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Over the last couple of months, we have talked in our blog about the gestation of the 

budget deal that was iced in mid-December.  That deal settled on a maximum level of 

total annual appropriations for the ongoing fiscal year (2014), and another for the 

forthcoming fiscal year 2015 (which begins on October 1), including some relief from the 

dreaded “sequester.”  The first order of business for the Congress now is to finish the 

fiscal year 2014 process.  In earlier conversations, I told you that success in 2014 was 

likely, but not a sure thing.  It now appears that the Congress will miss its deadline – 

which is today – but with enough bipartisan comity that it will extend the deadline for a 

few days without drama.  Then the Congress likely will achieve agreement to finalize the 

2014 appropriations within that one deadline extension, and can move on – hopefully on 

time – to its postponed customary task of appropriations for the forthcoming fiscal year. 

 

All of that is positive, and it fulfills the assigned task of the December 2013 budget deal.  

But as we have discussed before, avoiding another government shutdown does not at all 

address the even more consequential risk of a failure to increase the nation’s statutory 

debt limit.  In fact, the consequences of such a failure would be so catastrophic that it 

seems fair to designate this mission as the true Topic A of fiscal policy. 

 

This conversation will review the recent turns in the debt-limit soap opera, and bring you 

up to date on the most recent developments and circumstances. 

 

Very briefly, the debt limit dates from World War I.  Hitherto, the Congress was required 

to pass a law to authorize every individual issuance of debt securities.  Obviously, during 

a major war effort, that would be a significant distraction.  So instead, the debt limit 

allowed the Treasury to continue issuing debt but with the constraint of an eventual limit. 

 

Setting a limit makes sense on first glance.  Surely there should be some upper bound?  

But think of it in a slightly different way:  The Congress passes legislation to increase 

spending or cut taxes.  Do we really want to allow the same legislators to pander about 

their fiscal rectitude by then refusing to accommodate the debt that results from their own 

profligacy?  Why shouldn’t their act of increasing the debt somehow allow the Treasury 

to finance that debt without the risk of a global financial meltdown? 

 

The definition of the limit potentially compounds this concern.  The debt subject to the 

limit includes the Treasury securities held within the federal government’s own more-

than-100 trust funds (Social Security’s being the most prominent, but only one of that 

very large number), in addition to the debt that the federal government must float to the 

public to raise the cash needed to finance its operations.  If, as we would hope, the 

balances in those trust funds would increase over time, then it is more than possible for 

the debt held by the public to go down while the debt subject to limit goes up. 
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And in fact, that happened in the surplus years of the late 1990s.  The budget for fiscal 

year 2001, submitted in February 2000, projected that by fiscal year 2013 the debt held 

by the public would be paid off, declining from an actual $3.633 trillion at the end of FY 

1999 to a cash balance at the end of the window.  (Sadly…)  However, over the same 

period, the debt subject to limit was projected to rise – from $5.568 trillion to $6.785 

trillion.  At the time, the statutory debt limit was $5.950 trillion.  So thinking ahead, some 

of the budget team were working on an explanation of why the President would have to 

ask the Congress to increase the debt limit, even as his Treasury Department had actually 

bought virtually all of the outstanding marketable Treasury bonds back from the public.  

It would have been a fun problem to have… 

 

There is one more concern about the debt limit as an institution.  Refusing to increase the 

limit says and does nothing about future irresponsibility; it instead would renege on past 

commitments.  Imagine this scenario:  People are lined up outside the Treasury, all 

holding legitimate claims against the United States of America, but the debt is equal to 

the limit and so the Treasury cannot borrow to pay those claimants.  Then send the 

Congress of the United States home.  Refuse it the opportunity to legislate further.  The 

line outside the Treasury will not get any shorter; in fact, it will lengthen by the day as 

bills incurred because of past legislation become due.  So again, refusing to pay your 

legitimate bills today says nothing about your willingness to tighten your belt tomorrow.  

It merely destroys your reputation as a financial partner, and in many respects. 

 

Returning to our narrative, fast forward quickly toward the present.  You will recall that 

the debt had a near collision with its limit in August of 2011.  The presumption of the 

global financial markets that the United States always would avoid ultimate catastrophe 

at the last minute was at least somewhat shaken.  The predominant understanding was 

that the Treasury ultimately was no more than hours from kiting some checks.  Before the 

dust had fully settled, Standard and Poor’s had downgraded Treasury securities, citing 

more the nation’s will than its wallet, to use President George Bush the Elder’s 

taxonomy.  S&P said that our political process, not our finance per se, was breaking 

down. 

 

The escape from August 2011 was via a rather convoluted debt-limit increase that was 

designed to get past the 2012 elections.  This was the bargain that gave us the 

“Supercommittee” that was supposed to solve the overall budget problem, but didn’t. 

 

Then, to fight our way out of the next round of crises, we got an innovation in debt-limit 

technology.  The limit was not increased, but rather suspended.  Until May 18, 2013, 

there was no limit.  As of May 19, the limit was fixed at the actual level of May 18.  The 

statute prohibited the Treasury from piling up an abnormal cash balance just before the 

limit was fixed.  Therefore, as of May 19, the Secretary of the Treasury was reliant totally 

upon his “extraordinary measures” to manage the nation’s cash and pay its bills.  That 

created yet another deadline, and yet another crisis, as the markets had to decide whether 

the ledge-walker negotiators would make good on their threat to jump.  In the end, in 
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October of last year, the Congress coupled its legislation to end the government shutdown 

with a bill to suspend the debt limit again, this time until February 7, 2014. 

 

The temporary spending bill that reopened the government required subsequent 

legislation actually to provide appropriations for the remainder of the fiscal year.  Some 

optimistic souls held out hope that this spending legislation could also resolve the debt-

limit issue beyond the February 7 suspension expiration.  But no such luck.  The 

impending deadline remains in place, untouched by the December budget deal and 

(reportedly) even the new appropriations agreement that will fund the government 

through September. 

 

The only subsequent piece of political news on the debt limit was a mid-December story 

based on a television interview of House Budget Committee Chair Paul Ryan (R-WI).  

Chairman Ryan said in his interview, “We, as a caucus, along with our Senate 

counterparts, are going to meet and discuss what it is we want to get out of the debt 

limit...  We don’t want ‘nothing’ out of the debt limit. We’re going to decide what it is we 

can accomplish out of this debt limit fight.”  This statement suggests that the coming 

debt-limit episode could be more contentious than was the ultimate resolution of the 

appropriations and government shutdown dispute over the last two months (assuming that 

it winds down as is expected as of this moment). 

 

The policies demanded over the debt limit could be budgetary in nature, but they could be 

economic questions more broadly – the Keystone-XL pipeline has been mentioned – or 

they could be purely social questions on which there is strong partisan difference.  With 

the last debt-limit deal, the House demanded that the Senate pass a budget resolution.  

However, the December budget deal was intended to supersede an FY 2015 budget 

resolution; and after the House refused to go to conference to reconcile the Senate’s 

budget resolution last year, the Senate is not likely to look at such a repeated demand 

with much enthusiasm. 

 

Earlier, we have discussed disputes over the definition of “default:” whether that term 

should apply only to failure to service or redeem the federal government’s debt 

instruments, or whether it should denote any failure to meet any type of financial 

obligation in full and on time.  Putting that comparatively fine point aside, it is worth 

understanding the measure of uncertainty that the Treasury may be forced to accept in 

managing the nation’s cash in a debt-limit standoff.  The Treasury’s cash-management 

systems are not designed for an entity that must count its pennies in real time.  The 

Treasury routinely pays its bills during the business day, and then totes up the results in 

the evening.  You can do that if you typically carry a cash balance of, say, $40 billion as a 

reserve.  But such a financial system will not work for a cash-short enterprise that must 

“prioritize,” and defer paying some of its obligations to cover others in an environment of 

revenue uncertainty.  It is not at all inconceivable that a Treasury under orders to 

prioritize could have an “oops” moment, in which it finds that it cannot pay a prioritized 

obligation on a Thursday because its revenue take is below expectations and it paid a 

large lower-priority obligation on the previous Monday.  Opinions surely differ, but it is 



 4 

arguably most unwise that the world’s leading financial power should get anywhere close 

to such an irreversible blot on its gild-edged reputation. 

 

As you surely have heard or read, there is an argument that the President could disregard 

the debt limit on the basis of the language of Section 4 of the 14
th

 Amendment to the 

Constitution, which holds that “The validity of the public debt of the United States, 

authorized by law, …shall not be questioned.”  I do not know what any President or any 

Secretary of the Treasury would do when confronted with the prospect of defaulting on 

any obligation of the United States.  Quite frankly, I would not be shocked if he or she 

would reconsider or even reverse any previous statement or commitment.  However, I am 

not surprised that the President to date has demurred on the suggestion that he rely on the 

14
th

 Amendment to defy the Congress on the debt limit. 

 

Those who assume or serve the office of the President fairly quickly take the mindset that 

they are not owners of the White House, but rather caretakers for future generations of 

Americans.  That sentiment is pretty much a part of the woodwork.  Those officeholders 

want to leave the office very much intact.  That entails not only protecting the integrity of 

the debt, but also avoiding any potential judicial decision that would diminish the 

President’s authority.  For that reason, a President – like a business executive – will 

strongly prefer to make legal judgments on the basis of solid precedent.  He or she will 

want to follow paths that already are cleared, and rulings that already are issued.  It might 

be a buzz to have a Supreme Court case with your name in the title – but if you are a 

President, only if you win.  So I do not know what this President or Treasury Secretary 

will do if they are cornered.  But I do believe that they will much prefer to resolve their 

differences with the Congress without employing novel or ground-breaking constitutional 

theory. 

 

And so I expect that at least at first, this debt-limit dispute will be fought out along the 

same old lines as the last few iterations.  When the debt-limit suspension ends – and 

based on Chairman Ryan’s interview, I do not expect the issue to be settled sooner – the 

Secretary will have to resort to his “extraordinary measures.”  And here I believe the 

developments to be somewhat different from what most citizen observers would expect 

on the basis of their presumptions and even what they have heard in the press. 

 

In particular, my sense is that many Americans – perhaps even some Members of 

Congress, and of the press – believe that the Treasury Secretary has an almost bottomless 

bag of tricks, and so he or she can fend off default essentially endlessly.  In truth and in 

contrast, the Secretary’s resources this time around are smaller than even the last time, 

and as a result, complacency could be dangerous. 

 

Here are two reasons why the Treasury Secretary’s running room is limited. 

 

First, one of the Secretary’s major “extraordinary measures” is to defer making 

contributions to the federal employees’ retirement fund.  (Those contributions are made 

in Treasury securities, and add to the debt subject to limit.  In place of those securities, 

using his “extraordinary measures,” the Secretary can contribute informal IOUs that do 



 5 

not count against the limit.)  For technical reasons, the amount of contributions due is less 

early in a calendar year than late, and therefore this measure will buy the Secretary less 

time than it did in the last manufactured crisis in October. 

 

Second, the government shutdown delayed the Internal Revenue Service’s preparations 

for the tax filing season just about to begin, and so the IRS will not be able to begin 

processing returns and paying refunds as early as usual.  There is a bizarre irony in this 

factor.  Normally, one would assume that later tax refunds postpone the accrual of debt, 

and therefore through the time value of money would improve the Treasury’s debt 

picture.  True enough – though at today’s interest rates, the time value of money, at least 

over a short time, is pretty small.  However, recall that the debt limit is suspended until 

February 8.  All debt incurred before that date will simply be added to the limit.  So 

postponing refunds until after that date reduces the limit and then immediately charges 

the amount of those delayed refunds against the otherwise fixed amount of the 

Secretary’s extraordinary measures.  So the October shutdown ironically makes the debt 

limit suspension that was a part of the resolution of that shutdown less effective. 

 

Some casual observes of the debt-limit situation, including many Members of Congress, 

assume that a Treasury Secretary – especially one associated with the other political party 

– inevitably is bluffing about the urgency of addressing the debt limit and always has 

plenty of room to avoid default, however defined.  But I can tell you from being close to 

a debt-limit crisis that the environment inside is far less casual.  Again, a great part of the 

tension comes from the legal uncertainty.  The last thing that a Treasury Secretary wants 

is to break new ground in a court case.  The key lingering questions are how the markets 

will treat any securities that a Secretary sells through a new, untested claim of authority 

to issue debt, and what will happen to the purchasers of those securities – and the markets 

broadly – if the courts ultimately find against the Secretary. 

 

So again and to be sure, though we thankfully never have been there, one could not 

imagine anything that would make a Treasury Secretary more adventurous that seeing 

him- or herself in the mirror, up close and personal, about to become the first to preside 

over a default by the United States of America.  I would not rule out that such a Secretary 

would reconsider all of his past judgments, and perhaps even do something that he or she 

had previously explicitly ruled out.  But to date, this Administration has behaved to type, 

and I would expect that it would try to do so for as long as possible. 

 

So do not expect any early, casual claims by the Secretary of new and sweeping legal 

authorities to issue Treasury securities in the absence of an increase in the debt limit.  But 

if the Congress does decide to play out that game of chicken, fasten your seat belts – 

because it will be a long and bumpy ride via Wall Street all the way to the Supreme 

Court. 

 

But what should the nation do to avoid this potential catastrophe?  I would just remind 

you of CED’s recommendation of a policy called “SAVEGO.”  We advanced this idea 

with the presumption that its commitment to deficit reduction would justify the 

postponement of brinksmanship over the debt limit.  I hope that the Congress and the 
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President will consider this approach before they instead risk the nation’s financial 

reputation in a standoff over a purely symbolic debt limit, and I would be happy to 

discuss this option as well as our potential debt-limit predicament in our open mike 

period for the rest of the hour. 


