of a short-lived default," Moody's said. "If this situation remains unchanged in coming weeks, Moody's will place the rating under review." A meeting at the White House on Wednesday between Obama and House Republicans failed to make any progress. Treasury Secretary Timothy F. Geithner on Thursday met with the large House freshman class -- many of which are Tea Party supporters opposed to increasing the debt limit -- to make the case that a U.S. default would be catastrophic to the economy. Moody's said "if progress in negotiations is not evident by the middle of July" it would place the U.S. credit rating on review for possible downgrade because of the risk of a short default. Moody's probably would downgrade the rating to AA shortly after such a default occurred. If default were avoided and a deal struck, the rating probably would not be reduced, Moody's said. "Any loss to bondholders would likely be minimal or nonexistent, as Moody's anticipates that a default would be cured quickly," Moody's said. Thursday's warning came after another leading credit rating agency, Standard & Poor's, last month lowered its outlook for the U.S. to "negative" because of the lack of progress on its large debt and budget deficit. S&P kept the U.S. at a AAA rating, but the downgrade to the outlook meant that there was at least a 33% chance the rating would be lowered in the next two years. Moody's said Thursday it had kept a stable outlook on the U.S. credit rating because it assumed there would be "meaningful progress" over the next 18 months in dealing with the nation's increasing debt. But that outlook could change to negative if there was no deal to address the deficit as part of the debt-ceiling negotiations, the agency said. The U.S. would probably keep its AAA rating if a default is avoided, but "whether the outlook on the rating would be stable or negative would depend on whether the outcome of the negotiations included meaningful progress toward substantial and credible long-term deficit reduction," Moody's said.

Downgrade Kills the Economy – Higher Interest Rates – Kill the Dollar – Increase inflation – kills consumer confidence

Seeking Alpha 8/4

(Seeking Alpha, Read. Decide. Invest, "What Happens if the US Gets a Sovereign Credit Downgrade?" 8/4/11 pg online @ seekingalpha.com/article/284485-what-happens-if-the-u-s-gets-a-sovereign-credit-downgrade//arjun)

So what happens if the United States does get a downgrade? A downgrade would increase the borrowing costs. JP Morgan already estimated a downgrade would cost the U.S. government $100 billion a year. But the buck doesn't stop there, the higher interest rate and payments would trickle down to state, local governments, business and individual as well, since most loan interest rates are benchmarked against the U.S. Treasury rate. A downgrade could also have a negative impact on the dollar, driving up consumer inflation, while diminishing consumer purchasing power. Moreover, the U.S. treasury accounts for a significant portion of many portfolios around the world, as it is historically the "safe" investment. A downgrade of U.S. bonds would have a serious wealth reducing effect on a global scale. It would also derail consumer and business confidence. No investment/spending equals no new job creations, which would make the unemployment situation even worse. (See graphic from McClatchy) 

War Impacts

RECESSION NOW WOULD LEAD TO GLOBAL WAR AND UNCONTROLLABLE REVOLUTION

Cooke ’10 ( Writer for the Global Research Society March 10 2010)< http://www.globalresearch.ca/index.php?context=va&aid=19080>

A quick glance around the globe reveals a ruined international economy, wars and more wars in the works, and revolutionary movements aplenty — all connected phenomena.  No, the apocalypse is not coming; but the international economic system currently used to arrange the social order is crumbling, taking everyone down with it. The global capitalist system is in far worse shape than most people realize: it may only take the tiny economy of Greece to go bankrupt to break this camel’s back — and finally the word “recession” will be antiquated and “depression” will be in vogue. A great economic downturn would have happened years ago were it not for the monstrous debt that many governments created — consumer, corporate, and state — to prop up the economic system, since debt was needed to fuel the consumption that corporations depended on for the purchase of their products.  When this global debt bubble burst, the current crisis was ignited.  The debts started going unpaid and the banks stopped lending, creating the “credit crunch.”  Giant corporations thus began failing, and the governments that are heavily “influenced” by these corporations went on a bailout frenzy:  billions and trillions of taxpayer money poured into these companies, keeping them alive to plunder another day. After the bailouts, stupid politicians everywhere declared the capitalist system “saved,” and the crisis over.  But bigger crises were already visible on the horizon. The debt that nations used to bailout private corporations was too massive.  If these countries’ currencies are to retain any value, the debt must be trimmed (the Euro for example, is widely believed to be “finished”).  The battle over how this trimming takes place can be properly referred to as “class war” — a revolution in Greece is brewing over such an issue, with Portugal, Spain, and Italy not far behind. All over Europe and the U.S. the corporate elite is demanding that the giant government debts — due to bailouts and wars — be reduced by lowering wages, gutting social services, slashing public education, Social Security, Medicare, etc.  Labor unions and progressive groups are demanding that the rich and corporations, instead, pay for the crisis that they created through progressive taxation, eliminating tax havens, and if need be, nationalization.  This tug of war over society’s resources is class war.  The global crisis has developed to such a degree that no middle ground can be safely bargained. This revolution-creating dynamic also spawns wars.  Corporations demand that wages and benefits be reduced during a recession so that “profitability is restored.” This is the only way out of a global recession, since nothing is produced under capitalism if it doesn’t create a profit; and recessions destroy profit.  But there are other ways to restore profits.While corporate-controlled governments work to restore domestic profitability by attacking the living standards of workers, they likewise look abroad to fix their problems.  A sure-fire way to increase profits is to export more products overseas, something Obama has mentioned in dozens of speeches.  One way to ensure that a foreign country will accept/market your exported goods is by threatening them, or attacking them. An occupied country, like Iraq for example, was forced to allow a flood of U.S. corporations inside to pillage as they saw fit — an automatic export boom.When the world market shrinks during a recession — since consumers can afford to buy fewer goods — the urge to dominate markets via war increases dramatically.  These same shrinking markets compel international corporations, based in different nations, to insanely compete for markets, raw materials, and cheap labor.  War is a very logical outcome in such circumstances.   President Obama reminds us: “The world’s fastest-growing markets are outside our borders. We need to compete for those customers because other nations are competing for them.”  Having a giant military establishment to back them up enables U.S. corporations to be better “competitors” than other nations. War also serves as a valuable distraction to an angry public which is demanding jobs, higher wages, health care, well funded public education, and taxes on the wealthy.  Better to channel this anger into hatred toward a “foreign enemy.” The above issues are the ones certain to dominate major events in the coming years.  The class war that is erupting as a result of the global depression will effect the majority of people in many nations, through joblessness, shrinking wages, the destruction of government services, or war.   As working people in the U.S. begin a fight against these policies, the corporate elite will stop at nothing to implement them, and the social unrest in Europe will be transferred to the U.S.   More working people will come to the realization that an economic system owned by giant corporations — themselves owned by very wealthy individuals — is irrational, and needs to be replaced.  

Economic decline causes world war

Mead 09
Walter Russell Mead, Senior Fellow, US Foreign Policy, Council on Foreign Relations, 2/4/09, “Only Makes You Stronger,” The New Republic, http://www.tnr.com/politics/story.html?id=571cbbb9-2887-4d81-8542-92e83915f5f8&p=2)
History may suggest that financial crises actually help capitalist great powers maintain their leads--but it has other, less reassuring messages as well. If financial crises have been a normal part of life during the 300-year rise of the liberal capitalist system under the Anglophone powers, so has war. The wars of the League of Augsburg and the Spanish Succession; the Seven Years War; the American Revolution; the Napoleonic Wars; the two World Wars; the cold war: The list of wars is almost as long as the list of financial crises. Bad economic times can breed wars. Europe was a pretty peaceful place in 1928, but the Depression poisoned German public opinion and helped bring Adolf Hitler to power. If the current crisis turns into a depression, what rough beasts might start slouching toward Moscow, Karachi, Beijing, or New Delhi to be born? The United States may not, yet, decline, but, if we can't get the world economy back on track, we may still have to fight.
AT: S&P Downgrade Already
Another Downgrade by another rating agency triggers the Link

NY Times 8/5

(The New York Times, Business Day, "S&P Downgrades Debt Rating of the US for the first time," 8/5/11 pg online @ www.nytimes.com/2011/08/06/business/us-debt-downgraded-by-sp.html/?src=ISMR_AP_LO_MST_FB//arjun) 

The downgrade could lead investors to demand higher interest rates from the federal government and other borrowers, raising costs for governments, businesses and home buyers. But many analysts say the impact could be modest, in part because the other ratings agencies, Moody’s and Fitch, have decided not to downgrade the government at this time. The announcement came after markets closed for the weekend, but there was no evidence of any immediate disruption. A spokesman for the Federal Reserve said the decision would not affect the ability of banks to borrow money by pledging government debt as collateral, a statement that could set the tone for the reaction of the broader market. S.& P. had prepared investors for the downgrade announcement with a series of warnings earlier this year that it would act if Congress did not agree to increase the government’s borrowing limit and adopt a long-term plan for reducing its debts by at least $4 trillion over the next decade. Earlier this week, President Obama signed into law a Congressional compromise that raised the debt ceiling but reduced the debt by at least $2.1 trillion. On Friday, the company notified the Treasury that it planned to issue a downgrade after the markets closed, and sent the department a copy of the announcement, which is a standard procedure. A Treasury staff member noticed the $2 trillion mistake within the hour, according to a department official. The Treasury called the company and explained the problem. About an hour later, the company conceded the problem but did not indicate how it planned to proceed, the official said. Hours later, S.& P. issued a revised release with new numbers but the same conclusion. In a statement early Saturday morning, Standard & Poor’s said the difference could be attributed to a “change in assumptions” in its methodology but that it had “no impact on the rating decision.” In a release on Friday announcing the downgrade, it warned that the government still needed to make progress in paying its debts to avoid further downgrades. “The downgrade reflects our opinion that the fiscal consolidation plan that Congress and the administration recently agreed to falls short of what, in our view, would be necessary to stabilize the government’s medium-term debt dynamics,” it said. The credit rating agencies have been trying to restore their credibility after missteps leading to the financial crisis. A Congressional panel called them “essential cogs in the wheel of financial destruction” after their wildly optimistic models led them to give top-flight reviews to complex mortgage securities that later collapsed. A downgrade of federal debt is the kind of controversial decision that critics have sometimes said the agencies are unwilling to make. 

S&P doesn’t matter – Moody’s and Fitch are the most important 

Business Insider 8/5

 (Business Insider, "S&P Dithers While Dagong Global Cuts US Credit Rating, Again," The Daily Reckoning, 8/5 pg online @ www.businessinsider.com/sp-dithers-while-dagong-global-cuts-us-credit-rating-again-2011-8//arjun) 

While two of the US’ most important credit rating agencies — Moody’s and Fitch — have maintained the US’ triple-A rating, Standard & Poor’s has yet to announce where it stands. That’s after already stating a 50 percent likelihood of downgrade if Congress failed to cut spending by at least $4 trillion over 10 years. Read more: http://www.businessinsider.com/sp-dithers-while-dagong-global-cuts-us-credit-rating-again-2011-8#ixzz1UHJgY2u7 

***Aff Answers***
No Impact to Downgrade

Seeking Alpha 8/4

(Seeking Alpha, Read. Decide. Invest, "What Happens if the US Gets a Sovereign Credit Downgrade?" 8/4/11 pg online @ seekingalpha.com/article/284485-what-happens-if-the-u-s-gets-a-sovereign-credit-downgrade//arjun)

Some economists think a downgrade would not be as traumatic since the U.S. debt/deficit problems and the possibility of a rating downgrade have been well telegraphed, and should have already been expected and priced in by the markets. So when the real downgrade comes, there would not be as much reaction. Another supporting fact--Japan lost its AAA status over a decade ago, but still enjoys a relatively low interest rate. They may have a point. Reuters quoted mutual fund data from Lipper that in the week of July 27 U.S. money market funds -- which primarily invest in Treasuries -- lost $32 billion, while high yield and investment grade bond funds attracted a combined $482 million. So, the markets might already be preparing for the downgrade by shifting some funds away from the U.S. bond. 

Downgrade Impacts are over-hyped 

Reuters 8/2

(Reuters, "Analysis: IF US is downgraded, will anyone care?" 8/2/11 pg online @ www.reuters.com/article/2011/08/02/us-usa-debt-downgrade-idUSTRE77052U20110802//arjun)

 (Reuters) - The United States could lose its triple-A credit rating from at least one rating agency this year, raising the question: Who cares? Strange as it may sound, a downgrade could resound in financial markets more with a whimper than a bang. As debate raged in Washington over raising the debt ceiling and avoiding a default, markets had plenty of time to factor in the thinking of Standard & Poor's, Moody's and Fitch on a potential downgrade. "Market participants have the same information that ratings agencies do," said Michael Moran, chief economist at Daiwa Securities America in New York. "(That information) should already be reflected in interest rates." Two ratings agencies, elected by no one, said $4 trillion in deficit-cutting measures would allow them to confirm the U.S. triple-A rating. Lawmakers, who in contrast must answer to American voters, agreed on less than $2.5 trillion in budget cuts, only some of them immediate. That means S&P could downgrade U.S. ratings in the next few days or weeks. Moody's would likely confirm U.S. ratings, but slap a negative outlook on them, a sign of a possible downgrade in the next 12 to 18 months. Still, historical experience suggests a downgrade would produce none of the bond-market angst some fear. Japan lost AAA status more that a decade ago and it has some of the lowest interest rates in the developed world. As it was with Japan, the big issue for markets is the weak U.S. economy, which could slow further due to the spending cuts in the deficit-cutting deal. This fiscal restraint could curb spending, job growth and inflation -- the biggest drivers of bond yields. Also, investors see the United States in a much different situation than crisis countries such as Greece. Awash in debt though it is, the United States is still able to pay its bills while Treasury bonds remain liquid and in demand. The bond market is the ultimate arbiter of sovereign debt worries, and low U.S. yields suggest none of the anxiety that sent Greek yields soaring during that country's fiscal crisis. Benchmark 10-year yields now stand at 2.74 percent, which is just 0.7 percentage point from the all-time low and follows weeks of high-tension haggling and fears political paralysis could result in a default. Still, a U.S. debt rating cut to AA-plus from AAA by Standard & Poor's is "the market's base case at the moment," said Krishna Memani, fixed-income director at OppenheimerFunds. While bonds have done well, stocks and the dollar suffered during the debt impasse amid fears the political conflict would make it impossible to reach a deal to avoid default. Some are skeptical of the heightened ratings rhetoric. The Obama administration has grown frustrated with Standard & Poor's during the debt limit crisis and accused the ratings agency of changing the goal posts in its downgrade warnings. Since October, S&P has accelerated its deadline three times for when it might downgrade the United States' credit rating. "Based on the comments Standard & Poor's has made so far, they've backed themselves into a corner, making it very likely that we could see a downgrade," said Oliver Pursche, president at Gary Goldberg Financial Services in Suffern, New York. But a well-telegraphed U.S. debt ratings downgrade pales in significance with evidence of flagging economic growth, including Monday's report showing U.S. manufacturing grew at its slowest pace in two years in July. Consequently, a U.S. debt ratings downgrade would not cause yields to skyrocket, limiting the so-called knock-on effects on other interest rates, such as those on mortgages. "We will see first-hand what it means to balance the budget and from an economic standpoint, it ain't gonna be a pretty picture," said David Rosenberg, chief economist and strategist at Gluskin Sheff in Toronto. A fall in "discretionary" government spending to zero would lead to "a very deep recession," Rosenberg said. Then, whether they are rated AAA or AA+, "you will find a lot of people buying Treasuries because that's what people will want to own when we go to a negative growth rate," he said. 

PAGE  
1
Last printed 9/4/2009 7:00:00 PM





