
 

 

 
January 24, 2023                                                                                  Visit us on-line at ERIE Action Network 
 

Government 101:  What’s all this talk about debt limit mean? 

After a contentious start, Congress returns for a three week stretch leading up to the President 
delivering the State of the Union Address on February 7th.  This week marks the end of the beginning 
of the 118th Congress, as both chambers look to complete their organizing activities so that they can 
proceed into full legislative mode for the remainder of the year.  One issue that needs to be 
addressed sooner rather than later is the debt limit. 

Debt Limit Background: In order for the US to keep borrowing and paying its bills, lawmakers have to 
agree on a new debt ceiling. The debt ceiling, legally known as the debt limit, is the total amount of 
money that the U.S. government is authorized to borrow to pay existing obligations, such as Social 
Security and Medicare benefits, military salaries, interest on the national debt, tax refunds, and 
disbursements for other programs. Whenever tax revenue doesn’t fully cover government programs, 
such as defense spending, social programs, and government salaries—which it has every year since 
2001—the government must borrow money, but it’s restricted by a set limitation on how much debt 
the U.S. can incur. Per the U.S. Constitution, Congress needs to approve all borrowing, so Congress 
implemented the debt ceiling over a century ago to avoid approving each new debt. Since then, 
lawmakers have raised the debt ceiling dozens of times. 

The debt limit applies to federal debt held by the public, namely, securities held by investors outside 
the federal government, and to federal debt held by the government’s own accounts. The debt limit 
does not create new spending commitments but allows the government to finance existing 
obligations already established by Congress.  

If the debt limit is not raised, the United States will not have enough money to pay all of its 
obligations and will default. Most economists and financial experts observe that a failure to increase 
the debt limit and subsequent U.S. government default would have significant negative economic 
consequences. 

• The U.S. defaulting on its debt would threaten the value of bonds, equities, and the U.S. 
dollar, which would unfurl in the global market already saddled with high inflation and 
interest, potential recession, and multiple geopolitical crises. 

• About 20%, just over $1 trillion, of the federal budget went to Social Security and around 13%, 
more than $760 billion, went to Medicare in 2022, making them two of the largest funded 
programs by the federal government. There are no disruptions in these programs expected 
for now. However, if the government defaults on its debt, that could cause delays in Social 
Security and Medicare payments, along with other key programs like veterans’ benefits and 
SNAP food assistance. 
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• One likely outcome for how the government will retain enough funds to keep borrowing is to 
suspend investments in federal pensions. The Federal Employees Retirement System is 
considered to be one of the best retirement plans available, reserved for the nearly two 
million civilian federal employees. Pension investments should be made whole once the debt 
ceiling crisis is resolved. 

• Default would create fundamental doubts about U.S. creditworthiness. 

Current Landscape in 118th Congress of Debt Limit: The U.S. hit the debt limit — currently $31.4 
trillion — in the middle of January, intensifying a high-stakes political battle already underway in 
Washington.  The Treasury Department will use "extraordinary measures" (cash management 
measures) to cover the debt and prevent default until June 2023. That is sooner than some analysts' 
forecasts that the government would exhaust its cash and borrowing capacity - the so-called "X Date" 
- sometime in the third or fourth quarter. 

Recurring legislative standoffs over the debt limits this last decade have largely been resolved before 
they could ripple out into markets. That has not always been the case, however: A protracted standoff 
in 2011 prompted Standard & Poor's to downgrade the U.S. credit rating for the first time, sending 
financial markets reeling. 

Republican and Democratic leaders are far apart in negotiation positions, as expected. But there are 
rumblings happening below the surface. With the possibility of using the discharge petition in the 
House to bypass GOP leadership, expect debt limit legislation to begin to be introduced in the 
relevant committees. Bipartisan "gangs" will begin informal talks, with a focus on moderate and 
Northeast House Republicans and deal-making senators of both parties. As an FYI, the discharge rule 
is a legislative maneuver that allows a member of the House to bring legislation to the floor that has 
been first referred to committee but not reported. The maneuver requires a simple 218 majority of 
votes to bypass the Republican majority. 

The negotiation is expected to be epic: 

• Ultraconservative Republicans only handed Rep. Kevin McCarthy the House speakership on 
the condition that a new borrowing limit gets coupled with deep cuts to government 
spending and a plan to balance the budget in the next decade.  

• The White House insists that the new debt limit must be passed with no strings attached. 

• Democrats argue, that raising the debt limit serves to account for previously authorized 
spending, Democrats may be underestimating just what an anathema much of the pandemic, 
Inflation Reduction Act, and other spending in the last Democratic Congress was to 
Republicans who have continuously sought to claw back those unspent funds.  

• Republicans remain unclear on what path to take in the months ahead and will propose yet 
unknown reforms which could include a vote on a balanced budget amendment to the 
Constitution, a return of sequestration, or the creation of a Simpson-Bowles-like commission 
which would issue bipartisan deficit/debt recommendations subject to an up-or-down vote. 

• Despite consternation in many circles regarding a House unwilling to pass an increase to the 
debt ceiling without significant fiscal concessions, the chances of Congress allowing a 
default on the debt remain very low.  

 


