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The Federal Debt Ceiling

1. WHY IS THE U.S. GOVERNMENT IN DEBT?

For the entirety of our country’s history, we have been in debt. In 1835, it dropped to just
under $34,000 from $4.76 million the year before, but by 1838, the debt was back over $3.3
million and growing. This is because the U.S. Government spends more each year than the
Treasury takes in through taxes and other forms of revenue such as federal fees, royalties,
and tariffs. Like household budgets, when the government spends more than it makes, it
must borrow money to pay its bills.

2. WHAT IS THE DEBT CEILING?

Until 1917, Congress told the Executive how much it could spend as it went. With World
War |, lawmakers wanted to create more rapid flexibility and essentially created the upper
borrowing limit, kind of like a credit card. Since then, lawmakers have routinely increased
the limit on debt (debt ceiling or debt limit). This debt is the accumulated annual budget
deficits over the years, as well as the interest the nation pays to finance that debt. The U.S.
Government sells Treasury debt and uses that money to pay the bills. Increasing the debt
ceiling does not cause additional spending. Instead, the increase covers payments on past
debts incurred from past spending and tax cuts. Raising the debt ceiling allows payment
for previous debt, similar to the way American families make payments on credit card
debt.

3. WHAT ARE “EXTRAORDINARY MEASURES”?

These are obscure accounting and funds management actions that can delay a breach of
the debt ceiling. For instance, the Department of the Treasury has the authority to move
money across federal agencies to meet payment deadlines temporarily. The department
could suspend payments into federal retirement and health benefits plans to preserve
cash. Treasury can also suspend payments in the Exchange Stabilization fund and can
issue $15 billion in additional debt (not subject to the debt ceiling) in the Federal Financing
Bank. Each of these actions must eventually be reversed, and the accounts reimbursed
when the debt crisis has passed.

4. WHAT CAN CONGRESS DO TO AVOID BREACHING THE DEBT CEILING?
Short term, Congress can legislatively raise or suspend the debt ceiling. Congress has
approved 103 separate debt limit modifications between the end of World War |l and 2024.
Some advocate prioritizing debt payments and favored programs like Social Security or
minting a trillion-dollar platinum coin and depositing it in the Treasury. Realistic and long-
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https://fiscaldata.treasury.gov/datasets/historical-debt-outstanding/historical-debt-outstanding
https://crsreports.congress.gov/product/pdf/R/R43389
https://crsreports.congress.gov/product/pdf/IN/IN10837
https://nam12.safelinks.protection.outlook.com/?url=https%3A%2F%2Fcrsreports.congress.gov%2Fproduct%2Fpdf%2FIF%2FIF12830&data=05%7C02%7CTyler%40taxpayer.net%7C27b4c54fc26a4014acde08dd35a808db%7Ca158ebaeff1f45b080183577561b9d41%7C0%7C0%7C638725718008461334%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C4000%7C%7C%7C&sdata=yYGDUWUfbTLyuIrkWUJF%2B3hRky3cVISn4NnD%2BgdSRfE%3D&reserved=0
https://www.washingtonpost.com/us-policy/2023/01/13/debt-ceiling-gop-plan/
https://www.washingtonpost.com/business/2021/10/05/trillion-dollar-coin-faq/
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term solutions include 1) reducing spending, 2) adhering to the elements of a balanced
budget, where annual spending does not exceed revenue, 3) adjusting tax law to raise
revenues, and 4) a combination of all three. In 2019 the IRS estimated just increasing the
enforcement of existing tax law would raise $381 billion in revenue each year.

5. WHAT HAPPENS IF CONGRESS DOESN’T RAISE THE DEBT CEILING?

Not paying our country’s creditors would mean defaulting on our debt. A default would
send the stock market crashing, roil international markets, and ultimately cost taxpayers
dearly. The U.S. benefits from being the world’s reserve currency and is viewed as a secure
investment. Once in default, that is all called into question, and it will cost more to sell
securities in the future. The U.S. Government credit rating will be downgraded, increasing
the cost of borrowing for the government and, eventually, for all Americans.
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