
  

Will our government repay its debt?  Experienced fixed income investors describe a bond as “money 
good” if they believe the bond issuer will honor its coupon interest payments and repay principal at 
maturity. U.S. Treasury bills are perceived as “risk free,” with other types of bonds, like corporate issues, 

paying a “spread” above these rates to compensate the investor for the extra credit risk. Last year, we 
added the theme Financial Instability to our geopolitical risk dashboard — highlighting how higher debt 

levels and higher rates can lead to a painful Fiscal Transition. In this Sight|Lines, we summarize the 
recent Moody’s U.S. government debt downgrade and how it relates to the troubling U.S. fiscal trajectory. 

THE TAKEAWAY: MOODY’S DOWNGRADE WAS UNSURPRISING BUT YET ANOTHER 
WARNING SIGN  

Rating agencies study the financial strength and ability of bond issuers to pay interest and repay debt. 

Moody’s was the third such organization to downgrade U.S. debt, which was unsurprising, but troubling. 
In summary: 

• Moody’s downgrade follows previous, similar actions from Standard & Poor’s and Fitch Ratings. 

• These new rating levels are still considered very high quality and subject to very low credit risk. 

• Moody’s cited concerns over rising national debt, persistent fiscal deficits, and the increasing 

cost of debt — the interest payments — as reasons for its downgrade. 

• Reduced spending and higher taxes are politically unappealing to members of Congress, and the 
current reconciliation bill is projected to result in little change to the deficit. 

• In the very near term, poor fiscal management and an eroding quality of U.S. debt may cause 
increased stock and bond market volatility. 

• Over the short-to-medium term, investors may demand a higher “term premium,” a higher yield 

to be compensation to hold longer-dated U.S. debt. 

• Over the longer term, fiscal mismanagement puts the U.S. dollar reserve currency status at risk, 
and investors may demand even higher yields to hold U.S. debt. 

We remain optimistic that, over the long term, U.S. Treasuries will remain a preferred low risk asset class 
among investors, and the dollar will retain its reserve currency status. That said, the Moody’s downgrade 

is yet another wake-up call to politicians and voters that we must improve our fiscal practices. 
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IN-DEPTH: THE UNSURPRISING MOODY’S DOWNGRADE SERVES AS ANOTHER WAKE-UP 
CALL TO POLITICIANS AND VOTERS THAT WE MUST IMPROVE OUR FISCAL PRACTICES 

Rating agencies study the financial strength and ability of bond issuers to pay interest and repay debt. Moody’s 
was the third such organization to downgrade U.S. debt, which was unsurprising, but troubling. Going deeper: 

• Moody’s was the third to downgrade U.S. Debt: 

o The rating was lowered to AA+ by Standard & Poor’s in 2011 and Fitch Ratings in 2023. 

o Moody’s lowered its rating to Aa1 on May 16, 2025. 

• These new rating levels are still considered very high quality and subject to very low credit risk: 

o Moody’s defines debt obligations rated Aa as “judged to be of high quality and subject to very 
low credit risk,” and the suffix of “1” designates the upper end of that category. 

• Moody’s cited concerns over rising national debt, persistent fiscal deficits, and the increasing cost of  
debt — the interest payments — as reasons for its downgrade. 

o The U.S. deficit has averaged $2.2 trillion from 2020 to 2024, bringing our debt to $36 trillion. 

o Our debt interest payments represented 33% of our discretionary budget in 2024. 

• Reduced spending and higher taxes are politically unappealing to members of Congress: 

o While the current reconciliation bill could change, the latest projection from the CBO estimates 
this year’s deficit to remain largely unchanged from last year, at approximately $1.8 trillion. 

• In the very near term, poor fiscal management and an eroding quality of U.S. debt may cause increased 
stock and bond market volatility: 

o The VIX Index, a measure of stock market volatility, jumped 5.2% in the wake of the downgrade, 

while the MOVE Index, a measure of bond market volatility, jumped 7.4%. 

• Over the short-to-medium term, investors may demand a higher “term premium,” a higher yield to be 

compensated to hold longer-dated U.S. debt: 

o The 30-Year Treasury yield, a reflection of long-term views, has risen to over 5% recently. 

• Over the longer term, fiscal mismanagement can create Financial Instability and greater systemic risks: 

o The U.S. dollar may lose its reserve currency status. 

o Investors may demand even higher yields to hold U.S. debt, driving interest rates higher. 

o These moves could shake one of our foundations for investing, creating the risk of severe bear 
markets for both stock and bond investors. 

CONCLUSION 
Moody’s recent U.S. debt downgrade once again brings U.S. fiscal mismanagement into focus. While we remain 

optimistic that U.S. government will eventually get its fiscal house in order, Moody’s action is yet another wake-up 
call to politicians and voters that we must improve our fiscal practices. 
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or 
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein.  Opinions expressed are subject to change without 

notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors.  There is no guarantee that the 

figures or opinions forecasted in this report will be realized or achieved.  Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, 
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within.   
 
Asset allocation and diversification do not ensure a profit and may not protect against loss.  There are special considerations associated with international 

investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility 

than investing in more developed countries.  Due to their narrow focus, sector-based investments typically exhibit greater volatility.  Small company stocks 
are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies.  Property values can 

fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies.  When 
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. Investing involves risks, including the possible loss of principal 

invested. Past performance is no guarantee of future results. The Standard & Poor’s 500 index is a capitalization-weighted index that is generally considered 

representative of the U.S. large capitalization market.  The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on 
the New York Stock Exchange (NYSE) and the NASDAQ.  The DJIA was invented by Charles Dow back in 1896.  The MSCI EAFE index (Europe, Australasia, and 

the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding 
the U.S. and Canada.  VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the implied 

volatility of S&P 500 index options. Index returns include the reinvestment of dividends but do not include adjustments for brokerage, custodian, and 

advisory fees. The MOVE Index measures U.S. bond market volatility by tracking a basket of OTC options on U.S. interest rate swaps.  The  
Index tracks implied normal yield volatility of a yield curve weighted basket of at-the-money one-month options on the 2- 

year, 5-year, 10-year, and 30-year constant maturity interest rate swaps.. Indices are unmanaged and are not available for direct investment. 
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