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Fitch Rtgs: US Stimulus Will Boost Growth at a Cost of
Higher Deficits, Debt

Fitch Ratings-New York-09 March 2021: The $1.9 trillion American Rescue Plan (ARP) proposed by

President Biden and passed by the US House and Senate will deliver a strong economic boost but

the scale of the package points to a delayed return to a fiscal stance consistent with stabilization of

the government debt ratio, says Fitch Ratings. Consequently, the prospect of debt stabilization is

further away than when Fitch placed the US Sovereign Rating of ‘AAA’ on Negative Outlook in July

2020, despite a stronger economic recovery demonstrated by improving data and supported by

the ARP.

The FY 2021 federal deficit is likely to reach 15% of GDP, equaling the FY 2020 deficit as a share of

output. Last month, the Congressional Budget Office (CBO) projected a deficit of 10.3% of GDP in

FY 2021, including pandemic relief spending of $900 billion passed at the end of December. Fitch

had expected and largely factored this in at its July rating review. The CBO expects the Senate’s

latest bill to add $1.1 trillion to spending in FY 2021 and $458 billion to FY 2022. Direct relief to

households in the form of a one-year extension of the child tax credit, extension of unemployment

benefits and stimulus checks account for around half of the bill and more than half of the

spending in FY 2021 and FY 2022 but other spending will take longer to disburse. Even assuming

no other major spending, Fitch projects the federal deficit will approach 7% of GDP in FY 2022.

Federal debt, which recently surpassed 100% of GDP, will approach 109% of GDP in FY 2021,

assuming the US Treasury finances part of the upcoming spending from its unusually large cash

balance, while general government debt will reach 127% of GDP in 2021, before surpassing 130%

by 2023. These projections are comparable to those that we released in July 2020. While stimulus

and relief plans have become clearer, the 2020 contraction was shallower than we had expected

and macroeconomic forecasts have also improved, given the effects of policy support, adaptation

of the economy to restrictions, re-opening and progress on vaccines.

The Biden administration has yet to outline its full spending and tax plans. The administration

intends to present another package including infrastructure spending and measures to boost



growth potential, and the President’s budget may offer further clues in early 2Q21. Fitch assumes

that budget outlays under any such package would be spread over a multi-year period and would

have a smaller near-term effect on the deficit than the ARP. The administration also plans tax

increases, which would go some way to offsetting rising spending. These would include higher

Social Security contributions on top earners, for example. President Biden campaigned on a

platform that would have raised spending by USD5.4 trillion over 10 years according to the Penn

Wharton Budget Model, although estimates vary. The plan would have raised revenues by USD3.4

trillion, leading to a 10-year deficit increase of USD2.0 trillion.

At the time of the review of the US rating in July 2020 we said that we would assess what steps the

new administration took toward deficit consolidation in the post-pandemic phase, noting that the

rating could be downgraded in the absence of a credible commitment to address medium-term

public spending and debt challenges. The future path of mandatory spending including Medicare

and social security will remain an important driver of medium-term financing needs.

Our debt dynamics assume that spending reverts to more typical levels as a share of GDP from FY

2023, by which time general government debt is likely to exceed 130% of GDP and be on a gradual

upward trajectory under relatively benign economic assumptions. However, without a fiscal

anchor and in light of the ambitions of the administration, fiscal policy may be more expansionary,

leading debt to rise more rapidly. Fitch also believes that very low interest rates, which have held

down debt service costs, will eventually rise despite the Federal Reserve’s commitment to an

extended period of extremely accommodative monetary policy.
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The above article originally appeared as a post on the Fitch Wire credit market commentary page.

The original article can be accessed at www.fitchratings.com. All opinions expressed are those of

Fitch Ratings.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE

READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:

HTTPS://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING

DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S

PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND

METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT,

CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER

RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT

SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE

RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR WHICH THE LEAD

ANALYST IS BASED IN AN ESMA- OR FCA-REGISTERED FITCH RATINGS COMPANY (OR BRANCH OF

SUCH A COMPANY) CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE

FITCH RATINGS WEBSITE.

Copyright © 2021 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street,

NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or

retransmission in whole or in part is prohibited except by permission. All rights reserved. In issuing

and maintaining its ratings and in making other reports (including forecast information), Fitch

relies on factual information it receives from issuers and underwriters and from other sources

Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information

relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of

that information from independent sources, to the extent such sources are available for a given

security or in a given jurisdiction. The manner of Fitch's factual investigation and the scope of the

third-party verification it obtains will vary depending on the nature of the rated security and its

issuer, the requirements and practices in the jurisdiction in which the rated security is offered and

sold and/or the issuer is located, the availability and nature of relevant public information, access

to the management of the issuer and its advisers, the availability of pre-existing third-party

verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports,

engineering reports, legal opinions and other reports provided by third parties, the availability of

independent and competent third- party verification sources with respect to the particular security

or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings



and reports should understand that neither an enhanced factual investigation nor any third-party

verification can ensure that all of the information Fitch relies on in connection with a rating or a

report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the

accuracy of the information they provide to Fitch and to the market in offering documents and

other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including

independent auditors with respect to financial statements and attorneys with respect to legal and

tax matters. Further, ratings and forecasts of financial and other information are inherently

forward-looking and embody assumptions and predictions about future events that by their

nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and

forecasts can be affected by future events or conditions that were not anticipated at the time a

rating or forecast was issued or affirmed.The information in this report is provided \'as is\' without

any representation or warranty of any kind, and Fitch does not represent or warrant that the

report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch

rating is an opinion as to the creditworthiness of a security. This opinion and reports made by Fitch

are based on established criteria and methodologies that Fitch is continuously evaluating and

updating. Therefore, ratings and reports are the collective work product of Fitch and no individual,

or group of individuals, is solely responsible for a rating or a report. The rating does not address

the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is

not engaged in the offer or sale of any security. All Fitch reports have shared authorship.

Individuals identified in a Fitch report were involved in, but are not solely responsible for, the

opinions stated therein. The individuals are named for contact purposes only. A report providing a

Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and

presented to investors by the issuer and its agents in connection with the sale of the securities.

Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch.

Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy,

sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability

of any security for a particular investor, or the tax-exempt nature or taxability of payments made

in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and

underwriters for rating securities. Such fees generally vary from US,000 to US,000 (or the

applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues

issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a

single annual fee. Such fees are expected to vary from US,000 to US,500,000 (or the applicable

currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not

constitute a consent by Fitch to use its name as an expert in connection with any registration

statement filed under the United States securities laws, the Financial Services and Markets Act of

2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative

efficiency of electronic publishing and distribution, Fitch research may be available to electronic

subscribers up to three days earlier than to print subscribers.For Australia, New Zealand, Taiwan



and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS

license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit

ratings information published by Fitch is not intended to be used by persons who are retail clients

within the meaning of the Corporations Act 2001Fitch Ratings, Inc. is registered with the U.S.

Securities and Exchange Commission as a Nationally Recognized Statistical Rating Organization

(the \'NRSRO\'). While certain of the NRSRO's credit rating subsidiaries are listed on Item 3 of Form

NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO (see

https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on

Form NRSRO (the \'non-NRSROs\') and therefore credit ratings issued by those subsidiaries are not

issued on behalf of the NRSRO. However, non-NRSRO personnel may participate in determining

credit ratings issued by or on behalf of the NRSRO.

ENDORSEMENT POLICY - Fitch's approach to ratings endorsement so that ratings produced

outside the EU may be used by regulated entities within the EU for regulatory purposes, pursuant

to the terms of the EU Regulation with respect to credit rating agencies, can be found on the EU

Regulatory Disclosures page. The endorsement status of all International ratings is provided within

the entity summary page for each rated entity and in the transaction detail pages for all structured

finance transactions on the Fitch website. These disclosures are updated on a daily basis.

https://www.fitchratings.com/site/fitch-home/regulatory
https://www.fitchratings.com/site/fitch-home/regulatory

