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Russell Investments’ Chief Investment 
officer – Client Investment Strategies, 
Erik Ristuben comments on the S&P 
downgrade of U.S. Treasury debt  

 
On August 8, 2011, Russell Investments’ Chief Investment officer – Client 
Investment Strategies, Erik Ristuben provided Russell’s views on the S&P 
downgrade of U.S. Treasury debt and its viewpoint on the impact for 
fixed-income and equity markets globally: 

And now this: Can the market’s psyche handle the downgrade? 
As markets open for Monday trading on August 8, 2011, investors’ eyes 
will alternate focus between global bond and equity markets to gauge 
reaction to Friday’s announcement by S&P that U.S. Treasury debt is no 
longer among the safest investments in the world.   

Our view is that recent negative market volatility reflects a drop in 
confidence in response to a spate of negative headlines – not a global 
economic collapse. Our analysis of the facts leads us to believe that 
although the economy has been weakened, a “double-dip” recession still 
remains unlikely.  

Eyes fixed on fixed-income 
We’ve been watching reactions to the downgrade through the weekend, 
and we don’t think the bond market is looking to S&P to determine what 
U.S. Treasuries are worth. In fact, last week’s drop in Treasury yield – 
which reflected a flight to safety – gives us a good indication that there is 
no significant concern about America’s ability to service and repay its 
debt. Our current thinking is that the bond market reaction to S&P will 
likely be muted.  

The downgrade does raise technical concerns regarding capital 
requirements for banking, insurance, derivatives and money funds, but 
the Fed, other regulators and governments in Europe and Asia have 
strongly stated that the risk weighting for U.S. Treasuries in capital 
structures “remains unchanged.” Although it’s impossible to be 
completely certain how yields will react there is reason to believe, based 
on recent history, that Friday’s downgrade will not necessarily prolong 
the current weak patch in the U.S. economy. Russell still forecasts 
roughly 2.5% in U.S. GDP growth in the back half of this year.  
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Equities 
The wildcard is the equity market. As of this writing on Sunday, however, 
the announcement is two days old and many nations have come out in 
support of the value and safety of U.S. Treasuries. We’ve seen a 
measured response in the U.S. futures market, and early futures activity 
in the Asia Pacific market indicates a negative open to the markets but 
not full-out panic.  

Russell is cautiously optimistic that we will not see an emotional reaction 
in the equity markets on Monday. Certainly the S&P downgrade won’t do 
anything to help speed the economic recovery, which has been weaker 
and slower than we would have hoped, and we anticipate that traumas 
such as those experienced last week will be a regular “companion” of the 
recovery.  

For more information, see the latest posts on Russell’s blog: 
http://conversation.russell.com/.  Erik Ristuben and Russell’s team of 
investment strategists are also available for interviews to provide more 
colour around these perspectives.  

 

 
Disclaimer 

This material is not intended for distribution to retail clients. This material does not 
constitute an offer or invitation to anyone in any jurisdiction to invest in any Russell 
product or use any Russell services where such offer or invitation is not lawful, or in 
which the person making such offer or invitation is not qualified to do so, nor has it 
been prepared in connection with any such offer or invitation. 

Unless otherwise specified, Russell Investments is the source of all data. All 
information contained in this material is current at the time of issue and, to the best 
of our knowledge, accurate. Any opinion expressed is that of Russell Investments, 
is not a statement of fact, is subject to change and, unless it relates to a specified 
investment, does not constitute the regulated activity of “advising on investments” 
for the purposes of the Financial Services and Markets Act 2000. 

The value of investments and the income from them can fall as well as rise and is 
not guaranteed. You may not get back the amount originally invested. 

Any forecast, projection or target is indicative only and not guaranteed in any way. 
Any past performance figures are not necessarily a guide to future performance. 

Any reference to returns linked to currencies may increase or decrease as a result 
of currency fluctuations. Any references to tax treatments depend on the 
circumstances of the individual client and may be subject to change in the future. 

Issued by Russell Investments Limited. Company No. 02086230. Registered in 
England and Wales with registered office at: Rex House, 10 Regent Street, London 
SW1Y 4PE. Telephone 020 7024 6000. Authorised and regulated by the Financial 
Services Authority, 25 The North Colonnade, Canary Wharf, London E14 5HS. 
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