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Too Much Ado About the Debt Ceiling

This article first appeared in The Hill, July 7, 2011. 

The economics of the debt ceiling are 
complicated, but the bottom line is that the 
ceiling is far more forgiving than is commonly 
understood. When the ceiling is reached, little 
happens except that spending slows down. 
Revenues continue to flow into the federal 
Treasury and are massively more than needed to 
pay interest on bonds and principal coming due 
(which then, of course, enables reissuance of 
new bonds under the ceiling). So, there need not 
be any default.

But like a person on a credit card spending spree 
who reaches their limit, the U.S. government has 
to establish spending priorities. Unthinkable, 
of course, would be to default, so it’s other 
spending that has to conform. So-called 
entitlements such as Social Security and 
Medicare are probably at the head of the line, 
followed by discretionary spending such as 
providing for defense, running the government 
and doling out grants. Spending in this category 
is easier to limit. Such programs typically require 
authorizing legislation, appropriations and 
available cash. The first establishes the program 
in theory, the second provides money for the 
program, again in theory and the third — well, 
you get the picture.

Thus, while the president can’t spend money 
that’s not available, he has a good deal of 
authority to choose the programs on which 
to spend the money that is available. This, 
obviously, gives the president a leg up in 
the current negotiations, since his spending 
priorities are different from those approved by 
Congress. But restraints operate here. First, the 
president would not make massive changes in 
spending priorities — not if he wants to be re-
elected. Second, we’re close to the start of the 
2012 fiscal year, which begins Oct. 1. In a debt-
ceiling hiatus, Congress would almost surely 
impose its own spending priorities by limiting 
appropriations.

But none of this makes very much sense to most 
people. Congress and the president should act 
responsibly and do the right thing. That’s difficult 
because the current debate is characterized by 
shared ignorance, by constituent interest, by 
ideology and by honest disagreements over the 
likely effects of changes in policy.

The federal budget is very, very complicated. Its 
accounting methodology is Byzantine — enough 
to make accountants cry and, if practiced in the 
private sector, to send those responsible to jail. 
Not surprisingly, members of Congress, even 
those directly involved with the budget, have a 
hard time grasping all its details. The same is 
true of the acknowledged experts at the Office 
of Management and Budget, Treasury and the 
Congressional Budget Office.

The second problem is that “where you stand 
depends on where you sit.” That is, elected 
officials look out for their constituent interests. 
Someone representing a relatively low-income, 
disadvantaged district or state inevitably favors 
more government spending and taxing “the rich.” 
Someone representing a relatively high-income, 
advantaged district or state inevitably favors less 
government and low taxes.

The third problem is ideology, which is highly 
correlated with constituent interest, for the 
simple reason that it is highly unlikely, for 
example, that a conservative Tea Party supporter 
would be elected congressman from Harlem or 
that a liberal activist would be elected senator 
from Texas.

The final impediment to a “rational agreement” 
is differences with respect to perspectives over 
the ultimate effects of policies — for example, 
whether stimulus spending would have the 
desired effect or whether tax increases would 
produce less or more government revenue.

It is the confluence of these strong currents that 
explains the current conundrum. Is there a way 
out? Surely there is. But will it be easy? Not at all.

Let me suggest two avenues to explore. First, 
the evidence is fairly clear that reductions in 
tax rates actually increase revenues to the 
federal Treasury — not immediately, but over 
the longer run. Republicans, of course, oppose 
tax increases, and Democrats wish to expand 
the size of government. If Democrats would 
overcome their constituent and ideological 
opposition to tax cuts generally, the result could 
be a “win-win.” Second, Democrats are making a 
compelling case for eliminating certain business 
tax preferences. Republicans could very well 
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accept proposals along these lines, provided 
Democrats were willing to go along with lowering 
marginal rates on income or even business 
taxes.

Undoubtedly, opportunities exist for 
compromise on more of the controversial 
specifics. But a much larger issue looms, and 
that is the need to curtail spending. Both sides 
seem to recognize this and only with agreement 
on this basic point is there any hope for 
resolution of the debt ceiling in near future.
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