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According to published reports, after being informed 
that they made a $2 trillion error in future projections 
of the U.S. government’s indebtedness, the folks at 
S&P decided to change the fundamental rationale for 
downgrading U.S. Treasuries.  Their rationale shifted 
from their disputed financial projections of future 
indebtedness to their concern over the political climate 
and the likelihood that the changes necessary to manage 
the growing governmental debt burden would not be 
made.   With reports that the $2 trillion number may be 
in question (and actually be much lower) the mystery 
surrounding the motivations behind these statements 
looms larger.   Several obvious and disturbing questions 
arise based on these events.  Is this a downgrade due 
to expectations that rancor in Washington continues?   
Is this a downgrade based upon an assumption that 
the reds and the blues can’t compromise on the issues 
surrounding our fiscal house?  

It appears that S&P has decided to downgrade 
democracy – at least that is how one could interpret this 
announcement.  Let’s see how this plays in hypothetical 
land.  If we had a single party controlling Congress and 
the White House that reached a deal to raise the debt 
ceiling and to increase taxes on the rich, then there 
would be no downgrade.  If we had a single party 
controlling all branches and there was a deal to raise 
the debt ceiling and make deeper cuts to government 
spending, then there would be no downgrade.  Now, 
at the end of the day, neither solution may in truth 
have been positive for the long-term growth of the 
economy (a pretty crucial element to reducing the 
deficit and paying down our debt).  According to their 
own statements, however, S&P apparently would have 

viewed these results more favorably than the actual 
outcome.

What about dictatorship as a solution or perhaps the 
dissolution of the multi-party system?   If we had one 
person/party who was in charge of all this, there would 
certainly be no political infighting to cause the folks at 
this one rating agency to be concerned about decision 
making.  Well, there is another option actually:  closed 
meetings, using the same process that goes on in the 
corporate offices of firms that the rating agencies also 
evaluate.   If it is the public battle that is the concern, 
not the actual fiscal projections, perhaps the U.S. 
government could just do what much of the rest of 
the world seems to do – hold those debates out of the 
public eye.  Then S&P would just be able to judge the 
results.

It has long been said that our democracy is one 
extremely inefficient political system.  It lurches along 
only seemingly to gather itself and solve problems 
when on the brink of a crisis.  Let’s see, like the last crisis, 
the global financial crisis.  That’s right, the crisis which, 
at least in part, was precipitated by a group of lightly 
regulated rating agencies getting paid by Wall Street to 
put their AAA stamp of approval on pools of mortgage-
backed securities where the underlying loans were in 
some cases undocumented and, in many cases,  poorly 
collateralized at best.   We are all still waiting for an 
apology to the American people for that colossal screw 
up.  It appears instead we are being told that our political 
system, full of problems for sure but long the envy of 
the world, and the nature of a highly public democratic 
process is so deeply flawed that there is some remote 
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chance we won’t make good on our obligations.  I can 
guarantee that this deeply flawed government is going 
to hold some pretty interesting hearings on the rating 
decision this time as well.  It seems that S&P must have 
some sort of strange desire to become a governmental 
agency.

We all agree that we need to get our fiscal house in order 
as our debt-to-GDP ratio is reaching levels that were last 
experienced during WWII.  But let’s be clear here – we 
just have gone through a financial version of WWIII while 
also beginning, I hope, the wind down of a terrorist-
driven military WWIII.  The process of moving from a 
wartime economy to a peacetime economy (fiscally and 
militarily) will take time and will be complicated.  It will 
also be one of stress for the American people and her 
elected officials.  Yet this is when America has always 
shone her brightest.  

Over the last month following what many believed to be 
an irrational act by S&P, the global investor community 
has weighed in – and bought U.S. Treasuries as a safe 
haven.  The market seems to have upgraded democracy.  
The fallout from the downgrade, remembering that this 
came from only one of the three main agencies, while 
perhaps overshadowed by the acts of the owners of 
capital, continues to be an additional air of uncertainty 
that reflects itself in volatility and economic instability.   
As we assess the damage from one ratings agency’s 
conclusion we must also consider the ancillary impacts 
given that average credit quality, based upon the rating 
agencies conclusions, is a standard of measure in a 
host of portfolio management, banking, and insurance 
activities.  And if we can’t rely upon the rating agencies 
to respond with a degree of consistency in their process 
and reactions, and most recent history and logic 
indicates that we cannot, how do we manage simple 
everyday aspects of our ratings intertwined lives?  What 
do these ratings truly mean?

While I believe that changes are in the wind that 
will adjust this process, probably to the dismay of 
the managements of the agencies, I must also take 
exception to the apparent conclusion reached in the 
hallways of Standard and Poor’s:  I choose an open and 
vibrant democracy.  It has served us well for over two 
hundred years, imperfectly of course with pain and trials 
along the way, but it is still the standard by which others 
are judged.  American democracy (or any other for that 
matter) is not “risk free,” but a world of asset owners 
seem to believe it is still AAA.
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