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Discussions between members of the U.S. Congress have 
intensified in recent weeks, as the Republican and 
Democratic parties continue attempting to forge an 
agreement that will raise the U.S. debt ceiling. If 
legislators cannot reach an agreement, there is potential 
for significant disruption of the financial markets and the 
global economy. 
 
What is the Debt Ceiling and Why is it Important? 
Simply put, the debt ceiling is the maximum amount of 
money the federal government is authorized to borrow. 
Once the debt limit is reached, there will not be enough 
money available to pay the nation’s bills. If payments are 
missed, the United States will default on its debt 
obligations.  
 
The Current Ceiling: $14,300,000,000,000.00. 
Can the U.S. government default on its debt?  The knee-
jerk response is, ―no.‖ The logic is that, at present, the 
United States is the world’s only superpower. The dollar is 
the global reserve currency. U.S. government debt is 
bought and sold globally, and has the confidence of 
investors because it is backed by the full faith and credit of 
the United States. 
 
The more realistic response is, ―maybe.‖ The possibility of 
a default is certainly real. After all, we’ve been there 
before—the United States has defaulted in the past. The 
default, which occurred in the spring of 1979, was in the 
form of missed Treasury bill payments. Since the dollar 
amount of the missed payments was relatively small and 
corrected swiftly, not everyone may view this as having 
been a default. However, a missed payment is a missed 
payment.  The scenario in 1979 is similar to what is 
happening today with Treasury bills set to mature on 
August 4. Adding to the uncertainty, the Bipartisan Policy 
Center reports that the government will not be able to 
honor all of its monthly payments (which equates to 
roughly 80 million bills) scheduled to be paid on August 3. 
This includes Social Security payments, pension 
obligations and military pay. Although the missed 
payments in1979 were looked at as only minor 
disruptions, the takeaway is that a delay of payment is 
possible.  
 
AAA-Rating in Jeopardy 
There are downstream ramifications beyond the possibility 
of missed payments. Earlier this summer, Standard and 
Poors’ (credit rating agency) downgraded its credit outlook 
on the United States to ―negative.‖  S&P also stated that 
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missed payments on August 4 would cause a rating 
change to ―selective default‖ with a ―D‖ rating on 
maturing Treasury bills. Any type of default or missed 
payment would likely increase U.S. borrowing costs 
significantly. It would also pose challenges for 
investors seeking the relative security of AAA-rated 
government bonds and for the reputation of the United 
States. The other major rating agencies, including 
Moody’s Investors Service and Fitch, commented that 
they would likely take action on U.S. debt if the 
government is unable to raise the debt ceiling in time 
to avoid missed payments. 
 
Market Expectation 
To date, markets expect the government will come to 
an agreement to raise the debt ceiling prior to August 
2 – the targeted date at which the nation will reach the 
$14.3 trillion debt limit.  At the time of this writing, 
investors’ demand for U.S. Treasuries remains strong 
and trading continues without significant disruption, as 
shown in Exhibit 1, while the U.S. economy works its 
way through the current economic soft patch and 
increased concern over the default of certain 
European countries sovereign debt. There is no 
question that the treasury market may sell off if 
payments are missed, pushing borrowing costs higher. 
We also expect to see a re-pricing of riskier assets 
that may direct money into the treasury market, 
helping to offset the negative pressures.  

 

Exhibit 1: Yields Remain Range 
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Source: Bloomberg data, SEI 
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This material represents an assessment of the market environment at a specific point in time and is not intended to be a 
forecast of future events, or a guarantee of future results. This information should not be relied upon by the reader as 
research or investment advice regarding the Funds or any stock in particular, nor should it be construed as a 
recommendation to purchase or sell a security, including futures contracts. There is no assurance as of the date of this 
material that the securities mentioned remain in or out of the SEI Funds. 
 
SEI Investments Management Corporation (SIMC) is the adviser to the SEI Funds, which are distributed by SEI 
Investments Distribution Co. (SIDCO). SIMC and SIDCO are wholly-owned subsidiaries of SEI Investments Company.  
For those SEI Funds which employ the ‘manager of managers’ structure, SEI Investments Management Corporation has 
ultimate responsibility for the investment performance of the Fund due to its responsibility to oversee the sub-advisers and 
recommend their hiring, termination and replacement.SEI Fixed Income Portfolio Management is a unit of SIMC which 
serves as the investment adviser. 
 
To determine if the Fund(s) are an appropriate investment for you, carefully consider the investment objectives, risk 
factors and charges and expenses before investing.  This and other information can be found in the Fund's prospectus, 
which can be obtained by calling 1-800-DIAL-SEI.  Read it carefully before investing. 
 
In addition to the normal risks associated with equity investing, international investments may involve risk of capital loss 
from unfavorable fluctuation in currency values, from differences in generally accepted accounting principles, or from 
economic or political instability in other nations. Narrowly focused investments and smaller companies typically exhibit 
higher volatility. Products of companies in which technology funds invest may be subject to severe competition and rapid 
obsolescence. Bonds and bond funds will decrease in value as interest rates rise. 
 
Index performance returns do not reflect any management fees, transaction costs or expenses. One cannot invest directly 
in an index. Past performance does not guarantee future results.       
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1
 SEI’s Investment Strategies Group is the umbrella group representing SEI’s equity, fixed-income and alternative investment mutual funds. 

SEI Fixed Income Portfolio Management, under the direction of Portfolio Manager Sean Simko, manages fixed income portfolios in SEI’s 
Managed Account Program. 

Conclusion 
SEI’s Investment Strategies Group and SEI Fixed Income Portfolio Management

1
 share the opinion that failure to raise 

the debt ceiling prior to the deadline would likely have a significant, negative impact on the global economy, raising the 
potential of sliding back into recession.  
 
Due to the severe consequences of late or no action by Congress, we believe an agreement will be reached by the 
prescribed deadline. While it would not be prudent to discount the possibility of default, we view the potential for such a 
scenario as being low. It is clearly in the best interests of the U.S. government to take all necessary measures to avoid 
missed payments or default due to the inability to raise the debt ceiling. Based on our current outlook, SEI’s portfolio 
managers do not view the debt ceiling debate as a reason to alter our portfolio positioning. We, along with the rest of 
the world, will watch and wait for Congress to do the right thing.  
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